





Independent Auditor’s Report

Board of Trustees
Lake Forest College

Opinion

We have audited the accompanying financial statements of Lake Forest College (the College), which
comprise the statement of financial position as of May 31, 2022, the related statement of activities and
changes in net assets and cash flows for the year then ended, and the related notes to the financial
statements (collectively, the financial statements).

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the College as of May 31, 2022, and the changes in its net assets and its cash flows for the
year then ended in accordance with accounting principles generally accepted in the United States of
America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditor’'s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the College and to meet our other ethical responsibilities, in accordance with the relevant
ethical requirements relating to our audit. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Other Matter

The financial statements of the College, as of and for the year ended May 31, 2021, were audited by
other auditors, whose report, dated October 20, 2021 expressed an unmodified opinion on those
statements.

Responsibilities of Management 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.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the College’s ability to continue as
a going concern within one year after the date that the financial statements are issued or available to be
issued.



























Lake Forest College

Notes to Financial Statements

Note 1. Nature of Business and Significant Accounting Policies (Continued)

Asset retirement obligations: According to the Codification, Asset Retirement and Environmental
Obligations, all entities are required to recognize the fair value of legal obligations to perform asset
retirement activities when incurred. The College has performed an assessment and believes it is not
subject to such obligations as of May 31, 2022 and 2021.

Annuity liability: The College estimates the liability for payments made to annuitants and to participants
in a pooled income fund based on actuarial tables and uses an appropriate discount rate based on the
age of the participants. The discount rate is determined based on the rates for investments at May 31,
2022 and 2021, in 5- and 10-year Treasury notes, which were 2.81% and 2.85% for 2022 and 0.79% and
1.58% for 2021.

Revenue: Revenues are reported as increases in net assets without donor restrictions, unless use of the
related assets is limited by donor-imposed restrictions. Expenses are reported as decreases in net assets
without donor restrictions. Gains and losses on investments are reported as increases or decreases in net
assets without donor restrictions unless their use is restricted by explicit donor stipulations or by law.
Expirations of restrictions recognized on net assets with donor restrictions (i.e., the donor-stipulated
purpose has been fulfilled and/or the stipulated time period has elapsed) are reported as net assets
released from restriction.

Private gifts and grants, including pledges, are recognized in the period the gift is made. Conditional gifts,
with a barrier and a right of return, are not recognized until the conditions on which they depend are
substantially met or explicitly waived by the donor. Contributions of assets other than cash are recorded
at estimated fair value. Contributions to be received after one year are discounted at an appropriate
discount rate commensurate with the risks involved. Accretion of discount is recorded as additional
revenue in accordance with donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible pledges receivable is provided based upon management’s judgment,
including such factors as prior collection history, type of contribution and nature of fundraising activity.

Contributions and appropriated endowment income received with donor-imposed restrictions that are met
in the same year as the gifts are received are reported as revenue of the net asset without donor
restrictions class. Private gifts and grants of land, building and equipment without donor-imposed
restrictions concerning the use of such long-lived assets are reported as revenue of the net asset without
donor restrictions class. Private gifts and grants of cash or other assets to be used to acquire land,
building and equipment with such donor restrictions are reported as revenue of the net asset with donor
restrictions class; the restrictions are considered to be released at the time of acquisition of such long-
lived assets. Revenue from other grants and contract agreements is recognized as it is earned through
expenditure in accordance with the agreements.

Government grants and contracts for basic research and other sponsored programs are generally subject
to restrictions and conditions that must be met before the College is entitled to funding. Accordingly,
advances from granting agencies are generally considered refundable in the unlikely event specified
services are not performed. The College recognizes contribution revenue on grants for basic research
and other sponsored programs as the awards for such programs are expended, since expenditure in
accordance with award terms typically results in the simultaneous release of restrictions and conditions
imposed by the grantor.

10















Lake Forest College

Notes to Financial Statements

Note 2. Contributions Receivable (Continued)

The College uses a risk adjusted discount rate used to determine the present value of contributions to
reflect credit risk based on the College’s history with collection on receivables. The average discount rate
used ranged from 0.8% to 3.21% during the years ended May 31, 2022 and 2021. The College deemed
$122,689 and $0 of contributions receivable uncollectible during the years ended May 31, 2022 and 2021,
respectively.

Payments on contributions receivable as of May 31, 2022, are scheduled as follows:

Years ending May 31:

2023 $ 5,429,762
2024 789,500
2025 497,500
2026 1,693,000
2027 51,000
2028 and thereafter 4,000

$ 8,464,762

As of May 31, 2022, the College had received documented conditional pledges of approximately
$35,200,000, which are not reflected in the accompanying financial statements. Conditional promises to
give are recognized when the conditions on which they depend are substantially met. These conditional
pledges generally represent instances where the College has been named in a will, which are conditional
upon the probate court declaring the will valid.

Note 3. Investments and Fair Value Measurements

Fair value is defined in the accounting guidance as the exchange price that would be received to sell an
asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the
assets or liability in an orderly transaction between market participants at the measurement date. Under
this guidance, a three-level hierarchy is used for fair value measurements, which are based on the
transparency of information, such as the pricing source, used in the valuation of an asset or liability as of
the measurement date.

Financial instruments measured and reported at fair value are classified and disclosed in one of the
following three categories.

Level 1: Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has
the ability to access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices for similar
assets or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data.

Level 3: Significant unobservable inputs that reflect a reporting entity’s own assumptions about the
assumptions that market participants would use in pricing an asset or liability.
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Lake Forest College

Notes to Financial Statements

Note 3. Investments and Fair Value Measurements (Continued)

LFC Investments Holdings, LP (LFCIH), a limited partnership, has two components. The largest
component is an ownership interest in a limited partnership investment fund (the Fund), and the
remaining amount is made up of 11 legacy investments in real estate and partnerships with seven
managers and cash allocated for future capital calls. As the legacy investments mature, the distributions
will be invested into the Fund. While the legacy investments are in place, the general partner will manage
the overall investment portfolio for the purpose of remaining within targeted ranges.

The Fund has a strategy that focuses on varied and nontraditional investment opportunities, in an effort to

provide a diversified, single-portfolio for investors. The Fund’s portfolio is globally diversified and allocated
across multiple asserfort to
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Lake Forest College

Notes to Financial Statements

Note 3. Investments and Fair Value Measurements (Continued)

At May 31, 2022 and 2021, the College’s return on investment was made up of the following components:

2022 2021

Return on long-term investments:
Interest and dividends $ 180,053 $ 143,936
Realized and unrealized (loss) gain, net (5,151,978) 22,697,843
Total return on long-term investments (4,971,925) 22,841,779
Other short-term investments loss (13,382) (7,750)
Investment fees (756,324) (598,454)
Total return (loss) on investments $ (5,741,631) $ 22,235,575

Note 4. Endowment Composition

The College’s endowment includes both donor-restricted endowment funds and funds designated by the
Board of Trustees to function as endowments. Net assets associated with endowment funds, including
funds designated by the Board of Trustees to function as endowments, are classified and reported based
on the existence or absence of donor-imposed restrictions.

The schedule below excludes certain net assets with donor restrictions in the statement of financial
position including future pledge receivables from donors and undistributed amounts from estates and
terminated trusts. Additionally, there are two funds included in net assets with donor restrictions in the
statement of financial position at fair value in which the College has a perpetual beneficial interest, the
distributions of which are restricted for scholarships.

Endowment net asset composition by type of fund as of May 31, 2022, is as follows:

Without Donor With Donor

Restrictions Restrictions Total
Donor-restricted endowment funds $ - $ 86,533,793 $ 86,533,793
Quasi-endowment funds 18,756,512 - 18,756,512
Total funds $ 18,756,512 $ 86,533,793 $ 105,290,305

Endowment net asset composition by type of fund as of May 31, 2021, is as follows:

Without Donor With Donor

Restrictions Restrictions Total
Donor-restricted endowment funds $ - $ 85,705,136 $ 85,705,136
Quasi-endowment funds 18,848,591 - 18,848,591
Total funds $ 18,848,591 $ 85,705,136 $ 104,553,727
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Lake Forest College

Notes to Financial Statements

Note 4. Endowment Composition (Continued)

Changes in endowment net assets for years ended May 31, 2022 and 2021, are as follows:

Without Donor With Donor

Restrictions Restrictions Total
Endowment net assets, May 31, 2020 $ 16,034,688 $ 68,158,220 $ 84,192,908
Total investment return 4,022,577 17,752,900 21,775,477
Contributions 700 4,255,621 4,256,321
Appropriation for expenditures (1,209,374) (4,461,605) (5,670,979)
Endowment net assets, May 31, 2021 18,848,591 85,705,136 104,553,727
Total investment return (1,000,240) (4,687,281) (5,687,521)
Contributions 1,259,896 10,564,203 11,824,099
Release of restriction 572,750 (572,750) -
Appropriation for expenditures (924,485) (4,475,515) (5,400,000)
Endowment net assets, May 31, 2022 $ 18,756,512 $ 86,533,793 $ 105,290,305

A donor-restricted endowment fund is considered to be underwater if the fair value of the fund is less than
either the original gift amount or the amount required to be maintained by the donor or by law. At times,
the College may have individual donor-restricted endowment funds that are underwater. The College has
a policy that permits spending from underwater funds depending on the degree to which the fund is
underwater, unless specifically prohibited by the donor or relevant laws and regulations. There were no
underwater funds at May 31, 2021. At May 31, 2022, the amount by which funds were underwater was
calculated as follows:

2022
Aggregate original gift amount $ 19,268,427
Aggregate fair value 18,588,421
Aggregate deficiency $ 680,006

Interpretation of Relevant Law: Effective June 30, 2009, Illinois signed into law the Uniform Prudent
Management of Institutional Funds Act (UPMIFA). UPMIFA modernizes the laws governing a not-for-profit
organization’s investment and management of donor-restricted endowment funds. The Board of Trustees
of the College, serving as the body delegated to manage the College’s endowments, has interpreted
UPMIFA as allowing, but not requiring, the preservation of the historic dollar value of the original gift of
donor-restricted endowment funds, absent explicit donor stipulations to the contrary. As a result of this
interpretation, the College has chosen to classify as net assets with donor restrictions in perpetuity (a) the
original value of gifts donated to the permanent endowment, (b) the original value of subsequent gifts to
the permanent endowment, and (c) accumulations to the permanent endowment made in accordance
with the direction of the applicable donor gift instrument at the time the accumulation is added to the fund.
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Lake Forest College

Notes to Financial Statements

Note 4. Endowment Composition (Continued)

In accordance with accounting principles governing not-for-profit organizations subject to an enacted
version of UPMIFA, the portions of donor-restricted endowments not classified as net assets with donor
restrictions are classified as net assets with donor restrictions until appropriated for expenditure. Realized
and unrealized gains and losses on all College net assets with donor restrictions in perpetuity
endowments are being recognized in net assets with donor restrictions with specific restrictions and/or
passage of time, except for unrealized gains and losses on deferred gifts that will provide proceeds upon
death of the annuitant for a permanent endowment.

Return Objectives and Risk Parameters: The purpose of the College’s long-term investments is to
support the College and its mission over the long term. Thus, the financial goals for the endowment fund
are to preserve and increase real purchasing power, to offset the effects of inflation, to take advantage of
long-term horizons and to maintain and ideally increase the contribution to the operating budget. The
performance of the endowment fund against these goals evaluated over rolling three- and five-year
periods.

The long-term return objective is to generate a 5% return after inflation, and to outperform a global
passive portfolio 70% equities/30% bonds portfolio with less downside volatility overtime. Short and
medium term performance (periods of one to five years) is judged primarily against a policy portfolio
benchmark, which is constructed using the target asset class percentage weightings multiplied by the
corresponding index return, and rebalanced monthly.

Strategies Employed for Achieving Objectives: The long-term investments of the College, particularly
the endowment, have an indefinite time horizon that runs concurrent with the endurance of the College in
perpetuity. As such, these funds can assume a time horizon that extends well beyond a normal market
cycle, and can assume an above-average level of risk as measured by the standard deviation of annual
returns. It is expected, however, that both professional investment management and sufficient portfolio
diversification will smooth volatility, help to assure a reasonable consistency of return and a flow of
income to support College operations.

Spending Policy and How the Investment Objectives Relate to Spending Policy: The draw is the
amount withdrawn from the investment pool to support the College’s operations and mission. The Board
of Trustees approved the annual endowment draw for the operating budget of $3,761,747 and
$3,029,717 in 2022 and 2021, respectively. The draw for other non-operating restricted funds, $572,253
and $1,575,262 in 2022 and 2021, respectively. The Board of Trustees also approved the use of
accumulated realized gains on investment to make debt service payments. During fiscal years 2022 and
2021, the College utilized $1,066,000 each year for debt service payments.

The spending policy, based on total return, will from time to time result in a draw from funds that are
below fair value. The College continues to draw from these funds, in order to honor the wishes of the
donors who have generously supported the functions of the College. The draw and the allocation of
market losses together will be reviewed by the Executive Committee during market downturns to assess
whether the spending rate is prudent for those accounts.
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Lake Forest College

Notes to Financial Statements

Note 5. Land, Buildings and Equipment
The College’s land, buildings and equipment as of May 31, are as follows:

2022 2021

Land $ 2257533 $ 2,257,533
Buildings and improvements 197,944,059 174,464,343
Equipment 3,925,324 3,801,428
Construction-in-progress 670,641 18,516,231
204,797,557 199,039,535

Less accumulated depreciation 82,390,371 76,049,900
Net land, buildings and equipment $122,407,186  $ 122,989,635

Depreciation expense for the years ended May 31, 2022 and 2021 was $6,367,188 and $5,501,202,
respectively.

Note 6. Line of Credit

In October 2017, the College entered into an uncommitted loan agreement with The Northern Trust
Company (Bank) that expired September 2021. The agreement provided for an unsecured line of credit
with maximum borrowings of $14,000,000. This loan was amended on October 22, 2021 and will expire
October 2024. The loan provides for an unsecured line of credit with maximum borrowings of
$10,000,000. The loan bears interest at the Overnight LIBOR plus 1.25% (May 31, 2022 and 2021 is
2.08% and 1.31%, respectively). The purpose of the loan is to provide bridge financing for the science
center and Brown Hall which will be funded by the receipt of pledges receivable. Outstanding borrowings
as of May 31, 2022 and 2021, were $6,000,000 and $5,500,000, respectively. Interest expense on the
line of credit was $71,617 and $21,057 for the years ended May 31, 2022 and 2021, respectively.

In October 2017, the College entered into an unsecured line of credit agreement with the Bank that was
amended and restated in January 2021 and will expire September 30, 2022. The unsecured line of credit
provides for maximum borrowings of $2,000,000 and bears interest at the overnight LIBOR (floor of 0%)
plus 1.25% (May 31, 2022 and 2021 is 2.08% and 1.31%, respectively). The purpose of the line of credit
is to provide cash flow for operations. There were no outstanding borrowings as of May 31, 2022 or 2021.
Interest expense on the line of credit was $0 for the years ended May 31, 2022 and 2021.
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Lake Forest College

Notes to Financial Statements

Note 16. Loans Receivable

The College makes uncollateralized loans to students based upon financial need. Amounts due under the
Federal Perkins Loan program are guaranteed by the Federal government. As of May 31, 2022 and 2021,
the College has outstanding loans receivable, of $1,230,520 and $1,525,889, which represented 0.50%
and 0.61% of total assets, respectively. As of May 31, 2022 and 2021, the College has an allowance for
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