The University of Maryland
Baltimore Foundation, Inc.

Financial Statements
June 30, 2008 and 2007




The University of Maryland Baltimore Foundation, Inc.
Index
“June 30, 2008 and 2007
® Page(s)
Report of Independent AUdItOrS ... ST OPROP O 1

Financial Statements

Statements of Financial Position

................................................................................................................ 2
Statements of Activities and Changés N NEEASSEES ..o e .34
StAtEMENTS OF CASN FIOWS ... v iiieieririeeieses s .5

NOtES 10 FINANGIAL STAEMENES ...ovivitivierrirs i e 6-14




PRICEAVATERHOUSE( QOPERS

PricewaterhouseCoopers LLP
. 100 East Pratt Street

Suite 1900

Baltimore, MD 21202

Telephone (410) 783 7600

Facsimile (410) 783 7680

Report of Independent Auditors

To the Board of Trustees of the
® University of Maryland Baltimore Foundation, Inc.

In our opinion, the accompanying statements of financial position and the related statements of

activities.an'd changes in net assets and cash flows present fairly, in all material reSpécts, the

@ ~ financial position of the University of Maryland Baltimore Foundation, Inc. (the "Foundation") at June
30, 2008 and 2007, and the changes in its-net assets and its cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States of America. These
financial statements are the responsibility of the Foundation's management. Our responsibijlity is to
express an opinion on these financial statements based on our audits. We conducted our audits of

® these statements in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by

¢ management, and evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

@d\.\. e o WLD‘P‘“‘ e

‘October 29, 2008



The University of Maryland Baltimore Foundation, Inc.

Statements of Financial Position

June 30, 2008 and 2007

Assets

Current assets
Cash and cash equivalents
Accounts receivable
Due from other foundations
Accrued interest receivable
Contributions receivable - current portion
Note receivable - current

Total current assets
Investments
Endowment
Operating
Total investments
Other assets
Contributions receivable - non-current portion
Assets held under split-interest agreements

Other assets
Notes receivable

Total other assets

Total assets
Liabilities and Net Assets
Current liabilities

Accounts payable and accrued expenses
Due to other foundations

Total current liabilities
Other liabilities
Payable under split-interest agreements

Total other liabilities
Net assets
Unrestricted

Temporarily restricted
Permanently restricted

Total net assets
Total liabilities and net assets

2008 2007
$ 235227 $ 84,143
550 ' 2,050
3,828 -
196,868 194,274
7,295,546 5,819,348
190,000 . -
7,922,019 6,099,815
85,136,154 76,947,969
46,735,003 46,229,578
131,871,157 123,177,547
16,698,328 8,062,818
3,065,481 3,156,335
2,251,838 2,275,008
- 190,000
22,015,647 13,684,161

$ 161,808,823

$ 142,961,523

$ 2,090,275 $ 1,442,369
- 180,165

2,090,275 1,622,534
1,721,470 1,604,048
1,721,470 1,604,048
18,788,552 19,048,629
64,396,684 61,778,661
74,811,842 58,907,651
167,997,078 139,734,941

$ 161,808,823

$ 142,961,523

The accompanying notes are an integral part of these financial statements.
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The University of Maryland Baltimore Foundation, Inc.
Statement of Activities and Changes in Net Assets
Year Ended June 30, 2008 ’

° Temporarily Permanently
Unrestricted Restricted Restricted Total
Revenues
Contributions - transfers from USMF 3 26,010 2779494 3% 1,561,167 $ 4,366,671
Contributions and grants 6,847,158 13,417,389 14,343,024 34,607,571
® Investment income 1,171,625 2,028,372 - 3,199,997
Other program income 398,600 . - - 398,600
Realized and unrealized gains and losses
on investments, net of expenses 1,249,071 (2,406,938) - (1,157,867)
Net assets released from restriction 13,200,294 (13,200,294) - - .
° Total revenues 22,892,758 2,618,023 15,904,191 41,414,972
Expenses
Program 21,343,738 - - 21,343,738
General and administrative 1,071,213 - - 1,071,213
Fundraising 737,884 - - 737,884
Total expenses 23,152,835 - - 23,152,835
@ Change in net assets (260,077) 2,618,023 15,904,191 18,262,137
Net assets at beginning of year 19,048,629 61,778,661 58,907,651 139,734,941
Net assets at end of year $ 18,788,652 64,396,684 $ 74,811,842 $ 157,997,078
®
@

The accompanying notes are an integral part of these financial statements.
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The University of Maryland Baltimore Foundation, Inc. .
Statement of Activities and Changes in Net Assets
Year Ended June 30, 2007

PY Temporarily Permanently
Unrestricted Restricted Restricted Total
Revenues -
Contributions - transfers from USMF $ - 9 2848124 % 3,822871 $ 6,670,995
Contributions and grants 8,941,133 7,591,148 7,407,060 23,939,341
® Investment income 1,043,996 1,177,823 - 2,221,819
Other program income 384,806 - - 384,806
Realized and unrealized gains and losses o
on investments, net of expenses 1,596,187 14,148,283 - 15,744,470
Net assets released from restriction 11,889,506 "~ (11,889,506) - -
® ~ Total revenues 23,855,628 13,875,872 11,229,931 48,961,431
Expenses , '
Program 18,006,102 - - 18,006,102
General and administrative 1,043,302 - - 1,043,302
. Fundraising : 462,406 - - 462,406
, Total expenses 19,511,810 - - 19,511,810
@ Change in net assets 4,343,818 13,875,872 11,229,931 29,449,621
Net assets at beginning of year 14,704,811 47,902,789 47,677,720 110,285,320
Net assets at end of year $ 19,048629 $ 61778661 $ 58,907,651 $ 139,734,941
®
@
i
o
o

The accompanying notes are an integral part of these financial statements.
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The University of Maryland Baltimore Foundation, Inc.

Statements of Cash Flows
Years Ended June 30, 2008 and 2007

Cash flows from operating activities
Change in net assets _
Adjustment to reconcile change in net assets to cash and cash
equivalents (used in) provided by operating activities
Net realized and unrealized losses (gains) on investments
Decrease in accounts receivable
(Increase) decrease in due from other foundations
Increase in accrued interest receivable
(Increase) decrease in contributions receivable
Decrease (ihcrease) in assets held under split-interest agreements
Decrease (increase) in other assets
Increase (decrease) in accounts payable and accrued expenses
(Decrease) increase in due to other foundations
Contributions restricted for long-term investment

Total adjustments
Net cash and cash equivalents (used in) provided by
operating activities

Cash flows from investing activities
Purchases of investments .
Sales of investments

Net cash and cash equivalents used in investing activities:
Cash flows from financing activities

Proceeds from contributions restricted for long-term investment
Increase in payable under split-interest agreements

Net cash and cash equivalents provided by financing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents
Beginning of year
End of year

The accompanying notes are an integral part.of these financial statements.
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2008 2007
$ 18,262,137 $ 29,449,621
1,157,867 (15,744,470)
1,500 950
(3,828) 724,577
(2,594) (16,480)
(10,111,708) 904,638
90,854 (120,053)
23,170 (112,953)
647,906 (1,231,140)
(180,165) 32,715
(8,710,818) (10,479,210)
(17,087,816) (26,041,426)
1,174,321 3,408,195
(42,614,326) (38,277,116)
32,762,849 23,974,578
(9,851,477) (14,302,538)
8,710,818 10,479,210
117,422 38,515
8,828,240 10,517,725
151,084 (376,618) .
84,143 460,761
$ 235227 $ 84,143




The University of Maryland Baltimore Foundation, Inc.
Notes to Financial Statements -
June 30, 2008 and 2007

o 1. Nature of Operations

The University of Maryland Baltimore Foundation, Inc. (the "Foundation”), an independent
Foundation incorporated in 2000, is established to receive, manage, and invest private gifts and/or
property for the benefit of the University of Maryland, Baltimore and its related programs and
supporting activities. .

2. Basis of Presentation and Summary of Significant Accounting Policies

- Basis of Presentation
The financial statements of the Foundation have been prepared on the accrual basis of accounting.

Cash and Cash Equivalents
Cash'and short-term investments with maturities at dates of purchase of three months or less are
classified as cash equivalents, except that any such investments purchased with funds on deposit
with funds held in trusts or by external endowment investment managers are classified with the
: deposits and investments, respectively. Cash equivalents include short-term U.S. Treasury securities
® and other short-term, highly liquid investments and are carried at cost, which approximates market
value. ‘

Investments -

Investment securities are valued based on quoted market prices or dealer quotes. If a quoted

market price is not available, fair value is estimated using quoted market prices for similar securities
PY or other reasonable valuation methodologies.

In general, securities listed on a national securities exchange (including the NASDAQ National
Market System) are valued based on quoted market prices at their last sales price on the primary
security exchange on which such securities have traded. Securities which are not listed but are
traded over-the-counter are valued at the average of the dealer quotes. Financial instruments such
.as corporate bonds or other similar instruments are valued at fair value after consideration of market
® quotations obtained from published sources, independent pricing services and/or other market
" participants. To the extent that market quotations are not available, fair value is estimated by the
investment manager under the general oversight of the Board of Trustees after consideration of
factors considered to be relevant, including but not limited to, the type of investment, position size,
marketability (or absence thereof), cost, restrictions on transfer, and available quotations of similar
instruments. Total return swap contracts are valued at fair value baséd upon the quoted market or
L fair value of the underlying assets. :

Investments in limited partnerships are presented at fair value as determined by the general partner,
under the general oversight of the Board of Trustees. The general partner generally values their-
investments at fair value. Securities with no readily available market are initially valued at cost, with
_ subsequent adjustment to values which reflect either the basis of meaningful third party transactions

) in the private market or the fair value deemed appropriate by the general partners. In such instances,
consideration is also given to the financial condition and operating results of the issuer, the amount
that the investment partnership can reasonably expect to realize upon the sale of the securities,.and
any other factors deemed relevant. Such value represents the Foundation’s proportionate share of
the Partner’s capital in the investment partnership as reported by the general partner. Accordingly,
the value of the investment in the partnership is generally increased by additional contributions and

Y the Partnership’s share of net earnings from the partnership investments and decreased by
distributions from the partnerships and the partner’s share of net losses.

£ J ’ : 6
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The University of Maryland Baltimore Foundation, Inc.
Notes to Financial Statements
June 30, 2008 and 2007

¢ The Foundation invests in funds of funds. In these cases, the valuation for investment within each
fund within the fund of funds is determined as noted above. The fund of funds then obtains its share
of the valuation from the underlying partnerships and reports the valuation to each partner based on
the partner’s net equity.

The value assigned to the investment portfolios where there is no public market value is determined
o by the investment manager in good faith under the general oversight of the Board of Trustees and
does not necessarily represent the amount that may ultimately be realized. Because of the inherent
uncertainty of valuation of these investments, the estimates of fair value may differ from quoted or
published values or from the values that would have been used had a ready market for the
investments existed and the differences could be material.

® The Foundation invests in securities with contractual cash flows, such as asset backed securities,
collateralized mortgage obligations and commercial mortgage backed securities, including securities
backed by subprime mortgage loans. The value, liquidity and related income of these securities are
sensitive to changes in economic conditions, including real estate value, delinquencies and/or
defaults, and may be adversely affected by shifts in the market's perception of the issuers and
changes in interest rates and credit downgrades.

Some of the Foundation's investments may be illiquid and the Foundation may not be able to vary
the portfolio in response to changes in economic and other conditions. Some of the investments that
are purchased and sold are traded in private, unregistered transactions and are therefore subject to
restrictions on resale or otherwise have no established trading market. In addition, if the Foundation
is required to liquidate all or a potion of its portfolio quickly, the foundation may realize significantly
less than the value at which it previously recorded those investments.

The change in net unrealized gains or losses on investment securities is reflected in the statements
of activities. All gains and losses arising from the sale, collection, or other disposition of investments
are accounted for on a specific identification basis calculated as of the trade date.

Investment gains or losses on endowment assets are distributed quarterly among the individual

L endowment funds on the basis of the number of units of the pool held by each individual endowment
account. If the donor document requires unspent earnings to be added back to corpus, then losses
below the cost basis of endowment assets shall first reduce permanently restricted net assets to the
extent of accumulated unexpended earnings, then against temporarily restricted net assets to the
extent that donor-imposed temporary restrictions on net appreciation of the assets have not been
met before the loss occurs with any remaining loss reducing unrestricted net assets.

®
' The fair market value of certain donor-restricted endowments was less than the historicai cost value
of such funds by $34,369 at June 30, 2008, and $0 at June 30, 2007. The unrealized loss has been
recorded as a reduction in unrestricted net assets. Future market gains will be used to restore this
deficiency in unrestricted net assets before any net appreciation above the historical cost value of
such funds increases temporarily restricted net assets. '
. .

The Foundation has a spending rate rule for its endowment funds in order to preserve purchasing
power of the assets, to protect against erosion of nominal principal, and to promote stability and
predictability of annual budgeting. The spending rate rule determines the amount to be distributed for
current spending with the provision that any amounts remaining after the distributions be transferred
and reinvested into the endowment fund. The Board of Trustees has authorized a spendable income
Py ' policy which is tied to a formula. The spending rate is calculated using the following method: (a)
computing the December 31 average per unit market value using the previous twenty quarters,
multiplied by 5.0%, then by the inverse of the unit value weighted at 30%, (b) calculating an adjusted
spending rate using the prior year's percentage increased by the Consumer Price Index weighted at




The University of Maryland Baltimore Foundation, Inc.
Notes to Financial Statements

June 30, 2008 and 2007

70%, and (c) adding the weighted percentages from (a) and (b) subject to restrictions by donor or by
law. Once calculated, the rate should be no-more than 5% and no less than 4% of the moving
average market value. The spending rate is applied to the market value at December 31 to
determine spendable income. The computed rate was 4.45% for fiscal year 2008 and 4.58% for
fiscal year 2007. ‘

The endowment spending policy is reviewed annually.

Real and Personal Property -

The Foundation receives various contributions of non-cash items. These assets are recorded at the
fair market value for the years ended June 30, 2008 and 2007. These assets are held for investment
purposes and are not depreciated.

Classification of Net Assets
‘The Foundation's net assets have been grouped into the following three classes:

Unrestricted net assets - Unrestricted net assets generally result from revenues derived
from providing services and receiving unrestricted contributions, less expenses incurred
in providing services, raising contributions, and performing administrative functions.

Temporarily restricted net assets - Temporarily restricted net assets generally resuit
from contributions and other inflows of assets whose use by the organization is limited
by donor-imposed stipulations that either expire by passage of time or can be fulfilled
and removed by actions of the Foundation pursuant to those stipulations.

Permanently restricted net assets - Permanently restricted net assets generally result
from contributions and other inflows of assets, which cannot be used by the Foundation.
Income from these assets can be unrestricted or restricted based on donor stipulation.

Unrealized and realized gains and losses and dividends and interest from investing in income-
producing assets may be included in either of these net asset classifications depending on donor
restrictions.

Classification of Gifts

The Foundation reports gifts of cash and other assets as restricted support if they are received with
_ donor stipulations that limit the use of the donated assets. When a donor restriction expires, that is,
when a stipulated time restriction ends or purpose restriction is accomplished in subsequent
reporting periods, temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the Statement of Activities as net assets released from restriction. Contributions for
which donors have stipulated restrictions, but which are met within the same reporting period, are
reported as unrestricted support. : ’

The Foundation reports gifts of land, buildings, and equipment as unrestricted support unless explicit
donor stipulations specify how the donated assets must be used. Gifts of long-lived assets with
explicit restrictions that specify how the assets are to be used are reported as restricted support.

Unconditional promises to give with payments due in future periods are reported as temporarily or
permanently restricted support. Amounts due are recorded at the net realizable value discounted
based on the period of future payment. .

Split-interest Agreements '
The Foundation also receives contributions in the form of irrevocable split-interest agreements.
These agreements include charitable remainder trusts and charitable gift annuities. These include




The University of Maryland Baltimore Foundation, Inc.
Notes to Financial Statements
June 30, 2008 and 2007

o agreements for which the Foundation acts as trustee and holds the assets as well as agreements
where the Foundation has an interest in the trust but is not the trustee. When the trust's obligations
to all beneficiaries expire, the remaining assets revert to the Foundation to be used according to the
donor's wishes.

The Foundation recognizes the estimated fair value of these agreements as contributions receivable

o and revenue from those trusts where the Foundation is not the trustee. Where the Foundation is the
trustee, the estimated fair value is recognized as an asset and as contribution revenue. The fair
value is based on the present value of estimated future distributions to be paid over the expected
term of the trust agreements.

Amortization of the related discount and revaluation of expected cash flows are recognizéd as
® changes in the value of split-interest agreements in the year in which they occur.

The Foundation recognizes a liability for the portion of the proceeds under the split-interest

agreements to be paid to beneficiaries under the terms of the agreements. At June 30, 2008, the

estimated fair market value of the liability from these split-interest agreements amounted to

$1,721,470, which is expected to be paid in 4.3 to 45 years based on IRS actuarial tables. At June
PY 30, 2007, the estimated fair market value of the liability from these split-interest agreements

( amounted to $1,604,048, which is expected to be paid in 7.5 to 13 years based on IRS actuarial
‘tables. The expected rate of return of these assets is 6.25%, and the discount rate used to compute
the present value of these receivables is 6%, a long-term risk-free rate.

Administrative Fees
The Foundation management designates investments from all net asset classes into operating and
® endowment categories. Administrative fees are charged as follows:

Investments - operating - Foundation operating accounts are assessed approximately 30%
of the annual net investment income in support of operating, administrative, and fundraising
. expenses. In addition, all accounts are assessed 20% of the annual net investment income
to be used at the discretion of the President of the University of Maryland, Baltimore. The
{ Foundation pays .25% to the University System of Maryland Foundation, Inc. for current use
fund investment management services in accordance with the terms of an investment
management agreement. :

Investments - endowment - Professional investment fees are deducted by the investment
manager prior to the distribution of income. The Foundation annually assesses each

o endowment account a fee for endowment operating and administrative expenses at the rate .
of 2% of the market value of assets managed at year end. The Foundation pays 15% of this .
assessment to the University System of Maryland Foundation, Inc. for endowment ‘
investment management services in accordance with the terms of an investment
management agreement. ’

) 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. Significant items subject to such estimates and assumptions include the allocation
of investments by type, the fair value of non-traditional investments, and the net realizable value of
accounts and contributions receivable. Actual results could differ from those estimates.



