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ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2012 and 2011

(In thousands of dollars)

(1) Nature of Organization

(@)

lllinois Institute of Technology

Illinois Institute of Technology (the Universityy a private not-for-proficoeducational technical
institution that is dedicated to superior teachiand excellent scholarship. Located in Chicago,
lllinois, the University enrolls a diverse studéaidy from across the nation and a number of foreign
countries.

IIT India is a private not-for-profit entity headquemed in Bangalore, India. The entity has been
created to facilitate 1IT's ability to deliver londistance internet-based educational programs to
residents of various cities in India.

IIT France is a private not-for-profit entity locatedaris, France. The entityas been created to
promote French and European students to the prog
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(f)

(9

(h)

(i)

()

ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2012 and 2011
(In thousands of dollars)

values (NAV) provided by the external investmemdnagers. The valuations for these investments
involve estimates, appraisals, assumptions, artdads, which are reviewed by the University.

Cash equivalents, consisting primarily of fixedome securities and money market accounts with
original maturities of three months or less, related to endowment funds are classified as investments.
Investment transactions are recorded on theetidate. Realized gains and losses on the sale of
investments are calculated on the basis of spediéintification of the sedaities sold. Investment
management fees and service charges are netted against investment income for financial reporting
purposes.

Notes Receivable

Student notes receivable consist of Perkins |@arth University loans. The University establishes
valuation allowances for notes receivabdesdd on estimates of future collectibility.

Inventory

Inventories are stated at cost, which is determined by the first-in, first-out method for both the
University and IITRI.

Physical Properties

The University’'s and IITRI's fixed assets are re@atdht cost of construction or acquisition. The
University and IITRI depreciate their land pnovements, buildings, and equipment on the
straight-line method over their estimated useful lives, which range from 3 to 50 years.

Upon sale or retirement of an asset, a gain or lagzigded based on the net book value at the time
of sale or retirement. Minor expenditures fognovations, constructionand replacement of
equipment are charged to current operations and are not capitalized.

Impairment of Long-Lived Assets

The University and IITRI account for long-livedssets in accordance with the provisions of
Financial Accounting Standards Board A&B) Accounting Standards Codification
(ASC) Section 360  Subtopic 10, Impairment or Disposal of Long-Lived Assets
FASB ASC Section 360 Subtopic 10 requires that long-lived assets be reviewed for impairment
whenever events or changescircumstances indicate that the carrying amount of an asset may not
be recoverable. Recoverability eésets to be held and used is measured by a comparison of the
carrying amount of an asset to future undiscounted ftasis expected to be generated by the asset.

If such assets are considered to be impairedjntipairment to be recognized is measured by the
amount by which the carrying amount of tesets exceeds the fair value of the assets.

Beneficial Interest in Perpetual Trusts

The University has a beneficial interest in cerfaémpetual trusts that are held by third parties and
are reported at fair value. The University recagsicontribution revenuejeal to its proportionate
share of the fair value of the trust assets upon notification and determination that its right to receive
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ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2012 and 2011
(In thousands of dollars)

amounts different from NAV. Beneficial interests perpetual trusts are held by various financial
institutions. These values are basedtlo® University’s proportionate ale of the investments. The fair

values of the investments in these trusts arsedbaon quoted market prices published by financial
institutions.

The University has $18,837 for 2012 and $19,868 for 20lidvestments in alternative investment funds,
which are reported at fair value. The Univerdigs concluded that the NAV reported by the underlying
fund approximates the fair value for these investméitisse investments are redeemable with the fund at
NAV under the original terms of the partnership agrers and/or subscription agreements and operations
of the underlying funds. However, it is possiblattlthese redemption rights may be restricted or
eliminated by the funds in the futuire accordance with the underlyingnilagreements. Due to the nature

of the investments held by the funds, changesamket conditions and the economic environment may
significantly impact the NAV of the funds and, conseqglyetihe fair value of the University’s interests in

the funds. Furthermore, changes to the liquidity provisions of the funds may significantly impact the fair
value of the University’s interest in the funds.

Although a secondary market exists for these invessnénis not active and individual transactions are

typically not observable. When transactions occuthis limited secondary market, they may occur at

discounts to the reported NAV. Therefore, if thelamption rights in the funds were restricted or

eliminated and the University were to sell theseestments in the secondary market, it is reasonably
possible that a buyer in the secondary market mayreegudiscount to the reported NAV, and the discount
could be significant. The University has ndumded commitments relative to these investments.
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ILLINOIS INSTITUTE OF TECHNOLOGY

Notes to Consolidated Financial Statements
May 31, 2012 and 2011

(In thousands of dollars)

2012 Redemption Days’
Level 1 Level 2 Level 3 Total or lguidation notice
Other assets:
Bond proceeds $ 4,210 — — 4,210 Day One
Perpetual trusts — — 20,053 20,053 None N/A
Total other assets 4,210 — 20,053 24,263
Total $ 157,812 — 42,890 200,702
(1) one year from the initial investment
(2) Real estate property owned by endowment
2011 Redemption Dgs’
Level 1 Level 2 Level 3 Total or liquidation notice
Investments:
Cash and cash equivalents $ 20,530 — — 20,530 Daif One
Total 20,530 — — 20,530
Domestic equities:
Fixed income 33,800 — — 33,800 Daif One
Large cap equyt 46,029 — — 46,029 Daif One
Tactical opportunities 14,282 — — 14,282 Daif One
State Street Global 2,031 — —
14 (Continued)









ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2012 and 2011

(In thousands of dollars)

(4) Investments
Investments consist of the following at May 31.:

2012 2011
Cost Fair value Cost Fair value

Cash equivalents $ 14,177 14,177 20,530 20,530
Stocks 258 299 254 333
Equity mutual funds 100,737 98,993 89,496 103,634
Bonds (lITRI) 4,133 4,136 6,391 5,885
Fixed income mutual funds 31,545 35,997 33,540 35,343
Hedge equity funds 12,171 11,408 12,171 11,640
Private equity funds 3,719 7,429 5,194 8,228
Real estate 13,803 4,000 13,803 4,200

Total investments $ 180,543 176,439 181,379 189,793

For investment purposes, the University pools sulisily all assets of its endowment accounts. Each
account owns “units” of the consolidated investrmaotl. The pooled assets are valued on a monthly basis
and a fair value per unit is determined, whichuged to calculate the number of units purchased by
accounts entering the pool and redeemed by acsowithdrawing from the pool. Income (interest,
dividends, and rents) earned by the investment pool is distributed to the individual accounts on the basis of

average units owned by each account in the pool during the year.

Return on investments consists of the following for the years ended May 31:

2012 2011
Return on investments:
Interest and dividends $ 2,232 1,297
Net realized gain on sale of investments 5,013 1,379
Net unrealized (loss) gain on investments (12,518) 24,995
Net return on investments $ (5,273) 27,671

The return on investments refleéte€ome from investments held by IITRI of $57 and $33 for 2012 and
2011, respectively. The net loss on investmenported on the statement of activities includes the
permanently restricted loss on the beneficial interegtempetual trusts of $1,351 for 2012 and a gain of

$2,716 for 2011.
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ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2012 and 2011
(In thousands of dollars)

(9) Accrued Postretirement Benefit Obligation

The University created a retireméntentive program for tenured faculty in November 2006. As part of
the incentive program, certain medical benefits areredfeo participants. A reconciliation of the plan’s
funded status with the accrued benefit cost reportatieconsolidated statements of financial position at
May 31 is presented below. The accumulated postreéint benefit obligation disclosed below is the

actuarial value of future benefits used on emypes’ service rendered through the measurement date.

2012 2011
Change in accumulated postretirement benefit obligation
at beginning of the period 2,301 2,068
Service cost 5 12
Interest cost 111 113
Actuarial gain 136 160
Actuarial benefit payments net contributions (87) (52)
Accumulated postretirement benefit obligation at end of
the period 2,466 2,301
2012 2011
Change in fair value of plan assets:
Fair value of plan assets atgixening of period — —
Employer contribution 87 52
Participant contributions 51 53
Total benefit payments (138) (105)
Fair value of plan assets at end of the period — —
Funded status 2,466 2,301
Amounts recognized in the statement of financial position
consist of:
Current liabilities 137 102
Noncurrent liabilities 2,329 2,199
Accrued postretirement benefit obligation 2,466 2,301

In fiscal year 2008, the University adopted FASB ASC Section 715 Subtodie@i@ed Benefit Plans —

Other PostretirementThe accumulated charge to unrestricted net assets consists of amounts that have not

yet been recognized in net periodic benefit cost are:

Unrecognized actuarial loss
Unrecognized prior service costs

21

2012

2011

235
38

99
49
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ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2012 and 2011

(In thousands of dollars)

reported as academic support, student services, irmtiditsupport, and auxiliary enterprises are incurred
in support of these primary program services.

Consolidated expenses by functional classiftcatire as follows for the years ended May 31:

2012 2011

Instruction $ 84,249 86,839
Research and other grant activities 64,813 74,758
Academic support 25,199 24,929
Student services 17,632 16,153
Institutional support 43,606 38,014
Auxiliary enterprises 13,004 12,659

Total $ 248,503 253,352

(12) Net Assets

Certain unrestricted net assets are designated for specific purposes by the board of trustees of the
University and are summarized as follows at May 31:

2012 2011
Funds designated by the board of tees for endowment $ 69,202 69,904
and other purpose
Undesignated (26,723) (19,365)
Total $ 42,479 50,539

Donor restrictions on temporarily restricted net assets consist of the following at May 31.

2012 2011
Scholarships $ 2,703 4,430
Instruction and academic departments 2,298 5,779
General operations 18,040 20,294
Split-interest annuity agreements 932 932
Total $ 23,973 31,435
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17)

(18)

ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2012 and 2011
(In thousands of dollars)

Contingencies

The University is a defendant in legal proceedingsrayig the ordinary course of its business. Although
the outcome of these proceedings cannot presdmtlydetermined, in the opinion of management,
disposition of these proceedings will not have a materilverse effect on thaancial position of the
University.

Participation in Federal Financial Assistance Program

On May 3, 2012, the University received a letter fiitvm United States Department of Education (USDE)
stating that the University meet the financialp@ssibility standards in 34 CFR 668.171. The University
will continue to participate in the USDE’s Studdtihancial Assistance programs under the Provisional
Certification Alternative (Zone Alternative) for the xtewo award years. The University is no longer
required to obtain an irrevocable letter of credit, \Wwhg payable to the USDE. Therefore, the University
was released from the irrevocable letter of creditich was renewed on June 15, 2011 in the amount of
$6,362.

Subsequent Events

In connection with the preparation of the consolidditegihcial statements and in accordance with recently
issued FASB ASC Section 855Subsequent Eventmanagement evaluated subsequent events after the
balance sheet date of May 31, 2012 through Oct®bge 2012, which was the date the consolidated
financial statements were issued.
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KPMG LLP

Aon Center

Suite 5500

200 East Randolph Drive
Chicago, IL 60601-6436

Independent Auditors’ Report on Supplementary Information

The Board of Trustees
lllinois Institute of Technology:

We have audited the consolidated financial statements of lllinois Institute of Technology (the University)
as of and for the years ended May 31, 2012, and issued our report thereon dated October 25, 2012
which contained an unqualified opom on those consolidated finaricistatements. Our audits were
performed for the purpose of forming an opinion ondbmesolidated financial statements as a whole. We
have not performed any procedures with respecth® audited consolidated financial statements
subsequent to October 25, 2012.

The supplementary information included in Schedules 1 through 3 is presengeoifoses of additional
analysis and is not a required part of the conatdd financial statement&uch information is the
responsibility of management and smderived from and relates directly the underlying accounting and
other records used to prepare the consolidated falastatements. The information has been subjected to
the auditing procedures applied in the audits of tvesaclidated financial stateants and certain additional
procedures, including comparing and reconciling smébrmation directly to the underlying accounting
and other records used to prepare the consolidateddial statements or the consolidated financial
statements themselves, and othdditional procedures in accordansgh auditing standards generally
accepted in the United States of America. In our opintlb@,information is fairly stated in all material
respects in relation to the consolidated financial statements as a whole.

Chicago, lllinois
October 25, 2012

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






ILLINOIS INSTITUTE OF TECHNOLOG Y
Consolidating Statement of Activities
Year ended May 31, 2012
(In thousands of dollars)

Unrestricted
Interentity
University IITRI eliminations

Total

Temporarily
restricted -
Universit y

Permanently
restricted —
University

Schedule 2

Total






