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Auditor’s Responsibilities for the Audit of the Financial Statements 
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are 
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that 
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance 
and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a 
material misstatement when it exists. The risk of not detecting a material misstatement resulting from 
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional 
omissions, misrepresentations, or the override of internal control. Misstatements are considered material 
if there is a substantial likelihood that, individually or in the aggregate, they would influence the judgment 
made by a reasonable user based on the financial statements. 

In performing an audit in accordance with GAAS, we: 

 Exercise professional judgment and maintain professional skepticism throughout the audit.

 Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such procedures
include examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

 Obtain an understanding of internal control relevant to the audit 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 College’s internal control. Accordingly, no such opinion is expressed.

 Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

 Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that
raise substantial doubt about the College’s ability to continue as a going concern for a reasonable
period of time.

We are required to communicate with those charged with governance regarding, among other matters, 
the planned scope and timing of the audit, significant audit findings, and certain internal control–related 
matters that we identified during the audit. 

Chicago, Illinois 
October 27, 2023 
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Note 1. Nature of Business and Significant Accounting Policies (Continued) 

Contributions of nonfinancial assets: In fiscal year 2023, the College received a contribution of a home 
valued at $6,500,000 included in land, building, and equipment at May 31, 2023, to be placed into service 
in fiscal year 2024. The value of the home was based on an appraisal performed using the market 
approach for similar properties. The appraised value exceeded the original pledge amount by $4,000,000 
which is recorded as contributions of nonfinancial assets in the statement of activities.  
 
Revenue recognition: The College provides academic instruction toward baccalaureate and graduate 
degrees. The College serves approximately 1,725 undergraduate students and 25 graduate students. 
Tuition revenue is recognized over the applicable term in the fiscal year in which the academic programs 
are delivered. Institutional scholarships awarded to students reduce the amount of revenue recognized. 
Scholarships of $63,627,884 and $59,285,843 were reported net of tuition and fees on the statement of 
activities for the years ended May 31, 2023 and 2022, respectively. In addition, students who adjust their 
course load or withdraw completely within the first six weeks of the academic term may receive a full or 
partial refund in accordance with the College’s refund policy. Refunds issued reduce the amount of 
revenue recognized. Historically, refunds have been approximately 0.3% of the total amount billed. 
The College also provides auxiliary services, such as residence and food services. Revenue from these 
services is recognized over the applicable term in the fiscal year in which the goods and services are 
provided. Scholarships of $2,226,365 and $1,727,190 were reported net of room and board revenue on 
the statement of activities for the years ended May 31, 2023 and 2022, respectively. Scholarships of 
$281,327 and $278,660 were reported net of other auxiliary enterprises revenue on the statement of 
activities for the years ended May 31, 2023 and 2022, respectively. In accordance with the College’s 
refund policy, room and board charges are refunded on a per diem basis for students who adjust their 
status within the first six weeks of the academic term. Refunds issued reduce the amount of revenue 
recognized.  
 
Sales and services of auxiliary enterprises consist of the following: 
 

2023 2022

Housing services 6,617,244  $       6,409,279  $       
Food services 6,849,539           6,678,484           

13,466,783         13,087,763         
Other 1,046,153           767,973              

14,512,936  $     13,855,736  $      
 
Payments for tuition and room and board are due two weeks prior to the start of the academic term. 
 
Receivables: The majority of the College’s receivables, other than contributions, are due from students 
and governmental agencies. Credit is extended based on an evaluation of financial condition. 
Receivables are stated at amounts due from students net of an allowance for doubtful accounts. The 
College determines its allowance for doubtful accounts by considering the College’s previous loss history. 
Student receivables are deemed uncollectible after five years and are written off at that time. The College 
does not charge interest on student receivables. Accounts receivables as of the years ended May 31, 
2023 and 2022, were $1,431,349 and $856,905, respectively. Accounts receivable balance at June 1, 
2021 was $679,380. Pledge receivables are written off after two years unless the donor presents 
evidence that he or she is capable and willing to fulfill the pledge on an extended time basis. 
 
The College had no costs that were capitalized to obtain or to fulfill a contract with a customer. 
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Note 3. Investments and Fair Value Measurements (Continued) 

In many cases, a valuation technique used to measure fair value includes inputs from multiple levels of 
the fair value hierarchy. The lowest level of significant input determines the placement of the entire fair 
value measurement in the hierarchy. If during the year, the fair value inputs change, the assets are 
reclassified between the levels. There have been no changes in valuation techniques used for any assets 
or liabilities measured at fair value during the year ended May 31, 2023.  
 
A description of the valuation methodologies used for assets and liabilities measured at fair value is set 
forth below: 
 
Bond funds held in trust: Bond funds held in trust consist of short-term fixed income mutual funds 
including U.S. Treasury and foreign fixed income instruments (Level 2 inputs) (market approach). The fair 
value is estimated using recently executed transactions, reported sales of similar securities or market 
price quotations of the underlying trust assets. 
 
Cash and short-term investments: The money held by the College is readily marketable and is 
determined by obtaining quoted prices on nationally recognized securities and exchanges (Level 1 
inputs). A small portion of these investments are priced using Level 2 inputs (market approach). 
 
Liquid Market Fund: Liquid Market Fund is a private investment partnership offering a multi-strategy 
investment program with a relatively liquid investment portfolio. Limited partners are permitted to redeem 
from the fund on a monthly basis. The College generally uses the most recent NAV information provided 
by the investment manager, which approximates fair value. 
 
Investments (LFCIH): Investments presented in the following schedule are in a limited liability 
partnership. The College generally uses the most recent NAV information provided by the investment 
manager, which approximates fair value. 
 
Beneficial interest in trusts: The fair value of the beneficial interests in various perpetual trust assets 
was determined based upon the College’s percentage of interest in the fair value of the underlying trust 
assets at May 31, 2023 and 2022. Because these units are not actively traded, the assets are deemed to 
be classified as Level 3 assets (income approach). 
 
Interest rate swap: The fair value of the interest rate swap is determined based on the relative values of 
the fixed and floating portions of the interest rate contract. The valuation model utilized involves current 
interest rates, projected yield curves and volatility factors to determine the fair value of the instrument as 
of the date of measurement. As such, significant fair value inputs can generally be verified and do not 
involve significant management judgment (Level 2 inputs–income approach). The interest rate swap was 
terminated on June 23, 2022.  
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Note 3. Investments and Fair Value Measurements (Continued) 

Assets and liabilities measured at fair value at May 31, 2023 and 2022, on a recurring basis are 
summarized below:  
 

Level 1 Level 2   Level 3 NAV Total
Assets:

Bond funds held in trust -$                220,293  $      -$                -$                     220,293  $           

Investments at fair value:
Cash and short-term investments 1,789              208,728          -                  -                       210,517  $           
Liquid Market Fund -                  -                  -                  14,511,127          14,511,127          
Investments (LFCIH) -                  -                  -                  92,023,004          92,023,004          

Total investments at fair value 1,789              208,728          -                  106,534,131        106,744,648        
Investments held at cost:

Direct real estate 2,336,077            
Mortgages receivable 414,913               

Total investments 109,495,638  $    

Beneficial interest in trusts -                  -                  2,542,260       -                       2,542,260  $        
Total assets at fair value 1,789  $          429,021  $      2,542,260  $   106,534,131  $    

Level 1 Level 2   Level 3 NAV Total
Assets:

Bond funds held in trust -$                1,104,795  $   -$                -$                     1,104,795  $        

Investments at fair value:
Cash and short-term investments 1,789              195,911          -                  -                       197,700  $           
Liquid Market Fund -                  -                  -                  4,604,000            4,604,000            
Investments (LFCIH) -                  -                  -                  97,177,377          97,177,377          

Total investments at fair value 1,789              195,911          -                  101,781,377        101,979,077        
Investments held at cost:

Direct real estate 2,336,076            
Mortgages receivable 441,469               

Total investments 104,756,622  $    

Interest rate swap -                  46,756            -                  -                       46,756  $             
Be
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Note 12. Commitments and Contingencies (Continued) 

Claims and legal action: The College is involved in various claims and legal actions arising in the 
ordinary course of business. In the opinion of management, the ultimate disposition of these matters will 
not have a material adverse effect on the College’s financial position, changes in net assets or liquidity. 
 
Federal financial aid: The College receives significant student financial aid from the U.S. Department of 
Education and other federal awards. The disbursement of funds received under such programs generally 
requires compliance with terms and conditions specified in federal regulations and are subject to audit by 
the federal agencies and possible disallowance of certain expenditures. The College has not had any 
significant disallowance of federal funds in the past and expects such amounts, if any, to be immaterial. 
 

Note 13. Related-Party Transactions 

Full-time tenured teaching faculty and certain full-time administrative staff were eligible to take out second 
mortgages on their primary residence with the College. Beginning in fiscal year 2014, the program was no 
longer open to new participants. The interest rate on the notes is 60% of the rate published in The Wall 
Street Journal seven days preceding the date of closing as the yield posted by Federal National Mortgage 
Association on 30-year standard conventional fixed-rate mortgage commitments for delivery within 30 
days. Interest rates were fixed, ranging from 2.18% to 4.17%. Interest income on mortgages receivable is 
recognized over the term of the receivable based upon the effective yield method. 
 
Second mortgages outstanding were $414,913 and $441,469 as of May 31, 2023 and 2022, respectively. 
The second mortgages are classified as part of long-term investments on the statement of financial 
position. 
 
Future minimum payments are scheduled as follows: 
 
Fiscal years ending May 31:

2024 25,766  $            
2025 26,621                
2026 25,720                
2027 25,649                
2028 26,480                
Thereafter 285,149              

415,385  $           
 
During the years ended May 31, 2023 and 2022, respectively, the College received approximately 
$1,850,000 and $7,100,000 in contributions from board members. At May 31, 2023 and 2022, the 
College’s contributions receivable, net, included approximately $855,00 and $5,474,000, respectively, of 
amounts receivable from board members. 





Lake Forest College 
 
Notes to Financial Statements 
 

28 

Note 15. Loans Receivable (Continued) 

At May 31, 2023 and 2022, the following amounts were past due under the Perkins and institutional loan 
programs: 
 

270 Days-
1-270 Day 2 Years 2-5 Years 5+ Years Total
Past Due Past Due Past Due Past Due Past Due

May 31, 2023 97,757  $         20,656  $         199  $              18,998  $         137,610  $       
May 31, 2022 80,558             30,852             88,181             302,774           502,365            
 

Note 16. Functional Classification Expenses 

The statements of activities reports expenses according to their natural classification. These expenses 
are attributable to the programs and supporting functions of the College. The tables below present these 
expenses by their natural and functional classification for the years ended May 31, 2023 and 2022. 
 

Fundraising

Instruction and Academic Student Auxiliary Management and Alumni Total

Research Support Services Enterprises and General Relations Expenses

Salaries 11,575,648  $      2,366,734  $        7,460,879  $        106,232  $           4,410,029  $        1,125,919  $        27,045,441  $      

Benefits and taxes 3,097,066            632,255               1,683,483            97,905                 1,697,833            297,533               7,506,075            

Occupancy and utilities 2,219,162            12,463                 1,074,170            1,249,622            2,711,342            19,560                 7,286,319            

Depreciation 3,172,281            678,820               1,202,480            1,591,201            62,417                 -                       6,707,199            

Interest 945,363               50,651                 198,403               1,183,743            133,137               -                       2,511,297            

Student aid expense -                       38,720                 48,718                 -                       -                       -                       87,438                 

Supplies, services and other 1,856,949            850,807               3,272,509            5,811,095            3,652,374            393,855               15,837,589          

22,866,469  $      4,630,450  $        14,940,642  $      10,039,798  $      12,667,132  $      1,836,867  $        66,981,358  $      

Fundraising

Instruction and Academic Student Auxiliary Management and Alumni Total

Research Support Services Enterprises and General Relations Expenses

Salaries 11,296,778  $      2,285,877  $        7,161,885  $        539,635  $           2,445,039  $        1,064,707  $        24,793,921  $      

Benefits and taxes 2,767,419            622,316               1,675,646            252,093               1,067,817            295,276               6,680,567            

Occupancy and utilities 2,024,774            13,174                 1,209,815            1,108,648            2,563,252            18,558                 6,938,221            

Depreciation 3,139,219            683,179               1,172,246            1,211,174            161,370               -                       6,367,188            

Interest 283,631               38,684                 83,135                 1,024,683            2,764                   -                       1,432,897            

Student aid expense -                       -                       43,892                 -                       1,013,255            -                       1,057,147            

Supplies, services and other 1,563,157            998,321               2,892,029            5,623,307            2,681,092            418,106               14,176,012          

21,074,978  $      4,641,551  $        14,238,648  $      9,759,540  $        9,934,589  $        1,796,647  $        61,445,953  $      

2023

2022

Program Activities

Program Activities

Supporting Services

Supporting Services

 
 
Expenses are charged directly to the categories based upon specific identification where possible. 
Expenses which are not directly identifiable to the program activities or supporting services are allocated 
on a reasonable basis that is consistently applied. Operation and maintenance expenses are allocated 
based on square footage. Depreciation expense is allocated to other functions based on the building or 
location of the equipment and the use of that space. Interest expense is allocated based on the program 
and/or supporting function that benefit from the related debt issuances. Benefit expenses are allocated 
based on salary expenses. 






