Tower Foundation of
San José State University

(A California State University Auxiliary
Organization)

Financial Report
June 30, 2018




Contents

Independent auditor’s report 1-2
Management’s discussion and analysis 3-7
Financial statements
Statements of net position 8
Statements of revenues, expenses and changes in net position 9
Statements of cash flows 10
Notes to financial statements 11-19
Supplementary information
Schedule of net position 20
Schedule of revenues, expenses, and changes in net position 21

Other information

22-32







Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 7 be presented to supplement the financial statements. Such
information, although not a part of the financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the financial
statements in an appropriate operational, economic or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with management’s responses
to our inquiries, the financial statements and other knowledge we obtained during our audit of the
financial statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Foundation’s financial statements. The accompanying schedules, listed in the table of
contents as supplementary information, are presented for purposes of additional analysis and are not a
required part of the basic financial statements.

The supplementary information is presented for purposes of additional analysis and is not a required part
of the financial statements. Such information is the responsibility of management and was derived from,
and relates directly to, the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audits of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information is
fairly stated, in all material respects, in relation to the financial statements as a whole.

Tacoma, Washington
September 25, 2018






Tower Foundation of San José State University

(A California State University Auxiliary Organization)

Management’s Discussion and Analysis

Years Ended June 30, 2018 and 2017

Analytical Overview

Summary

The following discussion highlights management’s understanding of the key financial aspects of the
Foundation’s financial activities as of and for the years ended June 30, 2018, 2017 and 2016. Included
are comparative analyses of current year and prior years’ activities and balances and a discussion of

restrictions of the Foundation’s net position.

Condensed Summary of Net Position

The Foundation’s condensed summary of net position as of June 30 is as follows:

Assets:
Current assets
Other noncurrent assets
Total assets

Liabilities:
Current liabilities
Noncurrent liabilities
Total liabilities

Net position:
Restricted, honexpendable endowments
Expendable:
Endowments
Other
Unrestricted:
Board designated
Other
Total net position

2018 2017 2016
$ 29,076,233 $ 31,976,666 $ 36,919,280
179,534,295 170,928,813 154,370,860

$ 208,610,528

$ 202,905,479

$ 191,290,140

$ 1318189 $ 1,456,270 $ 885,409
241,212 482,109 503,612
$ 1559401 $ 1938379 $ 1,389,021

$ 111,922,893

11,099,810
77,933,447

1,858,141
4,236,836

$ 106,878,230

10,322,024
75,952,818

1,631,845
6,182,183

$ 102,525,117

7,093,367
72,066,302

1,300,247
6,916,086

$ 207,051,127

$ 200,967,100

$ 189,901,119

Assets: Total assets increased $5.7 million from fiscal year (FY) 2017 to FY 2018 due primarily to an
increase of $7.9 million in restricted cash and investments, offset by a $2.0 million decrease in pledges
receivable. Total assets increased $11.6 million from FY 2016 to FY 2017 due primarily to an increase of
$20.4 million in restricted cash and investments from realized and unrealized gains, offset by an $8.1
million decrease in cash and cash equivalents primarily due to scholarship support to the University.

Current assets decreased $2.9 million from FY 2017 to FY 2018 due primarily to a decrease of

$1.7 million in current portion of pledges receivable and decrease of $1.2 million in cash and cash
equivalents. Current assets decreased $4.9 million from FY 2016 to FY 2017 due primarily to a decrease
of $8.1 million in cash and cash equivalents, offset by an increase of $3.1 million in current portion of

pledges receivable.



Tower Foundation of San José State University
(A California State University Auxiliary Organization)

Management’s Discussion and Analysis
Years Ended June 30, 2018 and 2017

Condensed Summary of Net Position (Continued)

Other noncurrent assets increased $8.6 million from FY 2017 to FY 2018 due primarily to an increase of
$7.9 million in restricted cash and investments and increase of $1.6 million in bequests receivable, offset
by a $0.7 million decrease in note receivable. Other noncurrent assets increased $16.6 million from FY
2016 to FY 2017 due primarily to an increase of $20.4 million in restricted cash and investments from
realized and unrealized gains, offset by a $3.6 million in pledges receivable.

Liabilities: Current liabilities remained approximately the same from FY 2017 to 2018 and increased
$0.6 million from FY 2016 to FY 2017.

Net position: Total net position increased by $6.1 million from FY 2017 to FY 2018 due primarily to an
increase of $5.0 million in restricted nonexpendable endowments. Total net position increased by
$11.1 million from FY 2016 to FY 2017 due primarily to an increase of $7.0 million in expendable other
and in restricted nonexpendable endowments of $4.4 million.

Restricted resources: Net position of the Foundation includes funds that are restricted by the donor. The
following summarizes which funds are restricted, the type of restriction and the amount as of June 30:

Restricted net position:

2018 2017 2016
Nonexpendable $ 111,922,893 $ 106,878,230 $ 102,525,117
Expendable:
Endowment $ 11,099,810 $ 10,322,024 $ 7,093,367
Other 77,933,447 75,952,818 72,066,302

$ 89,033257 $ 86,274,842 $ 79,159,669

Nonexpendable net position increased $5.0 million in FY 2018 and $4.4 million in FY 2017 primarily due
to new gifts to the endowment.















Tower Foundation of San José State University
(A California State University Auxiliary Organization)

Statements of Cash Flows
Years Ended June 30, 2018 and 2017

2018 2017
Cash flows from operating activities:
Gifts, pledges and bequests received $ 21,228,794  $ 19,789,230
Other receipts 4,350,286 3,666,829
Payments for support activities of San José State University (27,654,175) (28,979,103)
Payments for general and administrative (2,476,210) (2,578,342)
Net cash used in operating activities (4,551,305) (8,101,386)
Cash flows from noncapital financing activities:
Transfer from San José State University affiliated organizations 312,106 728,500
Cash flows from investing activities:
Increase in restricted endowments 4,970,759 6,789,709
Interest and dividends on investments 3,178,424 2,549,076
Increase (decrease) in other assets 144,820 (3,391,023)
Decrease in funds held in trust (270,312) (21,683)
Proceeds from sales and maturities of investments 53,171,823 60,613,214
Purchases of investments (58,157,600) (67,227,990)
Net cash provided by (used in) investing activities 3,037,914 (688,697)
Net decrease in cash and cash equivalents (1,201,285) (8,061,583)
Cash and cash equivalents, beginning of year 23,874,990 31,936,573
Cash and cash equivalents, end of year $ 22,673,705 $ 23,874,990

Reconciliation of operating loss to net cash used in operating activities:
Operating loss $ (4,112,217) % (7,167,431)
Adjustment to reconcile operating loss to net cash used in
operating activities:

Noncash gifts (836,336) (1,934,716)

Changes in assets and liabilities:
Decrease in pledges and bequests receivable 480,953 471,941
Decrease (increase) in due from affiliate 144,714 (137,714)
(Increase) decrease in prepaid expenses and other (119,753) 95,493
Increase (decrease) in accounts payable and accrued liabilities 516,468 (262,178)
(Decrease) increase in due to affiliated auxiliary organizations (625,134) 833,219
Net cash used in operating activities $ (4551,305) % (8,101,386)

Noncash investing activities:
Increase in fair value of investments $ 421,115  $ 10,035,950

— 1

See notes to financial statements.
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Tower Foundation of San José State University
(A California State University Auxiliary Organization)

Notes to Financial Statements

Note 2. Pledges and Bequests Receivable (Continued)

Bequests receivable at June 30 are as follows:

2018 2017
Total bequests $ 9,900,000 $ 7,500,000
Less discount to present value (4,664,534) (3,815,384)

$ 5235466 $ 3,684,616

Irrevocable planned gifts are recorded when received and are discounted to their present value based on
the life expectancy of the donor. The planned gifts are generally distributed out of the estate of the donor
upon his or her death. Bequests have been discounted at an annual rate ranging from 4.93 percent to
5.19 percent.

Note 3. Notes Receivable

During 2013, the Foundation received a bequest in the form of an interest in a real estate company.
Subsequently, the Foundation sold this interest to the other investors and received a promissory note in
exchange. The promissory note bears interest at 4 percent payable in annual installments through July 1,
2020, and is secured by an equity interest in the real estate company. The balance of the note due
beyond one year has been discounted at an annual rate of 1.25 percent.

Notes receivable at June 30 are as follows:

2018 2017

Total notes receivable $ 2,206593 $ 2,886,283
Less discount to present value (28,184) (55,414)
$ 2178409 $ 2,830,869

Less than one year $ 706,879 $ 679,691
One to five years 1,499,714 2,206,592
2,206,593 2,886,283

Less discount to present value (28,184) (55,414)

$ 2178409 $ 2,830,869
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Tower Foundation of San José State University
(A California State University Auxiliary Organization)

Notes to Financial Statements

Note 5. Fair Value Measurement (Continued)

The following table summarizes the Foundation’s investments fair value hierarchy:

Fair Value Measurement at Reporting Date Using

Significant Other Significant

Observable Unobservable Net Asset
Quoted Prices Inputs Inputs Value
Description June 30, 2018 (Level 1) (Level 2) (Level 3) (NAV)
Restricted Investments:
Equity investments - value funds $ 22,858,061 $ 22,858,061 $ - $ - $ -
Equity investments - growth funds 18,131,164 18,131,164 - - -
Equity investments - small cap 12,039,953 12,039,953 - - -
Alternative investments 7,622,363 - - - 7,622,363
Mutual funds:
Real estate 7,086,698 7,086,698 - - -
Commodities 4,628,202 4,628,202 - - -
Fixed income 21,255,758 21,255,758 - - -
Equity 35,671,882 35,671,882 - - -
All asset fund 22,061,050 22,061,050 - - -
Other assets 905,705 106,456 - - 799,249
$ 152,260,836 $ 143,839,224 $ - $ - $ 8421612
Fair Value Measurement at Reporting Date Using
Significant Other Significant
Observable Unobservable Net Asset
Quoted Prices Inputs Inputs Value
Description June 30, 2017 (Level 1) (Level 2) (Level 3) (NAV)
Restricted Investments:
Equity investments - value funds $ 20,873,064 $ 20,873,064 $ - $ - $ -
Equity investments - growth funds 17,112,469 17,112,469 - - -
Equity investments - small cap 293,202 293,202 - - -
Alternative investments 6,195,292 - - - 6,195,292
Mutual funds:
Real estate 6,666,298 6,666,298 - - -
Commaodities 4,171,105 4,171,105 - - -
Fixed income 21,290,890 21,290,890 - - -
Equity 46,563,947 46,563,947 - - -
All asset fund 21,740,008 21,740,008 - - -
Other assets 1,050,525 94,692 255,000 - 700,833
$ 145956,800 $ 138,805,675 % 255,000 % - $ 6,896,125
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Tower Foundation of San José State University
(A California State University Auxiliary Organization)

Notes to Financial Statements

Note 6. Administration Fees

The Foundation charges an administrative fee of 5 percent to various colleges and departments within the
University on all disbursements out of any expendable fund, with the exception of the scholarship fund.
The grant accounts have administrative fees between zero and 10 percent. Administrative fees of
$1,086,371 and $722,874 were charged by the Foundation for the years ended June 30, 2018 and 2017,
respectively.

In addition, the Foundation charges an annual 2 percent administration fee for endowments with total gifts
of less than $1 million and 1 percent administration fee for endowments with total gifts of over $1 million.
The fees are calculated monthly based on the allocated market value of the total endowment portfolio.
The Foundation charged the endowment funds $2,155,484 and $1,951,858 for the years ended June 30,
2018 and 2017, respectively.

Note 7. Related-Party Transactions

The Foundation is an auxiliary organization of the University dedicated solely to philanthropy.
Accordingly, related parties of the Foundation include the University and other auxiliaries of the
University.

At June 30, 2017, the Foundation received a pledge from Student Union, an affiliated organization, for
$3 million to fund a project on campus. The Foundation received the payment of $3 million during fiscal
year 2018.

The Foundation had receivables (payables) with related parties as of June 30 as follows:

Note 8. Transfer of Assets

San José State University affiliated organizations transferred $312,106 and $728,500 to the Foundation in
2018 and 2017, respectively. These transfers represent support to various campus programs.

Note 9. Commitments and Contingencies

As part of investments with ten private equity funds, the Foundation has committed to fund future capital
calls for the funds in the amount of $4,667,476 and $5,484,116 at June 30, 2018 and 2017, respectively.

The Foundation has various commitments and is contingently liable in connection with claims and
contracts arising in the normal course of its activities. Foundation management believes the outcome of
such matters will not have a significant effect on the financial position or results of activities of the
Foundation. Thus, no reserve has been reflected in the financial statements as of June 30, 2018 and
2017.
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Tower Foundation of San José State University
Other Information (Continued)
June 30, 2018

(for inclusion in the California State University)

Current
Unrestricted

Current Restricted

Total Current

Noncurrent
Unrestricted

Noncurrent
Restricted

Total Noncurrent

Total

2.2

2.3

2.4

Investments held by the University under contractual agreements at June 30, 2018:

Portion of investments in note 2.1 held by the University under contractual
agreements at June 30, 2018 : $

Restricted current investments at June 30, 2018 related to:
Add description $
Add description
Add description
Add description
Add description
Add description
Add description

Total restricted current investments at June 30, 2018 $

Restricted noncurrent investments at June 30, 2018 related to:
Endowment investment $
Scholarships
Inflation reserves
University projects
Other investments

Add description

Add description

Add description

Total restricted noncurrent investments at June 30, 2018 _$

Amount

Amount
151,355,131

905,705

152,260,836
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Tower Foundation of San José State University
Other Information (Continued)
June 30, 2018
(for inclusion in the California State University)
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Tower Foundation of San José State University
Other Information (Continued)
June 30, 2018
(for inclusion in the California State University)

Calculation of net position:
7.1 Calculation of net position - net investment in capital assets:
Capital assets, net of accumulated depreciation $ -
Capitalized lease obligations, current portion -
Capitalized lease obligations, net of current portion -
Long-term debt obligations, current portion -
Long-term debt obligations, net of current portion -
Portion of outstanding debt that is unspent at year-end -
Other adjustments: (please list)
Add description -
Add description -
Add description -
Add description -
Add description -

Net position - net investment in capital assets $ -

7.2 Calculation of net position - restricted for nonexpendable - endowments:

Portion of restricted cash and cash equivalents related to endowments $ 2,585,119
Endowment investments 151,355,131
Other adjustments: (please list)

Restricted expendable endowments (11,099,810)

Net accumulated change in market value (30,917,547)
Add description -
Add description -
Add description -
Add description -
Add description -
Add description -
Add description -
Add description

Net position - restricted for nonexpendable - endowments $ 111,922,893
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Tower Foundation of San José State University
Other Information (Continued)
June 30, 2018
(for inclusion in the California State University)
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Tower Foundation of San José State University
Other Information (Continued)
June 30, 2018
(for inclusion in the California State University)
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12

Natural Classifications of Operating Expenses:

Instruction

Research

Public service

Academic support

Student services

Institutional support

Operation and maintenance of plant

Student grants and scholarships

Aucxiliary enterprise expenses

Depreciation and amortization
Total

Tower Foundation of San José State University
Other Information (Continued)

June 30, 2018

(for inclusion in the California State University)

Scholarships and

Supplies and Other

Depreciation and

Total Operating

Salaries Benefits Fellowships Services Expenses
$ 397,443 156,882 $ - $ - $ $ 554,325
2,694,592 470,489 - 6,948,163 10,113,244
- - - 8,486,843 8,486,843
- - - 4,557,636 4,557,636
- - 3,858,422 - 3,858,422
924,201 664,797 - 887,212 2,476,210
$ 4,016,236 1,292,168 $ 3,858,422 $ 20,879,854 $ $ 30,046,680
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