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Independent Auditor's Report

To the Board of Trustees
University of Detroit Mercy

Report on the Financial Statements

We have audited the accompanying financial statements of University of Detroit Mercy, which comprise the balance sheet as
of June 30, 2018 and 2017 and the related statements of activities and changes in net assets and cash flows for the years
then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial 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 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 financial statements based on our audits. We conducted our audits in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free from material misstatement.

An audit involves performing procedioresl dor apaiorautdie éviaeimests referred to above present fairly, in all material respects, the fi
University of Detroit Mercy as of June 30, 2018 and 2017 and the results of its operations and its cash flow:
ended in accordance with accounting principles generally accepted in the United States of America.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October
consideration of University of Detroit Mercy's internal control over financial reporting and on our tests of |
certain provisions of laws, regulations, contracts, grant agreements, and other matters. The purpose ¢
describe the scope of our testing of internal control over financial reporting and compliance and the results
not to provide an opinion on the internal control over financial reporting or on compliance. That report is ar
audit performed in accordance with Government Auditing Standards

in considering University of Detroit Mercy's internal
control over financial reporting and compliance.

October 22, 2018
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University of Detroit Mercy

Balance Sheet
June 30, 2018 and 2017
(rounded to nearest thousand)

2018 2017
Assets
Cash and cash equivalents $ 17,194 $ 20,547
Accounts receivable - Less allowance of $1,844
in 2018 and $1,668 in 2017:
Student 6,513 5,688
Government 10,842 3,828
Other 529 123
Total accounts receivable - Net of allowance 17,884 9,639
Contributions receivable - Net 7,509 4,411
Notes receivable - Less allowance of $4,763
in 2018 and $4,599 in 2017 (Note 2) 16,983 17,041
Prepaids, deposits, and other assets 592 512
Investments (Note 4) 67,913 63,821
Properties - Net (Note 5) 117,520 119,644
Total assets $ 245595 $ 235,615
Liabilities and Net Assets
Liabilities
Accounts payable $ 7,760 $ 7,200
Other accrued expenses 6,840 6,713
Accrued voluntary employee separation incentive
program (Note 10) 9,951 -
Fair value of interest rate swap agreement (Note 6) 3,565 5,041
Unearned revenue 8,742 8,802
Federal student loans 15,466 15,505
Notes and bonds payable (Note 6) 38,641 39,709
Accrued postretirement benefits (Note 7) 4,839 6,017
Total liabilities 95,804 88,987
Net Assets
Unrestricted 89,761 99,340
Temporarily restricted 20,119 18,483
Permanently restricted 39,911 28,805
Total net assets 149,791 146,628
Total liabilities and net assets $ 245595 $ 235,615

See notes to financial statements. 2






University of Detroit Mercy

Statement of Cash Flows
Years Ended June 30, 2018 and 2017
(rounded to nearest thousand)

2018 2017

Cash Flows from Operating Activities
Increase in net assets $ 3,163 $ 8,772
Adjustments to reconcile (decrease) increase in net assets to net cash
and cash equivalents from operating activities:

Realized and unrealized (gain) on investments - Net (2,132) (5,061)
Depreciation 8,034 8,337
Amortization of bond issuance costs 72 72
Provision for bad debt 1,467 829
Write-off of restricted gifts 14 22
Accrued postretirement benefits (1,178) (961)
(Decrease) in fair value of interest rate swap agreement (1,476) (2,369)
Gifts restricted for long-term investments (11,106) (2,042)
(Increase) decrease in assets:
Accounts receivable (9,697) (889)
Contributions receivable (3,112) (278)
Prepaids, deposits, and other assets (80) 171
Increase (decrease) in liabilities:
Accounts payable 353 (556)
Accrued other expenses 127 (743)
Accrued voluntary employee separation incentive program 9,951 -
Unearned revenue (60) (217)
Net cash and cash equivalents (used) provided by
operating activities (5,660) 5,087
Cash Flows from Investing Activities
Purchases of investments (23,811) (8,920)
Proceeds from sales and maturities of investments 21,851 12,850
Disbursements of loans to students (2,988) (4,189)
Repayments of loans from students 3,031 3,082
(Decrease) in federal student loans payable (39) (1,024)
Acquisition of properties (5,703) (8,018)
Net cash and cash equivalents used in investing
activities (7,659) (6,219)
Cash Flows from Financing Activities
Payments on notes and bonds payable (1,140) (1,095)
Gifts restricted for long-term investment 11,106 2,042
Net cash and cash equivalents provided by financing
activities 9,966 947
Net (Decrease) in Cash and Cash Equivalents (3,353) (185)
Cash and Cash Equivalents - Beginning of year 20,547 20,732
Cash and Cash Equivalents - End of year $ 17,194 $ 20,547
Supplemental Cash Flow Information - Cash paid for interest $ 1,739 $ 1,719

See notes to financial statements. 4















University of Detroit Mercy

Notes to Financial Statements
Years Ended June 30, 2018 and 2017
(tables rounded to nearest thousand)

Note 1 - Summary of Significant Accounting Policies (Continued)

Functional Allocation of Expenditures - Functional allocation of expenditures is as

follows:
2018 2017
Program support 138,248 120,630
Support services 27,686 26,470
Fundraising 3,896 3,460
Total $ 169,830 $ 150,560

Although methods of allocation used are considered appropriate, other methods could
be used that would produce different amounts.

Advertising Expenses - Advertising expenses for the years ended June 30, 2018 and
2017 were approximately $1,452,000 and $1,364,000, respectively.

Nonoperating Activities - Nonoperating changes in unrestricted net assets reflect
transactions that are peripheral to the University’s primary operating activities, providing
a postsecondary education.

Income Tax Status - The University operates as a nonprofit organization exempt from
federal income tax under Section 501(c)(3) of the Internal Revenue Code.

Use of Estimates - The preparation of financial statements in conformity with generally
accepted accounting principles 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 revenue and expenses during the reporting period. Actual results could
differ from those estimates.

Risks and Uncertainties - The University invests in various investment securities.
Investment securities are exposed to various risks such as interest rate, market, and
credit risks. Due to the level of risk associated with certain investment securities, it is at
least reasonably possible that changes in the values of investment securities will occur
in the near term and that such changes could materially affect the amounts reported in
the balance sheet.

Labor Risks - Approximately 35 percent of the University’s workforce is covered under
six different collective bargaining agreements, which expire at various dates from June
30, 2019 to May 15, 2021.

Subsequent Events - The financial statements and related disclosures include
evaluation of events up through and including October 22, 2018, which is the date the
financial statements were issued.






University of Detroit Mercy

Notes to Financial Statements
Years Ended June 30, 2018 and 2017
(tables rounded to nearest thousand)

Note 1 - Summary of Significant Accounting Policies (Continued)

In March 2017, the FASB issued ASU 2017-07, Compensation - Retirement Benefits
(Topic 715): Improving the Presentation of Net Periodic Pension Cost and Net Periodic
Postretirement Benefit Cost. This standard requires the presentation of the service cost
component of net benefit cost to be in the same line item as other compensation costs
arising from services rendered by the pertinent employees during the period. All other
components of net benefit cost should be presented separately from the service cost
component and outside of income from operations. The standard is effective for the
University’s fiscal year ending June 30, 2020 and must be adopted retrospectively.
Adoption of the new standard is not expected to have a material impact on the
University’s financial statements.
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University of Detroit Mercy

Notes to Financial Statements
Years Ended June 30, 2018 and 2017
(tables rounded to nearest thousand)

Note 2 - Notes Receivable

At June 30, notes receivable and the related allowance for doubtful accounts consisted
of the following:

2018 2017

Perkins $ 14,838 $ 14,856
Other federal loan programs 6,515 6,378
Institutional loans 393 406
Subtotal 21,746 21,640

Less allowance for doubtful accounts:
Beginning of the year (4,599) (4,403)
(Increases) decreases (159) (195)
Recoveries (5) (1)
Balance - End of year (4,763) (4,599)
Notes receivable - Net $ 16,983 $ 17,041

In addition to Perkins, the University participates in the Health Professionals Student,
Nursing Student, Nurse Faculty, and ARRA-Nurse Faculty federal revolving loan
programs. The availability of funds for loans under these programs is primarily
dependent on reimbursements to the pool from repayments on outstanding loans.
Loans disbursed under the federal programs are able to be assigned to the federal
government in certain nonrepayment situations. In these situations, the federal portion
of the loan balance is guaranteed. At June 30, 2018 and 2017, the following amounts
represent the aging of outstanding notes receivable under the student loan programs:

181 days to
Current 1-180 Days 2 years Over 2 years Total

June 30,2018 $ 16,873 $ 1213 $ 649 $ 3,011 $ 21,746
June 30,2017 $ 17,015 $ 1,030 $ 636 $ 2,959 21,640

The University records an allowance for doubtful accounts for its portion of the student
loan when, in management’s judgment, it is probable a portion of the loan will not be
collected. The allowance for doubtful accounts is assessed annually and based on prior
collections and delinquency status.
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University of Detroit Mercy

Notes to Financial Statements
Years Ended June 30, 2018 and 2017
(tables rounded to nearest thousand)

Note 3 - Donor-restricted and Board-designated Endowments
(Continued)

The University considers the following factors in making a determination to appropriate
or accumulate donor-restricted endowment funds:

The duration and preservation of the fund
The purposes of the University and the donor-restricted endowment fund

General economic conditions
The possible effect of inflation and deflation
The expected total return from income and the appreciation of investments

Other resources of the University
The investment policies of the University

Endowment Net Asset Composition by Type of Fund as of June 30, 2018

Temporarily Permanently

Unrestricted Restricted Restricted Total
Donor-restricted endowment $ - $ 11,906 $ 39,911 $ 51,817
Board-designated endowment 11,436 - - 11,436
Total $ 11,436 $ 11,906 $ 39,911 $ 63,253

Changes in Endowment Net Assets for the Fiscal Year Ended June 30, 2018

Temporarily Permanently

Unrestricted Restricted Restricted Total
Endowment net assets - Beginning of year $ 10,753 $ 10,446 $ 28,805 $ 50,004
Investment income 248 953 - 1,201
Net appreciation in market value 453 1,697 - 2,150
Appropriation of endowment net assets (313) (1,190) (1,503)
for expenditures - -
Transfer to board-designated endowments 295 - - 295
Gifts - - 11,106 11,106
Endowment net assets - End of year $ 11,436 $ 11,906 $ 39,911 $ 63,253
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University of Detroit Mercy

Notes to Financial Statements
Years Ended June 30, 2018 and 2017
(tables rounded to nearest thousand)

Note 4 - Fair Value Measurements (Continued)

Assets and Liabilities Measured at Fair Value on a
Recurring Basis at June 30, 2018

Investments
(at Fair Value) Level 1 Level 2
Assets - Investments at fair value
Pooled investment funds:
Equity $ 25,205 $ 25,205 $ -
Fixed income 14,476 14,476 -
Multi-asset class 9,153 9,153 -
Subtotal 48,834 48,834 -
Other investments:
Debt securities 8,996 - 8,996
Mutual funds 476 476 -
Equity and other 20 - 20
Subtotal 58,326 $ 49310 $ 9,016
Investments measured at NAV:
Pooled investment funds (i) 9,587
Total investments at fair value $ 67,913
Liabilities - Interest rate swap
agreement at fair value $ 3565 $ - $ 3,565

(i) The University invests in a pooled investment fund invested in credit securities. The fund seeks to
maximize return potential by investing in what it considers to be attractive issuers in the investment
grade corporate, high-yield corporate, bank loan, and securitized markets based on the current phase of
the credit cycle. This fund is valued at net asset value, which is calculated using the most recent fund
financial statements.
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University of Detroit Mercy

Notes to Financial Statements
Years Ended June 30, 2018 and 2017
(tables rounded to nearest thousand)

Note 6 - Revolving Lines of Credit, Notes, and Bonds Payable
(Continued)
Future principal maturities of the bonds are as follows:

Years Ending

June 30 Amount
2019 $ 1,190
2020 1,245
2021 1,305
2022 1,360
2023 1,425

2024 and after 32,510

Total $ 39,035

Series 2007 Bonds proceeds were used to advance refund $6,680,000 of Series 1996
Bonds with an average interest rate of 6 percent and $7,865,000 of Series 2003 Bonds
with a variable interest rate. The proceeds of $6,901,962 and $7,991,055 for the Series
1996 Bonds and the Series 2003 Bonds, net of underwriting and other issuance costs
of $46,876 and $60,749, respectively, were deposited in escrow funds to provide for all
future debt service payments on the original bonds. As a result, the bonds are
considered to be defeased and the long-term debt for the bonds has been removed
from the University’s financial statements.

In July 2011, the University issued Michigan Higher Education Facilities Authority
Limited Obligation Revenue Bonds, Series 2011, in the amount of $16,000,000. The
proceeds of the bonds were used to fund certain capital projects of the University. The
bonds bear interest at a variable rate, with interest due monthly and principal due
annually through 2040. Principal payments began on November 1, 2012.

The Series 2007 and Series 2011 Bonds are collateralized by separate outstanding
letters of credit from a financial institution that expire on July 16, 2019. The bonds
become callable on demand upon the expiration of the letters of credit.

The University has agreed to certain covenants, including maintenance of operations
and debt service ratios.
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