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September 14, 2015 
 
 
Dear Members of the Chapman University Board of Trustees, the Brandman University Board of 
Regents, and friends of Chapman University and Affiliates: 
 
The 2014-15 annual consolidated financial report for Chapman University and Affiliates is 
presented here for your information.  These financial statements represent the consolidated 
financial activities of both Chapman University and Brandman University.  Brandman University 
is a separate, not-for-profit corporation that is independently accredited by the Western 
Association of Schools and Colleges (WASC) Senior College and University Commission, the 
California Commission on Teacher Credentialing and the Commission on Collegiate Nursing 
Education (CCNE) for its Doctor of Nursing Practice program. 
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Chapman University was ranked #7 in Regional Universities (West) in the 2015 U.S. News Best 
Colleges Rankings by U.S. News & World Report.  In the same report, Chapman was recognized 
as having the Best Undergraduate Business Program.  Other highlights from this past fiscal year 
include Chapman University reaching the milestone of $1 billion in total assets, and Chapman’s 
endowment exceeding the milestone of $300 million at fiscal year-end. 
 
The Marybelle and Sebastian P. Musco Center for the Arts (opening spring 2016 and pictured 
below) will be a stunning performance venue for students in Chapman University’s College of 
Performing Arts.  This facility, which spans approximately 88,000 gross square feet, features a 
1,044 seat auditorium.  Designed by renowned architects Pfeiffer Partners, with building 
acoustics engineered by Nagata Acoustics, the Center will welcome world-class performers in 
music, theatre and dance, and will bring extraordinary learning and performing opportunities to 
Chapman University students with those same passions. 
 
 
 
 

 
 
 

Marybelle and Sebastian P. Musco Center for the Arts opening spring 2016 
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Chapman University School of Pharmacy (CUSP) was founded in 2013 as Orange County’s first 
school of pharmacy.  It is located on the Harry and Diane Rinker Health Science Campus in 
Irvine.  CUSP is accredited by the Western Association of Schools and Colleges, and has received 
Pre-Candidate status from the Accreditation Council for Pharmacy Education (ACPE) authorizing 
the start of its accelerated Doctor of Pharmacy program in the fall of 2015.  Steps toward full 
ACPE accreditation after graduating its first class in 2018 are all on track and on time.  CUSP also 
offers a Master’s of Science in the Pharmaceutical Sciences and is applying for a Doctor of 
Philosophy program accreditation by WASC in this same area, to open in the next few years. CUSP 
programs have been built on a strong foundation emphasizing assessment of the competencies, 
skills, knowledge and attitudes successful graduates should possess including communication, 
compassion, leadership and developing oneself to be a high performing team member. 
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In the coming year, Brandman University will launch a competency-based Bachelor of Business 
Administration (BBA) program that takes a highly innovative approach to achieving a formal 
college degree.  This fully-online, competency-based undergraduate program is innovative in a 
number of ways.  It is a low-cost degree ($5,400 per year including digital textbooks); students 
have multiple sources of support, including academic coaches and dedicated tutorial faculty; the 
learning management system is mobile/tablet ready and incorporates the latest learning 
technology, including adaptive learning; and the program was designed to prepare students for 
today’s workforce.  
 
In addition to the competency-based bachelor’s degree program, Brandman is also preparing to 
launch new areas of study in many of its degree and certificate programs. The school is in 
preparation to launch the new specialty area of Family/Across the Lifespan Nurse Practitioner to 
its Doctor of Nursing Practice and post-doctoral certificate programming. Brandman’s School of 
Business and Professional Studies is also expanding its offerings in public administration to 
include a new graduate certificate in the discipline. At the undergraduate level, the School of 
Arts and Sciences will soon launch new concentration areas in child psychology, 
industrial/organizational psychology, and preclinical psychology.  
 
In order to make a four-year degree more attainable, Brandman University has expanded its 
outreach by establishing new co-location partnerships with a number of California Community 
Colleges.  Brandman University’s programs are now being offered on the campuses of West Los 
Angeles College (Culver City), Mt. San Jacinto College (Menifee), Mira Costa College 
(Oceanside) and Crafton Hills College (Yucaipa), and additional co-locations in California and 
Washington will be opened in the coming year. Olympic Community College is the next 
anticipated co-location partner located in Bremerton, Washington.  
 
For the fourth consecutive year, Brandman University has been recognized by U.S. News and 
World Report in its list of 2015 Best Online Education Programs.  Brandman was recognized in 
the categories of Best Online Bachelor’s Programs and Best Online Graduate Education 
Programs.  The institution also was recognized for Best Online Bachelor’s Programs for 
Veterans, making it the third year the University has made the list.  Brandman University was 
one of nine institutions recently selected by the American Council on Education (ACE) to 
participate in the Change and Innovation Lab (CIL), a groundbreaking initiative to help colleges 
and universities implement significant and sustainable initiatives to increase the number of first 
generation and nontraditional students who gain a college degree.  
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Total Net Assets 
Chapman University and Affiliates  

($ Millions) 
 

 
*Separate Brandman University Financials 

 
As illustrated above, Net Assets continued to grow in 2015, showing the overall strength and 
stability of Chapman University and Affiliates.  They increased over the ten-year period 
beginning with fiscal year 2006 from $382.5 million to $860 million in 2015 (a 225% increase, 
or an average annual increase of 22.5%).   
 
 

Return on Net Assets* 
Chapman University and Affiliates 

 

 
 
*Compound Annual Growth Rate 
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Net Tuition and Fees (tuition and fees less student financial aid) represented 78.9% ($315.9 
million) of our consolidated revenue in 2014-15.  This compares to 78.1% ($296.9 million) in 
2013-14. 
 
 

2014-15 Revenues 
Chapman University and Affiliates  

($ Millions) 
 

 

 
 

 
Fiscal year 2014-15, Instruction and Academic Support (excluding Research and Public Service) 
comprised 59.2% ($203.7 million) of the system’s total expenses, compared to 57.9% ($190.9 
million) of total expenses in 2013-14. 
 
 

 
2014-15 Expenses 

Chapman University and Affiliates  
($ Millions) 
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Chapman University and Affiliates’ system-wide annual expenses in 2014-15 grew at a lower rate 
than in the recent past.  This outcome corresponds to efforts to manage costs so that tuition price 
levels can increase at lower rates than in prior years, while still supporting families and investing 
in programs.  Chapman University and Affiliates continues to invest in state-of-the-art facilities to 
provide students with experiences that prepare them for their future. 
 

Annual Percentage Change in Gross Tuition and Fees 
vs. Annual Percentage Change in Expense 

Chapman University and Affiliates	
 

 
 

Composite Index of Overall Financial Health 
Council of Independent Colleges (CIC) 

Chapman University and Affiliates 
 

 
 

Source:  The Council of Independent Colleges’ "Financial Indicators Tool,” July 2015 

The Council of Independent Colleges’ Overall Financial Health Index compares Chapman’s 
performance with that of both far west regional universities and with all national independent 
colleges and universities.  The Composite Financial Index (a method for combining four common 
financial ratios into a single measure) score of 3.0 is considered the threshold for financial health.  
Chapman’s score of 7.4 continues to outpace both the Far West Median and the National Median. 
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Chapman University and Brandman University continue to support their undergraduate and 
graduate students’ financial needs, as indicated by the 2015 tuition discount rate of 26.6%. 
 
 

Tuition Discount Rate 
Chapman University and Affiliates 

 
 

 
 
Although the number of students enrolling at both universities continues to increase, the quality of 
entering students remains high, as evidenced by the average freshman fall SAT score in the chart 
below: 

 
Freshmen SAT Average 

Chapman University  
(Excluding Brandman University) 
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Chapman’s 12.7% five-year average annual return on endowment (net of fees) exceeded peer 
universities, aspiration universities, all private colleges and universities, and all institutions that 
participated in the 2014 National Association of College and University Business Officers 
(NACUBO)-Commonfund Study of Endowments.  
 
 
 

 
 
 
 

 
 
 
 
 
The Peer Universities and Aspiration Universities groups include the following institutions: 
 
Peer Universities 
Gonzaga University 
Loyola Marymount University 
Pepperdine University 
Santa Clara University 
University of San Diego 
University of San Francisco 
University of the Pacific 
 
Aspiration Universities 
Tufts University 
Vanderbilt University 
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Chapman University’s endowment has grown significantly due to gifts, the Board of Trustees 
commitment to allocate funds to quasi endowment and a prudent investment policy to support the 
operations of the University while safeguarding principal through diversification of investment 
holdings. 
 

Endowment Market Value 
Chapman University 

($ Millions) 
 

 
 

 
Fundraising in 2014-15 resulted in total gifts of $30.9 million, and the University is grateful for 
another year of generous external support.   
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The Chapman University System continues to invest in facilities to support its academic programs.  
During the fiscal year 2014-15, Chapman University renovated the Becket Building for additional 
faculty and academic offices, renovated classrooms, laboratories and faculty offices at the Rinker 
Health Sciences Campus and built the Digital Media Arts Center (pictured on page 13) that 
contains classrooms, laboratories and faculty offices.   
 
Scheduled to open in fall 2018 is the new Center for Science and Technology (pictured on page 
14).  The building will feature modernized research laboratories, additional space for new 
programs and classes, redesigned teaching laboratories, and will have energy-efficient design 
features and technologies.  

 
 
 
 

Net Plant Assets 
Chapman University and Affiliates  

($ Millions) 
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BUILDING PROJECTS 
2006 - 2015 

Year of 
Construction  Building Purpose  

Gross 
Square 
Footage 

2006   Marion Knott Studios  Film School classrooms, studios, office space   76,193 

2006   Lastinger Parking Structure  Parking   272,000 

2006   Wilson Field  Athletics   154,149 

2006   Entertainment Technology Center  College of Performing Arts workshops, storage   18,331 

2007   Western Cordage Building  
Physical Therapy Department and Psychology 
Department 

  31,668 

2008   
Financial Services & University 
Advancement 

 Office space   37,170 

2008   Allred Aquatics Center  Swimming pool and stadium   62,084 

2009   
Sandhu Residence/Conference 
Center & Randall Dining Commons

 
Residence hall, dining commons, conference 
center 

  198,456 

2009   Von Neumann Hall  Math Department office space   6,000 

2009   Brandman University - Main  Main campus offices and classrooms   115,000 

2012   Argyros Forum Expansion  Add Student Union space   23,361 

2013  Doti Hall  Classrooms and faculty offices  17,059 

2014  Panther Village  Student apartments  67,168 

2014  West Campus Parking Structure  Parking  119,392 

2015  Becket Building  Faculty and Academic Office  11,437 

2015  Rinker Health Sciences Campus  Classrooms, Laboratories and Faculty Offices  165,275 

2015  Digital Media Arts Center  Classrooms, Laboratories and Faculty Offices      17,936 
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Digital Media Arts Center • Opened Fall 2014 
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Center for Science and Technology • Opening Fall 2018 
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Chapman University and Affiliates experienced another year of positive operating results.  Both 
Chapman University and Brandman University have experienced highly successful years as 
reflected in these financial statements.  Indeed, measured either in terms of the increase in Net 
Assets or net operating results, 2014-15 has been the most successful year in the recorded history 
of Chapman University and Affiliates.  We remain grateful for continued backing from donors that 
allows us to support outstanding academic achievements by our students and faculty, and we look 
forward to more innovation and success in 2015-16. 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

Harold W. Hewitt, Jr. 
Executive Vice President and Chief Operating Officer 
Chapman University 

Phillip L. Doolittle 
Executive Vice Chancellor & Chief Financial Officer 
Brandman University 

 



 

 
 

KPMG LLP 
Suite 700 
20 Pacifica 
Irvine, CA 92618-3391 
 

KPMG LLP is a Delaware limited liability partnership, 
the U.S. member firm of KPMG International Cooperative 
(“KPMG International”), a Swiss entity. 

 
 

 

Independent Auditors’ Report 

The Board of Trustees 

Chapman University: 

The Board of Regents 

Brandman University: 

We have audited the accompanying consolidated financial statements of Chapman University and affiliates 

(the University) as of May 31, 2015, which comprise the consolidated statement of financial position as of 

May 31, 2015, and the related consolidated statements of activities and cash flows for the year then ended, 

and the related notes to the consolidated financial statements. 

Management’s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial 

statements in accordance with U.S. generally accepted accounting principles; 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. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We 

conducted our audit 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 audit 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 auditors’ 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. 

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 

the consolidated financial position of the University as of May 31, 2015, and the changes in its net assets and 

its cash flows for the year then ended, in accordance with U.S. generally accepted accounting principles. We 

have previously audited the University’s 2014 consolidated financial statements, and we expressed an 
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unmodified audit opinion on those consolidated financial statements in our report dated September 23, 2014. 

In our opinion, the summarized comparative information presented herein as of and for the year ended 

May 31, 2014 is consistent, in all material respects, with the audited consolidated financial statements from 

which it has been derived. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated September 14, 

2015 on our consideration of the University’s internal control over financial reporting and on our tests of its 

compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. 

The purpose of that report is to describe the scope of our testing of internal control over financial reporting 

and compliance and the results of that testing, and not to provide an opinion on internal control over financial 

reporting or on compliance. That report is an integral part of an audit performed in accordance with 

Government Auditing Standards in considering the University’s internal control over financial reporting and 

compliance. 

 

September 14, 2015 
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CHAPMAN UNIVERSITY AND AFFILIATES

Consolidated Statement of Financial Position

May 31, 2015
(with comparative financial information as of May 31, 2014)

Assets 2015 2014

Current assets:
Cash and cash equivalents $ 46,848,000   41,779,000   
Investments (notes 2 and 3) 30,758,000   38,617,000   
Accounts receivable, less allowance for doubtful accounts of $1,815,000

and $2,105,000 in 2015 and 2014, respectively 8,182,000   9,550,000   
Current portion of contributions receivable, net (note 4) 14,669,000   18,655,000   
Current portion of notes receivable 733,000   267,000   
Other current assets 7,717,000   6,220,000   

Total current assets 108,907,000   115,088,000   

Long-term assets:
Notes receivable, less current portion and allowance for doubtful notes

of $573,000 and $577,000 in 2015 and 2014, respectively 5,505,000   4,739,000   
Contributions receivable, less current portion, net (note 4) 66,056,000   72,099,000   
Long-term investments (notes 2 and 3) 311,080,000   284,073,000   
Plant assets, net (note 5) 591,819,000   533,560,000   
Other real property 361,000   65,000   
Other long-term assets 2,646,000   2,874,000   

Total long-term assets 977,467,000   897,410,000   

Total assets $ 1,086,374,000   1,012,498,000   

Liabilities and Net Assets

Current liabilities:
Accounts payable and accrued liabilities $ 36,355,000   43,829,000   
Deferred revenues and student deposits 20,885,000   21,435,000   
Current portion of bonds and notes payable (note 6) 5,978,000   4,476,000   
Other current liabilities 3,738,000   1,076,000   

Total current liabilities 66,956,000   70,816,000   

Long-term liabilities:
Annuities payable, less current portion 2,297,000   2,161,000   
Refundable loan programs 2,231,000   2,225,000   
Bonds and notes payable, less current portion (note 6) 134,011,000   114,664,000   
Liability related to interest rate swaps (notes 3 and 6) 11,072,000   9,637,000   
Other long-term liabilities 9,784,000   3,759,000   

Total long-term liabilities 159,395,000   132,446,000   

Total liabilities 226,351,000   203,262,000   

Commitments and contingencies (note 7)

Net assets:
Unrestricted 575,263,000   508,921,000   
Temporarily restricted (note 11) 149,565,000   173,210,000   
Permanently restricted (note 11) 135,195,000   127,105,000   

Total net assets 860,023,000   809,236,000   

Total liabilities and net assets $ 1,086,374,000   1,012,498,000   

See accompanying notes to consolidated financial statements.



CHAPMAN UNIVERSITY AND AFFILIATES

Consolidated Statement of Activities

Year ended May 31, 2015
(with summarized financial information for the year ended May 31, 2014)

2015
Temporarily Permanently 2014

Unrestricted restricted restricted Total Total

Revenues, gains, and other support:
Tuition and fees $ 430,453,000   —    —    430,453,000   408,359,000   

Less student financial aid (114,579,000)  —    —    (114,579,000)  (111,472,000)  

Net tuition and fees 315,874,000   —    —    315,874,000   296,887,000   

Endowment returns designated for operations 2,369,000   4,283,000   —    6,652,000   6,244,000   
Other investment income (loss) 36,000   (997,000)  1,000   (960,000)  752,000   
Private gifts, grants, and bequests 8,227,000   19,901,000   2,816,000   30,944,000   30,792,000   
Auxiliary enterprises 35,007,000   —    —    35,007,000   31,551,000   
Other sources 12,603,000   3,000   —    12,606,000   14,153,000   

58,242,000   23,190,000   2,817,000   84,249,000   83,492,000   

Net assets transferred or released from donor restrictions 6,222,000   (9,303,000)  3,081,000   —    —    

Total revenues, gains, and other support 380,338,000   13,887,000   5,898,000   400,123,000   380,379,000   

Expenses:
Educational and general:

Instruction 157,401,000   —    —    157,401,000   147,753,000   
Academic support 52,448,000   —    —    52,448,000   48,104,000   
Student services 53,273,000   —    —    53,273,000   52,607,000   
General institutional support 56,764,000   —    —    56,764,000   57,784,000   

Total educational and general expenses 319,886,000   —    —    319,886,000   306,248,000   

Auxiliary enterprises 24,254,000   —    —    24,254,000   23,427,000   

Total expenses 344,140,000   —    —    344,140,000   329,675,000   

Increase from operating activities 36,198,000   13,887,000   5,898,000   55,983,000   50,704,000   

Nonoperating activities:
Endowment returns, net of designation for operations 3,887,000   2,204,000   14,000   6,105,000   26,138,000   
Unrealized gain (loss) on interest rate swap related to bonds (1,435,000)  —    —    (1,435,000)  1,312,000   
Building gifts released from restriction 30,163,000   (30,163,000)  —    —    —    
Forgiveness of pledge —    (9,580,000)  —    (9,580,000)  —    
Anaconda settlement (2,409,000)  —    —    (2,409,000)  —    
Other (62,000)  7,000   2,178,000   2,123,000   196,000   

Increase (decrease) from nonoperating activities 30,144,000   (37,532,000)  2,192,000   (5,196,000)  27,646,000   

Change in net assets 66,342,000   (23,645,000)  8,090,000   50,787,000   78,350,000   

Net assets, beginning of year 508,921,000   173,210,000   127,105,000   809,236,000   730,886,000   

Net assets, end of year $ 575,263,000   149,565,000   135,195,000   860,023,000   809,236,000   

See accompanying notes to consolidated financial statements.
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CHAPMAN UNIVERSITY AND AFFILIATES

Consolidated Statement of Cash Flows

Year ended May 31, 2015

(with comparative financial information for the year ended May 31, 2014)

2015 2014

Cash flows from operating activities:
Change in net assets $ 50,787,000   78,350,000   
Adjustments to reconcile change in net assets to net cash provided by

operating activities:
Noncash contributions of property, life insurance policies, and investments (1,746,000)  (4,740,000)  
Proceeds from sale of gifts of investments 504,000   3,177,000   
Contributions restricted for long-term investment (21,926,000)  (15,467,000)  
Interest and dividends restricted for long-term investment (4,000)  (3,000)  
Net realized and unrealized (gains) on investments (6,211,000)  (29,987,000)  
Net realized loss on sale or disposition of property, plant, and other assets 1,359,000   —    
Unrealized loss (gain) on interest rate swap related to bonds 1,435,000   (1,312,000)  
Depreciation 22,446,000   20,107,000   
Actuarial (gain) on annuity obligations (55,000)  (291,000)  
Amortization of discounts and premiums on bonds payable (387,000)  (387,000)  
Decrease in accounts receivable 1,363,000   6,000,000   
(Increase) in other assets (1,240,000)  (560,000)  
Decrease (increase) in contributions receivable 10,029,000   (4,320,000)  
Increase in accounts payable, accrued liabilities, and

other liabilities 613,000   5,209,000   
Increase (decrease) in annuities payable 246,000   (439,000)  

Net cash provided by operating activities 57,213,000   55,337,000   

Cash flows from investing activities:
Proceeds from sales and maturities of investments 251,653,000   166,439,000   
Purchases of investments (264,588,000)  (177,321,000)  
Proceeds from sales of property 817,000   1,212,000   
Purchases of plant assets (81,965,000)  (82,421,000)  
Anaconda settlement receivable (1,000,000)  —    
Disbursements of loans to students (928,000)  (698,000)  
Repayments of loans from students 700,000   1,250,000   

Net cash used in investing activities (95,311,000)  (91,539,000)  

Cash flows from financing activities:
Proceeds from line of credit 25,629,000   —    
Proceeds from contributions restricted for long-term investments 21,926,000   15,467,000   
Interest and dividends restricted for long-term reinvestment 4,000   3,000   
Payments of notes and bonds payable (4,392,000)  (4,429,000)  

Net cash provided by financing activities 43,167,000   11,041,000   

Net increase (decrease) in cash and cash equivalents 5,069,000   (25,161,000)  

Cash and cash equivalents, beginning of year 41,779,000   66,940,000   

Cash and cash equivalents, end of year $ 46,848,000   41,779,000   
Supplemental disclosures of cash flow information:

Cash paid during the year for interest, net of amounts capitalized of $63,000
and $190,000 for 2015 and 2014, respectively $ 6,747,000   6,916,000   

Supplemental schedules of noncash investing and financing activities:
Contributions of property $ 1,146,000   1,223,000   
Contributions of property for plant assets 64,000   309,000   
Contributions of life insurance policies 29,000   41,000   
Contributions of investments 507,000   3,168,000   
Reclassification of other real property to plant assets —    15,050,000   

See accompanying notes to consolidated financial statements.
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(1) Summary of Significant Accounting Policies and Other Matters 

(a) Organization 

Chapman University and its consolidated affiliates, which include Brandman University, Chapman 

Singapore Education Centre Pte. Ltd., Chapman University Charitable Giving LLC, Chapman 

University Enterprises, Inc., and Chapman University Foundation (collectively, the University), are 

not-for-profit coeducational institutions of higher learning and taxable corporations primarily located 

in Orange County, California. 

(b) Basis of Accounting 

The accompanying consolidated financial statements are presented using the accrual basis of 

accounting. 

(c) Principles of Consolidation 

The accompanying consolidated financial statements include the accounts of Chapman University and 

its affiliates. All significant intercompany balances and transactions have been eliminated in 

consolidation. 

(d) Donor-Imposed Restrictions 

All contributions are considered to be available for unrestricted use unless specifically restricted by 

the donor. Amounts received that are designated for future periods or are restricted by the donor for 

specific purposes are reported as temporarily restricted support. When restrictions are met, temporarily 

restricted net assets are reclassified to unrestricted net assets and recorded as net assets released from 

restrictions in the accompanying consolidated statement of activities. Donor-restricted contributions 

whose restrictions are met within the fiscal year received are reported as unrestricted support. 

Permanently restricted net assets represent the portion of net assets resulting from contributions and 

other inflows of assets whose use is limited by donor-imposed restrictions that neither expire by 

passage of time nor can be fulfilled or otherwise removed by actions of the University. 

If a donor restricts University funds, the University reclassifies these unrestricted funds to either 

temporarily restricted or permanently restricted based on the donor agreement. 

(e) Promises to Give 

Unconditional promises to give that are expected to be collected within one year are recorded as 

contributions receivable at their estimated net realizable value. Unconditional promises to give that are 

expected to be collected in future years are recorded as a contribution receivable at the present value 

of their estimated future cash flows. The discounts on those amounts are currently computed using a 

rate that is commensurate with the risks involved and applicable to the years in which the promises are 

received. Amortization of the discounts is included in contribution revenue. Conditional promises to 

give are not included as support until such time as the conditions are substantially met. 
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(f) Cash and Cash Equivalents 

The University considers all highly liquid investments purchased with an original maturity of three 

months or less to be cash equivalents, except for those that have been purchased with donor-restricted 

funds or designated by the University as endowments, which are considered to be long-term 

investments. 

(g) Plant Assets 

Plant assets are stated at cost or estimated fair value at date of donation, net of accumulated 

depreciation. Depreciation is computed on a straight-line basis over the estimated useful lives of 

buildings and improvements (15 to 40 years) and equipment (3 to 7 years). 

Contributed plant assets are recorded at fair value at the date of donation. If donors stipulate how long 

the assets must be used, the contributions are recorded as temporarily restricted support and are 

reclassified to unrestricted net assets when the stipulation ends. In the absence of such stipulations, 

contributions of property and equipment are recorded as unrestricted support. 

(h) Impairment of Long-lived Assets and Long-lived Assets to be Disposed of 

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate 

that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and 

used is measured by a comparison of the carrying amount of an asset to future net cash flows 

(undiscounted and without interest) expected to be generated by the asset. If such assets are considered 

to be impaired, the impairment to be recognized is measured by the amount by which the carrying 

amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the 

lower of the carrying amount or fair value less costs to sell. During 2015, there were no events or 

changes in circumstances indicating that the carrying amount of long-lived assets may not be 

recoverable. 

(i) Investment Policy 

In accordance with U.S. generally accepted accounting principles, the University reports investments 

at fair value based upon a three-level valuation hierarchy for disclosure of fair value measurements. 

The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability 

as of the measurement date. The three levels are defined as follows: 

Level I Inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities. 

Level II Inputs of other than that quoted prices included in Level 1 that are observable for the asset 

or liability, either directly or indirectly. This includes 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 

or liability, or inputs that are derived principally from or corroborated by observable market 

data. 
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Level III Inputs are unobservable for the asset or liability. Unobservable inputs reflect the 

University’s own assumptions about the assumptions that market participants would use in 

pricing the asset or liability developed based on the best information available in the 

circumstances. 

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level 

of input that is significant to the fair value measurement. 

(j) Fair Value of Financial Instruments 

The University did not elect fair value accounting for any asset or liability that is not currently required 

to be measured at fair value. 

Fair value of the University’s financial instruments is determined using the estimates, methods, and 

assumptions as set forth below. See note 3 for further information regarding investments and their fair 

value. 

i) Cash Equivalents, Student and Other Receivables, Deposits in Trust, Accounts Payable, 

and Accrued Expenses 

Fair value approximates book value due to the short maturity of these instruments. 

A reasonable estimate of the fair value of student loans extended under government loan 

programs has not been made as the loans can only be assigned to the U.S. government or its 

designees. 

ii) Contributions Receivable 

Contributions receivable are reported based on the discounted value of estimated cash flows. 

The discount rate is estimated based upon a risk-free rate of return. The book value approximates 

fair value. 

iii) Swap Agreements 

Fair value of the University's swap agreements are estimated based on observable inputs, such 

as relevant interest rates, that reflect assumptions market participants would use in pricing the 

instruments. These inputs fall within Level 2 of the fair value hierarchy. Fair value of the swap 

agreements was approximately $(11,072,000) and $(9,637,000) as of May 31, 2015 and 2014, 

respectively. 

iv) Alternative Investments 

Alternative investments, such as private equity interests, are recorded based on valuations 

provided by the general partners or external investment managers. As these generally are 

investments without a ready market to compare, the inputs into the determination of fair value 

require significant judgment. Due to the inherent uncertainty of these estimates, these values 

may differ materially from the values that would have been used had a ready market for these 
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investments existed. Management reviews and evaluates the valuations and has determined that 

the valuation methods and assumptions result in reasonable estimates of fair value. Refer to 

note 3 for fair value determination. 

v) Annuity and Trust Obligations 

The carrying amount of annuity and trust obligations approximates fair value as the instruments 

are recorded at the estimated net present value of future cash flows. 

(k) Income Taxes 

The University and affiliates, excluding Chapman University Enterprises, Inc., are exempt from 

taxation under Section 501(c)(3) of the Internal Revenue Code and Section 23701d of the California 

Revenue and Taxation Code and are generally not subject to federal or state income taxes. However, 

the University is subject to income taxes on any net income that is derived from a trade or business 

regularly carried on, and not in furtherance of the purposes for which it was granted exemption. No 

income tax provision has been recorded as the net income, if any, from any unrelated trade or business, 

in the opinion of management, is not material to the basic consolidated financial statements taken as a 

whole. 

The University has adopted the Financial Accounting Standards Board Accounting Standards 

Codification Subtopic 740, Income Taxes, related to accounting for uncertainty in income taxes, which 

prescribes a recognition threshold and measurement attribute for the financial statement recognition 

and measurement of a tax position taken or expected to be taken in a tax return. The interpretation 

requires that the entity account for and disclose in the consolidated financial statements the impact of 

a tax position if that position will more likely than not be sustained upon examination, including 

resolution of any related appeals or litigation processes, based on the technical merits of the position. 

The University has evaluated the financial statement impact of tax positions taken or expected to be 

taken and determined it has no uncertainties in income taxes that would require tax assets or liabilities 

to be recorded in accordance with accounting guidance. 

The University and its affiliates file income tax returns in the U.S. federal jurisdiction and State of 

California. With few exceptions, the University is no longer subject to income tax examinations by 

U.S. federal income tax authorities for the tax years before 2011 and State of California tax authorities 

before 2010. 

(l) Use of Estimates 

The preparation of consolidated financial statements in conformity with U.S. 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 

consolidated financial statements, and the reported amounts of revenues and expenses during the 

reporting period. Actual results could differ from those estimates. 



CHAPMAN UNIVERSITY AND AFFILIATES 

Notes to Consolidated Financial Statements 

May 31, 2015 

(with comparative financial information as of May 31, 2014) 

 25 (Continued) 

(m) Fund-Raising Expenses 

The accompanying consolidated statements of activities include fund-raising expenses of $10,314,000 

and $10,670,000 for the years ended May 31, 2015 and 2014, respectively, as a component of general 

institutional support. 

(n) Comparative Data 

The consolidated financial statements include prior year summarized comparative information in total 

but not by net asset class. Such information does not include sufficient detail to constitute a 

presentation in conformity with U.S. generally accepted accounting principles. Accordingly, such 

information should be read in conjunction with the University’s consolidated financial statements as 

of and for the year ended May 31, 2014, from which the summarized information was derived. 

(o) Functional Expenses 

Expenses that can be specifically identified with a specific program or supporting service are charged 

directly to the related program or supporting service. Expenses that are associated with more than one 

program or supporting service are allocated based on an evaluation made by management. 

(2) Investments 

Investments at May 31, 2015 and 2014 consist of the following: 

2015 2014

Money market funds for designated purposes $ 20,850,000    28,581,000   
Equities 70,830,000    66,826,000   
Fixed income mutual funds and other investments 50,994,000    60,420,000   
Commodities 3,451,000    4,531,000   
Real estate 27,000,000    —    
Venture capital 14,003,000    10,574,000   
Private equity 7,984,000    6,920,000   
Mezzanine debt 2,795,000    3,493,000   
Hedge funds 113,918,000    105,511,000   
Real asset funds 24,850,000    31,074,000   
Unitrust investments:

Money market funds 394,000    245,000   
Equities 2,945,000    2,901,000   
Fixed income mutual fund and other investments 1,581,000    1,426,000   
Alternative funds 123,000    100,000   
Real asset fund 120,000    88,000   

Total investments $ 341,838,000    322,690,000   
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Investment income consisted of the following for the years ended May 31, 2015 and 2014: 

2015
Endowment Other Total

Interest and dividends $ 4,950,000   1,319,000   6,269,000   
Realized and unrealized gains, net 8,893,000   (2,268,000)  6,625,000   
Less investment expenses (1,086,000)  (11,000)  (1,097,000)  

Investment income, net $ 12,757,000   (960,000)  11,797,000   

Operating $ 6,652,000   (960,000)  5,692,000   
Nonoperating 6,105,000   —     6,105,000   

Investment income, net $ 12,757,000   (960,000)  11,797,000   

 

2014
Endowment Other Total

Interest and dividends $ 3,438,000   710,000   4,148,000   
Realized and unrealized gains, net 29,948,000   58,000   30,006,000   
Less investment expenses (1,004,000)  (16,000)  (1,020,000)  

Investment income, net $ 32,382,000   752,000   33,134,000   

Operating $ 6,244,000   752,000   6,996,000   
Nonoperating 26,138,000   —     26,138,000   

Investment income, net $ 32,382,000   752,000   33,134,000   
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(3) Fair Values of Financial Instruments 

The following tables present assets and liabilities that are measured at fair value on a recurring basis at 

May 31, 2015 and 2014: 

Quoted prices

in active Significant

markets for other Significant

identical observable unobservable

assets inputs inputs

2015 (Level I) (Level II) (Level III)

Money market funds for

designated purposes $ 20,850,000 20,850,000 — —

Equities:

U.S. equities 17,020,000 17,020,000 — —

Global equities – international

equity funds 28,095,000 — 28,095,000 —

Emerging market equities 25,715,000 17,586,000 8,129,000 —

Fixed income funds:

Mutual funds 50,994,000 50,994,000 — —

Commodities 3,451,000 3,451,000 — —

Real estate 27,000,000 — 27,000,000 —

Venture capital 14,003,000 — — 14,003,000

Private equity 7,984,000 — — 7,984,000

Mezzanine debt funds 2,795,000 — — 2,795,000

Hedge funds 113,918,000 — 2,239,000 111,679,000

Real asset funds 24,850,000 24,850,000 — —

Unitrust investments:

Money market funds 394,000 394,000 — —

Equities:

U.S. equities 2,945,000 2,945,000 — —

Fixed income mutual fund

and investments 1,581,000 1,332,000 249,000 —

Alternative funds 123,000 — 123,000 —

Real asset fund 120,000 — 120,000 —

Total assets $ 341,838,000 139,422,000 65,955,000 136,461,000

Interest rate swaps $ (11,072,000) — (11,072,000) —

Total liabilities $ (11,072,000) — (11,072,000) —

Assets

Liabilities
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Quoted prices
in active Significant

markets for other Significant
identical observable unobservable

assets inputs inputs
2014 (Level I) (Level II) (Level III)

Money market funds for designated
purposes $ 28,581,000  28,581,000  —  —  

Equities:
U.S. equities 16,773,000  16,773,000  —  —  
Global equities – international

equity funds 27,355,000  —  27,355,000  —  
Emerging market equities 22,698,000  13,093,000  9,605,000  —  

Fixed income funds:
Mutual funds 55,406,000  55,406,000  —  —  
Bank Loan Funds 5,014,000  —  5,014,000  —  

Venture capital 10,574,000  —  —  10,574,000  
Private equity 6,920,000  —  —  6,920,000  
Mezzanine debt funds 3,493,000  —  —  3,493,000  
Hedge funds 105,511,000  —  —  105,511,000  
Real asset funds 31,074,000  31,074,000  —  —  
Real asset funds – commodity funds —  —  —  —  
Commodities 4,531,000  4,531,000  —  —  
Unitrust investments:

Money market funds 245,000  245,000  —  —  
Equities:

U.S. equities 1,884,000  1,884,000  —  —  
Global equities 1,017,000  1,017,000  —  —  

Fixed income mutual fund
and investments 1,426,000  1,121,000  305,000  —  

Alternative funds 100,000  —  100,000  —  
Real asset fund 88,000  —  88,000  —  

Total assets $ 322,690,000  153,725,000  42,467,000  126,498,000  

Interest rate swaps $ (9,637,000) —  (9,637,000) —  

Total liabilities $ (9,637,000) —  (9,637,000) —  

Liabilities

Assets
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Money Market Funds – Investments in money market funds are classified as Level I, as they can be liquidated 

in the same day, representing the active and ready market for these assets. 

U.S. Equities – Investments in U.S. equities are measured at fair value using quoted market prices. They are 

classified as Level I, as they are traded in active markets for which closing stock prices are readily available. 

Global Equities – International Equity Funds – Investments in this category are classified as Level II, as they 

are not traded actively; however, the fair value has been estimated using the net asset value (NAV) of this 

account. The exit frequency of this investment is monthly. 

Emerging Markets Equities – Investments in emerging markets equities that are classified as Level I are 

traded in active markets for which closing prices are readily available. Those that are classified as Level II 

are not traded actively; however, the fair value has been estimated using the NAV of the account and the exit 

frequency is monthly. 

Fixed Income Funds – Mutual Funds – Investments that are classified in Level I are listed on national 

exchanges or over-the-counter markets and for which quoted market prices are available from sources such 

as financial publications, the exchanges, or the National Association of Securities Dealers Automated 

Quotations System. 

Fixed Income Funds – Bank Loan Funds – Investments in fixed income mutual funds include investments 

in debt securities, U.S. government, and municipal obligations, are classified as Level II. Investments are 

classified in category Level II, when they use significant other observable inputs, particularly dealer market 

prices for comparable investment as of the valuation date as reflected on account statements issued by 

investment custodians. 

Real Asset Funds – Investments in the Real Asset Fund are measured at fair value using quoted market prices 

and classified as Level I, as they are traded in active markets for which prices are readily available. 

Commodities – Investment in commodities are measured at fair value using quoted market prices. They are 

classified as Level I, as they are traded in active markets for which closing prices are readily available. 

The following is a reconciliation of investments in which significant unobservable inputs (Level III) were 

used in determining fair value for the years ended May 31, 2015 and 2014: 

Balance at May 31, 2014 $ 126,498,000   
Purchases and issuances 97,915,000   
Sales and settlements (97,581,000)  
Realized gains and losses, net 4,116,000   
Net unrealized gains and losses, net 5,513,000   

Balance at May 31, 2015 $ 136,461,000   
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Balance at May 31, 2013 $ 92,462,000   
Purchases and issuances 28,055,000   
Sales and settlements (8,977,000)  
Realized gains and losses, net 2,071,000   
Net unrealized gains and losses, net 12,887,000   

Balance at May 31, 2014 $ 126,498,000   

 

Level III investments consist of alternative investments including limited partnerships, hedge funds, venture 

capital, private equity investments, and mezzanine debt investments. These investments are classified as 

Level III as these investments have unobservable inputs that are supported by little or no market activity and 

that are significant to the fair value of the asset. As such, the University is unable to obtain independent 

valuations from market sources. Therefore, these investments are valued utilizing NAVs and/or percentage 

ownership calculations. Level III realized and unrealized gains and losses are reported in the consolidated 

statement of activities under the line item entitled “Endowment return (losses) designated for operations” 

and under nonoperating activities under the line item entitled “Endowment returns (losses), net of designation 

for operations.” 

The following table summarizes the fair value measurements of investments in other investment funds that 

calculate NAV per share (or its equivalent) as of May 31, 2015: 

Redemption Days

Category of Unfunded notice period until

investment Fair value commitments (in days) exit

International equity fund $ 28,095,000   10  30  

Emerging market equity 8,129,000   30  30  

Venture capital 14,003,000   10,716,000   see below see below

Private equity 7,984,000   12,190,000   see below see below

Mezzanine debt fund 2,795,000   1,154,000   see below see below

Hedge funds:

U.S. equities 58,847,000   30–90 61–314, see below

Global 28,906,000   30–90 30–852, see below

Emerging market 2,310,000   60  214  

Multi-strategy 23,855,000   45–90 122–761, see below

Unitrust investment:

Alternative Funds 123,000   —   daily

Real Asset funds 120,000   —   daily

$ 175,167,000   24,060,000  

 

The University holds certain investment in venture capital, private equity, and mezzanine debt limited 

partnerships in the amounts of $6,274,000, $7,984,000, and $2,795,000, respectively. These limited 

partnerships do not allow for periodic redemptions, but rather distributions are received through the 

liquidation of the underlying assets of the partnership. At May 31, 2015, these partnerships had estimated 
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termination dates that ranged from 2019 to 2029. One venture capital fund of $7,729,000 may be redeemed 

monthly with 10-day notice. Within hedge fund investments, the University holds $1,398,000 in funds of 

which a portion does not have a stated redemption date. The University had no transfers between Level I, 

Level II, and Level III investments during the fiscal year ended May 31, 2015. 

(4) Contributions Receivable 

Unconditional contributions receivable include unconditional pledges that have been discounted at rates 

ranging from 8.00% to 1.01%. The following is a summary of the University’s unconditional contributions 

receivable at May 31, 2015 and 2014: 

2015 2014

Unconditional contributions expected to be collected in:
Less than one year $ 24,399,000   24,862,000   
One to five years 41,155,000   46,026,000   
More than five years 53,343,000   61,753,000   

118,897,000   132,641,000   

Less:
Unamortized discount (27,584,000)  (29,694,000)  
Allowance for uncollectible contributions (10,588,000)  (12,193,000)  

Total contributions receivable $ 80,725,000   90,754,000   

 

(5) Plant Assets 

Plant assets at May 31, 2015 and 2014 consist of the following: 

2015
Accumulated

Cost Depreciation Net

Land $ 118,344,000    —     118,344,000   
Buildings and improvements 416,635,000    (94,985,000)   321,650,000   
Equipment 173,883,000    (91,951,000)   81,932,000   
Construction in progress 69,893,000    —     69,893,000   

$ 778,755,000    (186,936,000)   591,819,000   
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2014
Accumulated

Cost Depreciation Net

Land $ 114,976,000    —     114,976,000   
Buildings and improvements 383,562,000    (84,340,000)   299,222,000   
Equipment 146,138,000    (80,677,000)   65,461,000   
Construction in progress 53,901,000    —     53,901,000   

$ 698,577,000    (165,017,000)   533,560,000   

 

(6) Long-Term Debt Obligations 

(a) Bonds and Notes Payable 

Bonds and notes payable at May 31, 2015 and 2014 consist of the following: 

2015 2014

Fixed interest rate, Series 2011 California Educational
Facilities Authority Revenue Bonds; interest
payable semiannually, ranging from $198,000 to
$2,221,000; principal payments due annually,
ranging from $3,895,000 to $7,935,000 with final
payment due April 1, 2031. Interest rates range
from 4.0% to 5.0%. $ 90,430,000    94,205,000   

Term loan payable to Wells Fargo; variable interest rate,
payments made monthly at $38,000, note due
September 30, 2019. 10,729,000    11,189,000   

Secured by certain plant assets:
Line of Credit payable to Bank of America; variable

interest rate (1.3324% and 0.8953%). Principal
payments due monthly beginning August 1, 2015
equal to the principal balance outstanding on July 6,
2015 divided by 240. Required payment in full by
July 6, 2017. 25,629,000    —    

Mortgage payable to Commercial Bank of California;
interest at 5.5%, payments made monthly at
$46,484, secured by deed of trust on property
in Irvine, CA, balloon payment
June 5, 2017 of $6,767,767. 7,071,000    7,229,000   

133,859,000    112,623,000   
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2015 2014

Less:
Current maturities $ (5,978,000)   (4,476,000)  
Unamortized premium 6,130,000    6,517,000   

Total long-term bonds and notes payable $ 134,011,000    114,664,000   

 

Bonds and notes payable at May 31, 2015 are due as follows: 

Year ending May 31:
2016 $ 5,978,000   
2017 6,363,000   
2018 35,086,000   
2019 14,122,000   
2020 5,027,000   
Thereafter 73,413,000   

Total principal 139,989,000   

Unamortized premium (6,130,000)  

$ 133,859,000   

 

The 2011 Series California Educational Facilities Authority Revenue Bonds bear interest, calculated 

on the basis of a 360-day year comprising twelve 30-day months, at a fixed interest rate, depending on 

maturity date, from 4.0% to 5.0%. Interest on the bonds is payable on April 1 and October 1 of each 

year, commencing April 1, 2012. The bonds are subject to optional and mandatory redemption prior 

to their respective stated maturities. The bonds are scheduled to mature on April 1 in the following 

amounts and bear interest at the following rates per annum: 

Principal
Maturity date (April 1) amount Interest rate

2016 3,895,000    4.00
2017 4,045,000    4.00
2018 4,210,000    5.00
2019 4,420,000    5.00
2020 4,640,000    5.00
2021 4,870,000    5.00
2022 5,120,000    5.00
2023 5,370,000    5.00
2024 5,640,000    5.00
2025 5,920,000    5.00
2026 6,220,000    5.00
2031 36,080,000    5.00
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Mandatory sinking account payments for the bonds maturing on April 1, 2031 are as follows: 

Mandatory
sinking
account

Mandatory sinking account payment dates (April 1) principal

2027 $ 6,530,000   
2028 6,855,000   
2029 7,200,000   
2030 7,560,000   
2031 (Maturity) 7,935,000   

$ 36,080,000   

 

Total interest expense was $6,868,000 and $6,916,000 for the years ended May 31, 2015 and 2014, 

respectively, net of amount capitalized. 

(b) Interest Rate Swap Agreement 

As part of the issuance of the 2008 Bonds, the University entered into an interest rate swap agreement 

that calls for fixed rates of 3.162%, 3.121%, and 3.212% in exchange of a monthly variable rate of 

USD-LIBOR-BBA for the Series 2008 A, B, and C Bonds, respectively. There was no cash exchanged 

at the time of acquisition. The swap entered into by the University covering the 2008 Series A Bonds 

expires October 2036, and the swaps covering the 2008 B and C Bonds expire as of October 2026. 

Changes in the fair value of the interest rate swap agreements are reported as unrealized gains and 

losses on interest rate swap related to bonds in the nonoperating activities section of the accompanying 

consolidated statements of activities. The valuation of these agreements resulted in net unrealized loss 

of $1,435,000 and net unrealized gain of $1,312,000 during the years ended May 31, 2015 and 2014, 

respectively. The corresponding liability related to these agreements totaled $11,072,000 and 

$9,637,000, and is included as the liability related to interest rate swaps on the accompanying 

consolidated statements of financial position at May 31, 2015 and 2014, respectively. 

(7) Commitments and Contingencies 

(a) Lease Commitments 

The University has commitments related to operating leases for building facilities and equipment at 

May 31, 2015 and 2014. All operating leases are noncancelable and expire on various dates through 

2026. 
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Minimum future rental payments under noncancelable operating lease agreements at May 31, 2015 are 

summarized as follows: 

Fiscal year ending May 31:
2016 $ 5,239,000   
2017 4,996,000   
2018 4,034,000   
2019 2,859,000   
2020 1,610,000   
Thereafter 1,616,000   

Total minimum lease
payments $ 20,354,000   

 

Total rent expense was $5,900,000 and $5,774,000 for the years ended May 31, 2015 and 2014, 

respectively. 

(b) Contingencies 

The University is subject to certain loss contingencies, such as litigation, arising in the normal conduct 

of its educational activities. In the opinion of management, the liability, if any, for such contingencies 

will not have a material effect on the University’s financial position. 

(c) Anaconda Property 

In the fall 2011, the University discovered chemicals in the ground soil and water table at a property 

owned by the University on North Cypress Street in Orange, California. Since the discovery, the 

University has retained a legal and environmental team to provide guidance in its ongoing legal, 

regulatory, and remediation efforts. 

The process of addressing discovery of chemical contamination – contamination that predates the 

University’s ownership of the subject property by several decades – is highly regulated. The agencies 

involved are The Santa Ana Regional Water Quality Control Board (RWQCB) and the Orange County 

Health Care Agency (OCHCA and, collectively with RWQCB, the Agencies). 

As of the date of the issuance of these consolidated financial statements, substantial remediation of the 

upper soil layer, including subsurface structures encountered beneath the surface, has been undertaken 

and substantially completed and will continue to be completed pursuant to the Soil Contingency Plan 

approved by the Agencies. The Agencies have approved a work plan for soil vapor extraction pilot 

testing to begin addressing soil vapor remediation on the site. The University has received quotes for 

the soil vapor extraction pilot testing. Soil vapor extraction is a technology proven effective in similar 

situations to remove volatile organic compounds, such as those present on this site. The Agencies will 

require further work at the site depending on the results of the soil vapor extraction pilot testing. 

The University has taken litigation action against the sellers of the property and the parties, or 

successors thereto, believed to be responsible for contaminating the property. This litigation has 
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resulted in settlement for payments of moneys to the University that are expected to be sufficient to 

cover the approved soil vapor extraction pilot testing plan. As part of the settlement, certain defendants 

have entered into a cost sharing agreement with the University that is intended to address the future 

costs and expenses of soil, soil vapor, and groundwater remediation up to a specified amount. Pursuant 

to the settlement agreement, costs of remediation in excess of the specified amount would be allocated 

between the parties through binding arbitration. 

(8) Retirement Plan 

The University has a defined-contribution retirement plan. Employees working at least 20 hours a week are 

eligible to participate in the plan after 90 days of employment. The University contributes 3% of each 

employee’s eligible annual salary, as defined by the plan. Eligible employees may contribute up to 6% of 

their eligible salary and the University matches their contributions. The University’s total contribution to the 

plan was $9,505,000 and $8,925,000 for the years ended May 31, 2015 and 2014, respectively. 

(9) Related Parties 

The University is a recipient of generous support and commitments from many of its constituencies, which 

are considered related parties and include members of the Board of Trustees, Board of Governors, President’s 

Cabinet, other advisory boards, and councils, as well as administration. As a result of irrevocable 

commitments, a significant number of contributions are expected to be received from related parties in the 

future. Outstanding contributions receivable from related parties represent $46,274,000 and $63,603,000 as 

of May 31, 2015 and 2014, respectively. 

(10) Split-Interest Agreements 

The University has legal title, either in the University’s name or as trustee, to charitable remainder trusts. No 

significant financial benefit can be realized until the contractual obligations are released. The University also 

receives contributions in exchange for charitable gift annuity contracts. 

The University uses an actuarial method of recording these annuities and trust liabilities using discount rates 

ranging from 2.4% to 10.6%. For charitable gift annuities and charitable remainder trusts, when a gift is 

received, the present value of future expected payments to the beneficiaries is recorded as a liability included 

in other current and long-term liabilities based upon life expectancy tables and discount rate assumptions, 

and the remainder is recorded as a contribution. Contribution revenue recognized from charitable gift 

annuities and charitable reminder trusts is classified as an increase in temporarily restricted or permanently 

restricted net assets based on the existence or absence of time or use restrictions placed by the donor upon 

the University’s interest in the assets. Annuity and trust assets are determined annually based on revised fair 

value, actuarial and earnings data, and the effect of terminated trusts and other agreements. The actuarial 

adjustment, net of payments to beneficiaries is reported in the consolidated statement of activities as change 

in value of split-interest agreements. 

(11) Endowments 

In approving endowment spending and related policies, as part of the prudent and diligent discharge of its 

duties, the Board of Trustees of the University, as authorized by the California law, has relied upon the 

actions, reports, information, advice, and counsel taken or provided by its duly constituted committees and 
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duly appointed officers of the University, including University Counsel, and in doing so has interpreted the 

law to require the preservation of the historic dollar value of donor-restricted endowment funds, absent 

explicit donor direction to the contrary. 

As a result of this interpretation, for accounting and financial statement purposes, the University classifies 

as permanently restricted net assets the historic dollar value of assets held as donor-restricted endowment, 

including any subsequent gifts and any accumulations to donor-restricted endowments made in accordance 

with the direction of the applicable gift instruments. 

Investment income and gains and losses on investments are reported as an increase or decrease in temporarily 

restricted net assets until those amounts are appropriated by the Board of Trustees. 

Endowment net asset composition by type of funds as of May 31, 2015 and 2014 is as follows: 

2015
Temporarily Permanently

Unrestricted restricted restricted Total

Donor-restricted endowments $ (198,000)  56,355,000   111,211,000   167,368,000   
Board-designated endowments 133,904,000  —     —     133,904,000   

Total $ 133,706,000   56,355,000   111,211,000   301,272,000   

 

2014
Temporarily Permanently

Unrestricted restricted restricted Total

Donor-restricted endowments $ (207,000)  54,151,000   106,910,000   160,854,000   
Board-designated endowments 112,969,000  —     —     112,969,000   

Total $ 112,762,000   54,151,000   106,910,000   273,823,000   
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Changes in endowment net assets for the fiscal year ended May 31, 2015 are as follows: 

Temporarily Permanently

Unrestricted restricted restricted Total

Endowment net assets at

May 31, 2014 $ 112,762,000  54,151,000  106,910,000  273,823,000  

Investment return:

Investment income 2,191,000  1,670,000  4,000  3,865,000  

Net appreciation 4,065,000  4,817,000  11,000  8,893,000  

Total investment

return 6,256,000  6,487,000  15,000  12,758,000  

Contributions —   —   1,244,000  1,244,000  

Appropriation of endowment

assets for expenditure (2,369,000) (4,283,000) —   (6,652,000) 

Other changes:

Additions, changes, and transfers

per donor designations —   —   3,042,000  3,042,000  

Transfers from operations to

board-designated

endowment funds 17,057,000  —   —   17,057,000  

Change in endowment

net assets 20,944,000  2,204,000  4,301,000  27,449,000  

Endowment net assets at

May 31, 2015 $ 133,706,000  56,355,000  111,211,000  301,272,000  
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Changes in endowment net assets for the fiscal year ended May 31, 2014 are as follows: 

Temporarily Permanently

Unrestricted restricted restricted Total

Endowment net assets at

May 31, 2013 $ 89,389,000  38,658,000  101,459,000  229,506,000  

Investment return:

Investment income 952,000  1,479,000  3,000  2,434,000  

Net appreciation 11,809,000  18,097,000  42,000  29,948,000  

Total investment

return 12,761,000  19,576,000  45,000  32,382,000  

Contributions —   —   5,356,000  5,356,000  

Appropriation of endowment

assets for expenditure (2,159,000) (4,085,000) —   (6,244,000) 

Other changes:

Additions, changes, and transfers

per donor designations —   2,000  50,000  52,000  

Transfers from operations to

board-designated

endowment funds 12,771,000  —   —   12,771,000  

Change in endowment

net assets 23,373,000  15,493,000  5,451,000  44,317,000  

Endowment net assets at

May 31, 2014 $ 112,762,000  54,151,000  106,910,000  273,823,000  
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Description of amounts classified as permanently restricted net assets and
temporarily restricted net assets

2015 2014

Permanently restricted net assets:
The portion of perpetual endowment funds that is

required to be retained permanently either by explicit
donor stipulation for scholarships,
department chairs and professorships, centers,
library, and others $ 111,211,000   106,910,000   

Total student loan funds funded by donors 6,137,000   6,123,000   
Annuities and life income funds 828,000   581,000   
For educational and general programs 17,019,000   13,491,000   

Total permanently restricted net assets $ 135,195,000   127,105,000   

Temporarily restricted net assets:
The portion of perpetual endowment funds subject to

a time restriction $ 56,355,000   54,151,000   
For plant activities 74,654,000   102,436,000   
For annuity and life income funds 2,239,000   2,517,000   
For educational and general programs 16,317,000   14,106,000   

Total temporarily restricted net assets $ 149,565,000   173,210,000   

 

(a) Funds with Deficiencies 

From time to time, the fair value of assets associated with individual donor-restricted endowment funds 

may fall below the level required by the donor or law. The aggregated deficiencies of this nature for 

all donor-restricted endowment funds were $198,000 and $207,000 as of May 31, 2015 and 2014, 

respectively. These deficiencies resulted from unfavorable market fluctuations that occurred after the 

investment of permanently restricted contributions. 

(b) Investment and Financial Objectives and Risk Parameters 

The primary long-term investment objective of the endowment is to attain an average annual real total 

return (net of investment management fees) of at least 6% over the long term (a minimum five year 

period). Real total return is the sum of capital appreciation (or loss) and current income (dividends and 

interest) adjusted for inflation by the consumer price index. The Investment Committee strives to 

achieve these objectives within acceptable risk levels. 

Additionally, it is expected that the portfolio’s investment return exceeds a custom allocation index or 

total portfolio blended benchmark, which consists of 25% S&P 500 Index, 14% MSCI EAFE Index, 

8% MSCI Emerging Markets Index, 15% HFRI Fund of Funds Diversified Index, 5% Cambridge 

Associates Venture Capital Mean, 5% Cambridge Associates Private Equity Mean, 10% Real Assets 

Benchmark, and 18% Fixed Income Benchmark. The primary financial objective of the Endowment 

is to provide funds for the ongoing support of the operations of the University while providing for 



CHAPMAN UNIVERSITY AND AFFILIATES 

Notes to Consolidated Financial Statements 

May 31, 2015 

(with comparative financial information as of May 31, 2014) 

 41 

safety of principal through diversification of investments. Over the long term, this means providing a 

stream of relatively predictable, stable, and constant funding in support of annual budgetary needs, 

and preserving and enhancing the Endowment’s real (inflation-adjusted) purchasing power, net of 

management expenses and spending. 

The Endowment’s investments shall also be diversified by asset class and within asset classes as well 

as by manager. The purpose of diversification is to provide reasonable assurance that no manager, 

asset class, or individual holding could have a disproportionate negative impact on the Endowment’s 

aggregate results. 

(c) Spending Policy 

The Endowment is managed according to the “total return” concept, which envisions the sources of 

Endowment spending as being from interest, dividends, and realized capital gains, supplemented by 

recent donations and campaign gifts. 

The University uses a moving average of market values to calculate its annual draw from the 

Endowment. Currently, the University targets spending at 4.0% of the moving average of the 

Endowment’s market value based on the previous 20-quarter-end portfolio market valuations. 

The spending policy is reviewed periodically by the University’s Investment Committee to determine 

whether the spending formula should be adjusted and whether the University’s current policy 

objectives are being met. 

In accordance with this policy, the Board of Trustees has authorized the following amounts for the 

years ended May 31, 2015 and 2014: 

2015 2014

Spending allocation per spending policy:
Donor-restricted endowments $ 4,283,000   4,085,000   
Board-designated endowments 2,369,000   2,159,000   

Total spending $ 6,652,000   6,244,000   

 

(12) Subsequent Events 

The University has evaluated subsequent events from the balance sheet date through September 14, 2015, 

the date on which the consolidated financial statements were issued. On July 8, 2015, the University issued 

$114,485,000 California Educational Facilities Authority Revenue Bonds. The bond proceeds will fund a 

portion of the construction of the new Center for Science and Technology facility, refinance the renovation 

cost of the Rinker Health Science Campus, and renovate existing campus facilities. 
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