






































FLORIDA ATLANTIC UNIVERSITY FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2009 and 2008

NOTE 3 - INVESTMENTS AND INVESTMENTS RETURN (continued)

Qur return on investments and its classification in the statements of activities are summarized
as follows:

2009 2008
Temporarily Temporarily
Unrestricted Restricted Unrestricted Restricted
Investment gains and losses:
Interest and dividends,
net of fees $ 627,054 $ 2,661,271 $ 878,406 3 2,898,678
Net realized and unrealized
gains (josses) 10,036,157y . (29,823 ,868) (362,961) (6,467 ,060)
Total return on investments b3 ¢9,409,103) $ {27,162,597) $ 515,445 $ (3,568,382)

Investments in common stocks (equities) are carried at market value, as quoted on major stock
exchanges. Investments in equity funds, fixed income funds, commodities and real estate investment
trusts are valued at quoted prices as determined by the issuers. Mutual funds and common trust funds
are carried at fair value, which are equal to quoted prices the last day of the fiscal year. Alternative
investments consist of hedge funds, private equity and real assets. The estimated fair value of the
alternative investments is based on valuations provided by the external investment managers as of the
date of their most recent andited financial statements. Those valuations are then adjusted to include
cash receipts, cash disbursements, and securities distributions between the date of their most recent
audited financial statements and the year-end date of this report. Adjustments for hedge funds also
include investments gains and losses provided by the investment managers on the underlying
securities, through the year-end date of this report. The Foundation believes the method for providing
estimated fair values on these financial instruments is reasonable. Alternative investments often do not
have readily determinable market values and their estimated value is subject to uncertainty.
Therefore, there may be a material difference between their estimated value and the value that would
have been used had a readily determinable fair market value for such investments existed.

Investments in equities and domestic fixed income securities are highly liquid. The
investments in international fixed income are donor restricted to remain in these investments. If
liquidation were allowed, the sale would likely be discounted on a secondary market. Several hedge
fund instruments require a lock-up period from one quarter to three years. The investment committee
selects the shortest lock-up period available when initiating a purchase. Investments in real assets are
through private equities, except for $ 5,355,151 and § 9,871,569 as of June 30, 2009 and 2008,
respectively in I-Shares S & P North American Natural Resources Sector Index Fund. Private equity
investments may require a lock-up period of up to ten years, although distributions of capital are
periodically made by the managing partners when a project completes.

In 2009, the Foundation invested approximately $ 15 million in a certificate of deposit “CD”
placement program. The CD’s were purchased in denominations of not more than $ 250,000 in banks
distributed across the United States. All funds related to these CD’s are insured by the Federal
Deposit Insurance Corporation.

The Foundation’s investment advisor has reported that total investment expenses, including
those of mutual funds, were approximately .86 basis points (.86 %) and .76 basis points (.76 %) of the
total fair value of investments for years ending June 30, 2009 and 2008, respectively. The statements
of activities for June 30, 2009 and 2008 reflect interest and dividend income which is net of the
estimated investment manager fees of approximately $ 1,235,400 and $ 1,425,300, respectively.
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FLORIDA ATLANTIC UNIVERSITY FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2009 and 2008

NOTE 4 ~ ENDOWMENTS (continued)

Funds with deficiencies

From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall below the level that the donor or FUMIFA requires the Foundation to
retain as a fund of perpetual duration. In accordance with generally accepted accounting principles,
deficiencies of this nature that are reported in unrestricted or temporarily restricted net assets were
45% of our endowment funds totaling ($ 5,861,676) as of June 30, 2009 and 6% of our endowment
funds totaling ($ 140,620) as of June 30, 2008.

Return objectives and risk parameters

The goal of the investment program for the endowment assets is to Provide a total return
equivalent to or greater than the endowment’s financial requirements over the “Time Horizon.” The
endowment’s financial requirements are the sum of the spending rate, the long-term inflation rate, the
aggregate costs of portfolio management, and any growth factor, which the Foundation’s Investment
Committee may, from time to time, determine appropriate. We expect our endowment funds over
time, to provide an average rate of return of approximately 8.3 % annually.

Strategies employed for achieving obijectives

To satisfy its long-term rate-of-return objectives, we rely on a total return strategy in which
investment returns are achieved through both capital appreciation (realized and unrealized) and current
yield (interest and dividends). Because the endowment funds of the Foundation are expected to endure
into perpetuity, and because inflation is a key component in the performance objective, the long-term
risk of not investing in securities offering real growth potential outweighs the short-term volatility
risk. We target a diversified asset allocation that places a greater emphasis on equity based
investments to achieve our long-term return objective within prudent risk constraints. Fixed income
securities are used to lower the short-term volatility of the portfolio and to provide income stability,
especially during periods of weak or negative equity markets. Alternative assets are used to mitigate
the risk of traditional asset classes. Other asset classes are included to provide diversification, e.g.
international equities and incremental return.

Spending policy and how the investment objectives relate to policy

We implemented a spending policy focused on protecting the corpus; the policy is a three
pronged approach to determining and endowment’s spending distribution.

(1) Hibernation - The endowment must generate earnings for one year before spending is
distributed.

(2) Cash balance carry-forward limitations - A limited or fully restricted spending
distribution if the fund has adequate cash balance to accommodate operations.

3) Prohibition -~ The fund receives no spending distribution and the Foundation assesses
no administration fees on endowments with a total balance less than the original gift’s
fair market value.

We typically distribute 3.9% (spending rate) of the average fair value of the prior 20 quarters
of an endowinent that has satisfied the three criteria for corpus protection. The Foundation calculates
spending at the end of the third quarter prior to the new fiscal year. Administrative and investment
fees are assessed on a quarterly basis on funds that are not deficient. In 2009 and 2008, our fees were
set at 1.7% and amounted to $ 1,611,565 and $ 2,957,037 respectively.
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