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Report of Independent Auditors

To the Board of Trustees
Ann Arbor Area Community Foundation

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Ann Arbor Area Community Foundation, which comprise
the statement of financial position as of December 31, 2021, and the related statement of activities and
cash flows for the year then ended, and the related notes to the financial statements.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of Ann Arbor Area Community Foundation as of December 31, 2021, 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.

Basts 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 Ann Arbor Area Community Foundation 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.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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 Ann Arbor Area Community
Foundation’s ability to continue as a going concern within one year after the date that the financial
statements are available to be issued.



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.

¢ |dentify 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.

e 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 Ann Arbor Area Community Foundations internal control.
Accordingly, no such opinion is expressed.

o 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.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about Ann Arbor Area Community Foundation’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.

Other Matter

The financial statements as of and for the year ended December 31, 2020, were audited by other
auditors whose report thereon dated April 21, 2021, expressed an unmodified opinion. In our opinion,
the comparative information presented herein as of and for the year ended December 31, 2020, is
consistent, in all material respects, with the audited financial statements, from which it has been
derived.

San Francisco, California
May 23, 2022
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Ann Arbor Area Community Foundation
Statements of Financial Position
December 31, 2021 and 2020

ASSETS

Cash and cash equivalents

Investments

Accounts receivable

Community impact notes receivable
Bequests and other deferred gifts receivable
Pledges receivable - net

Charitable remainder unitrust

Property, plant, and equipment - net

Total assets

LIABILITIES AND NET ASSETS

LIABILITIES
Accounts payable
Grants payable
Liability to life beneficiaries of planned gifts
Annuity payable
Other liabilities
Assets held for others:
Endowed
Nonendowed

Total liabilities
NET ASSETS
Without donor restrictions
With donor restrictions

Total net assets

Total liabilities and net assets

2021 2020

$ 3,483,390 $ 4,953,904

209,872,196 169,633,034
14,940 15,359
1,137,945 320,000
2,351,969 -
183,920 252,445
1,349,972 1,250,548
1,034,317 1,075,962

$ 219,428,649 $ 177,501,252

$ 46,607 $ 17,946
364,321 179,900
607,754 585,723
116,994 120,901

22,327 60,221
4,876,624 4,075,099
1,123 971
6,035,750 5,040,761
210,114,793 171,543,221
3,278,106 917,270
213,392,899 172,460,491

$ 219,428,649 $ 177,501,252

See accompanying notes.




Ann Arbor Area Community Foundation
Statements of Activities and Changes in Net Assets
Years Ended December 31, 2021 and 2020

2021 2020
Without Donor With Donor Without Donor With Donor
Restrictions Restrictions Total Restrictions Restrictions Total
Revenue, gains (losses), and other support
Gifts, grants, and pledges $ 15,153,242 $ 2,445,469 17,598,711 $ 20,312,305 $ - $ 20,312,305
In-kind donations 54,226 - 54,226 1,856 - 1,856
Net realized and unrealized gains on
investments 31,680,566 - 31,680,566 17,706,194 - 17,706,194
Interest and dividends 3,105,271 - 3,105,271 1,957,183 - 1,957,183
Change in value of charitable remainder
trust and deferred gifts receivable (170,543) 77,392 (93,151) - (69,525) (69,525)
Net assets released from restrictions 162,025 (162,025) - 235,718 (235,718) -
Total revenue, gains (losses), and other
support 49,984,787 2,360,836 52,345,623 40,213,256 (305,243) 39,908,013
Expenses
Program services
Grants 9,211,795 - 9,211,795 7,677,318 - 7,677,318
Programs and grants administration 536,371 - 536,371 704,392 - 704,392
Total program services 9,748,166 - 9,748,166 8,381,710 - 8,381,710
Support services
Management and general 997,892 - 997,892 802,834 - 802,834
Development 667,157 - 667,157 673,756 - 673,756
Total support services 1,665,049 - 1,665,049 1,476,590 - 1,476,590
Total expenses 11,413,215 - 11,413,215 9,858,300 - 9,858,300
Increase (decrease) in net assets 38,571,572 2,360,836 40,932,408 30,354,956 (305,243) 30,049,713
Net assets, beginning of year 171,543,221 917,270 172,460,491 141,188,265 1,222,513 142,410,778
Net assets, end of year $ 210,114,793 $ 3,278,106 $ 213,392,899 $ 171,543,221 $ 917,270 $ 172,460,491

See accompanying notes.




Ann Arbor Area Community Foundation
Statement of Functional Expenses
December 31, 2021

Program
Services and Support Services
Community Management
Services and General Development Total

Salaries and wages $ 315,205 $ 546,098 $ 331,239 $ 1,192,542
Payroll taxes and fringe benefits 55,447 105,577 60,128 221,152

Total salaries and related expenses 370,652 651,675 391,367 1,413,694
Advertising 195 3,106 18,234 21,5635
Bad debt expense - - 504 504
Conferences and meetings 6,695 9,955 4,889 21,539
Depreciation 14,812 28,056 14,049 56,917
Donor services 5,151 4,075 112,057 121,283
Dues and subscriptions - 4,322 3,110 7,432
Events 4,457 - - 4,457
Grants 9,211,795 - - 9,211,795
In-kind expense - 48,056 6,170 54,226
Insurance - 16,831 - 16,831
Impact investing 9,825 - - 9,825
Miscellaneous - 1,674 8,440 10,114
Occupancy 9,096 17,230 8,628 34,954
Postage - 1,795 2,013 3,808
Professional fees 57,703 116,895 43,615 218,213
Supplies 5,518 9,061 6,038 20,617
Strategic planning - 4,625 1,550 6,175
Tech licenses and fees 50,956 77,358 39,697 168,011
Telephone 1,311 2,483 1,244 5,038
Website - 695 5,552 6,247

Total functional expenses $ 9,748,166 $ 997,892 $ 667,157 $ 11,413,215

6 See accompanying notes.




Ann Arbor Community Foundation
Statement of Functional Expenses (Continued)

Year Ended December 31, 2020

Salaries and wages
Payroll taxes and fringe benefits

Total salaries and related expenses

Advertising

Bad debt expense
Conferences and meetings
Depreciation

Donor services

Dues and subscriptions
Events

Grants

In-kind expense
Insurance

Impact investing
Miscellaneous
Occupancy

Postage

Professional fees
Strategic planning
Supplies

Tech licenses and fees
Telephone

Website

Total functional expenses

See accompanying notes.

Program
Services and Support Services
Community Management
Services and General Development Total
300,326 $ 473,723 $ 357,504 $ 1,131,553
68,287 75,867 44,102 188,256
368,613 549,590 401,606 1,319,809
650 1,506 17,584 19,740
- - 31,225 31,225
2,924 3,976 6,336 13,236
15,162 24,334 16,495 55,991
6,856 1,652 36,644 45,052
199 3,026 2,948 6,173
298 - 6,441 6,739
7,677,318 - - 7,677,318
- 315 1,541 1,856
- 12,665 - 12,665
180,045 - - 180,045
- (3,091) 6,549 3,458
9,729 15,615 10,585 35,929
- 2,192 2,192 4,384
74,766 112,727 50,355 237,848
- 18,595 29 18,624
6,864 9,658 7,533 24,055
37,071 48,030 42,449 127,550
1,215 1,950 1,322 4,487
- 194 31,922 32,116
8,381,710 $ 802,834 $ 673,756 $ 9,858,300
7




Ann Arbor Area Community Foundation
Statements of Cash Flows
Years Ended December 30, 2021 and 2020

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile changes in net assets to net cash and
cash equivalents from operating activities
Depreciation
Amortization of discount on pledges receivable
Noncash charitable remainder unitrust
Net unrealized gain on investment
Net realized gain on investments
Changes in operating assets and liabilities
Accounts receivable
Pledges and trusts receivable
Bequests and other deferred gifts receivable
Accounts payable and other liabilities
Grants payable
Annuity payable
Assets held for others, endowed
Assets held for others, nonendowed
Liability to life beneficiaries of planned gifts

Net cash and cash equivalents provided by operating
activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment
Purchases of investments
Proceeds from sales and maturities of investment
Notes issued
Repayments of notes issued

Net cash and cash equivalents used in investing activities

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

2021 2020
$ 40,932,408 $ 30,049,713
56,917 55,991
1,448 (7,647)
(99,424) (62,114)
(22,996,180) (18,245,532)
(11,109,634) (83,713)
419 1,940

67,077 242,500
(2,351,969) 129,870
(9,233) (3,753)
184,421 (449,461)
(3,907) (5,031)

801,525 433,842
152 (4,896)

22,031 2,634
5,496,051 12,054,343
(15,272) (27,670)
(45,566,309) (38,046,301)
39,432,961 28,465,620
(941,000) (370,000)
123,055 50,000
(6,966,565) (9,928,351)
(1,470,514) 2,125,992
4,953,904 2,827,912

$ 3,483,390 $ 4,953,904

See accompanying notes.




Ann Arbor Area Community Foundation
Notes to Financial Statements

NOTE 1 - NATURE OF ACTIVITIES

The Ann Arbor Area Community Foundation (the “Community Foundation”) enriches the quality of life in its region
through its knowledgeable leadership, engaged grantmaking, and creative partnerships with donors to make
philanthropic investments and build endowment.

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES

Basis of accounting — The financial statements of the Community Foundation have been prepared under
accounting principles generally accepted in the United States of America for not-for-profit organizations (“GAAP”).
References to fiscal years 2021 and 2020 refer to the years ended December 31, 2021 and December 31, 2020,
respectively.

Use of estimates — The preparation of the financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Accordingly, actual
results could differ from these estimates.

Financial statement presentation — The Community Foundation has determined that the use of fund accounting
to segregate assets, liabilities, net assets, income, and expenses, although not required by accounting standards,
is a meaningful practice to continue. While not presented in these financial statements, internally the Community
Foundation utilizes eight fund types to segregate activities as follows:

e Community Impact — Also known as “unrestricted” funds, these are net assets that are not subject to donor-
or board-imposed restrictions.

o Field of Impact — Resources used to support specific areas, such as community development, the
performing arts, health care, environmental preservation, education, services for the elderly, or programs
for youth.

e Scholarship — Resources used to help area students complete their education.

o Donor advised — Resources for which the donors are active participants in the giving process, sharing their
insights and preferences with the Community Foundation’s trustees as fund distributions are made.

¢ Non-Profit Endowments — Resources for which the donors specify certain charities as recipients of their
gifts. Funds received directly from not-for-profit organizations for their own endowment fund are a subset
of this category. Such funds are referred to as “agency” endowment funds and shown as a liability.

e Special — This fund category is used to account for nonendowed agency transactions entered into by the
Community Foundation. The agreement between the Community Foundation and the interested party
allows for distributions of both income and principal. The resources received under these agreements are
not considered contributions to the Community Foundation and, therefore, have been classified as a liability.

e Trust — This fund type includes a charitable remainder unitrust gift and a charitable gift annuity.

e Administrative — Resources used to provide financial support for day-to-day programs and operations.




Ann Arbor Area Community Foundation
Notes to Financial Statements

Description of net assets — Net assets are classified based on existence or absence of donor-imposed restrictions
as follows:

Net assets without donor restrictions are defined as that portion of net assets that has no use or time restrictions.
The bylaws of the Community Foundation include a variance provision giving the Board of Trustees (the
“Board”) the power to modify any restriction or condition on the distribution of funds for any specified charitable
purpose or to specified organizations if, in the sole judgment of the Board (without the necessity of the approval
of any other party), such restriction or condition becomes, in effect, incapable of fulfilment, or inconsistent with
the charitable needs of the community or area served. Based on that provision, the Community Foundation
classifies contributions, except as noted below, as net assets without donor restrictions for financial statement
presentation.

The Board has designated, from net assets without donor restrictions, net assets for Board-designated
endowments. These Board-designated endowments distribute an annual payout based on the Board-approved
spending policy which is used to provide funding for community impact, administrative, scholarship, non-profit
endowment, and field of impact funds as described above.

Net assets with donor restrictions are defined as that portion of net assets that consist of a restriction on the
specific use or the occurrence of a certain future event. Contributions unconditionally promised, including
irrevocable planned gifts, which are scheduled to be received more than one year in the future, are recorded at
fair value, classified as net assets with donor restrictions until the funds are received, and are discounted at a
rate commensurate with the risk. The Community Foundation also receives grants from charitable foundations
and local agencies for initiatives and special projects for which purpose restrictions apply. Such grants and
contributions are recorded as net assets with donor restrictions until the purpose restrictions are met at which
time the assets are reclassified to net assets without donor restrictions and reported as net assets released
from restrictions.

Cash and cash equivalents — For financial statement purposes, the Community Foundation considers all cash
accounts, except those being held for investment purposes, and all highly liquid debt instruments purchased with a
maturity of 90 days or less to be cash equivalents.

Investments — Investments are stated at fair value. Fair value is defined as the price that would be received to sell
an asset or paid to transfer a liability in an orderly transaction between willing market participants at the
measurement date. The Community Foundation determine fair value based on the fair value hierarchy established
under applicable accounting guidance which requires an entity to prioritize the use of observable market-based
inputs over the use of unobservable inputs when measuring fair value. There are three levels of inputs used to
measure fair value. Financial instruments are considered Level 1 when the valuation is based on quoted market
prices in active markets for identical assets or liabilities. Level 2 financial instruments are valued using quoted prices
for similar assets or liabilities, quoted prices in markets that are not active, or models using inputs that are
observable or can be corroborated by observable market data for substantially the full term of the assets or liabilities.
Financial instruments are considered Level 3 when their values are determined using pricing models, discounted
cash flow methodologies or similar techniques, and at least one significant model assumption or input is
unobservable and when determination of the fair value requires significant management judgment or estimation.
Financial instruments are considered valued at net asset value (“NAV”) when the investment (i.e., commingled
funds, hedge funds, private equity funds) is valued at NAV based on capital statements provided by entities that
qualify to calculate fair value using NAV per share or its equivalent.
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Ann Arbor Area Community Foundation
Notes to Financial Statements

Investments are exposed to various risks, such as changes in interest rates or credit and market fluctuations. Due
to the level of risk associated with certain investment securities and the level of uncertainty related to changes in
the value of investment securities and other investments, it is at least reasonably possible that changes in value in
the near term could materially affect the Community Foundation’s investments and total net assets balance.

Community impact notes receivable — Community impact notes receivable are investments that would not be made
were it not for the relationship of the investment to the Community Foundation’s programmatic mission. Although the
underlying investments may or may not have a profit motive, that is not the primary focus of the investment by the
Community Foundation.

As part of its strategy of using a portion of its investment assets to create direct community impact in Washtenaw
County, the Community Foundation makes investments in notes receivable with local nonprofit organizations. Notes
receivable is comprised of loans ranging from $20,000 to $250,000 at annual interest rates ranging from 1.50% to
2.00% at December 31, 2021 and 2020, respectively. The notes mature at various dates through 2027.

Community Impact notes receivable are summarized as follows for the period ending December 31, 2021:

2021 2020
Short-term notes $ 71,945 $ 195,000
Long-term notes 1,066,000 125,000
Total community impact notes receivable $ 1,137,945 $ 320,000

Going forward, management expects that investments focused on long-term impact in our community will make up
a growing share of the Community Foundation’s total investment allocation.

During the years ended December 31, 2021 and 2020, the Community Foundation made a number of impact loans
to non-profit organizations for program purposes. The loans have various interest rates and maturity dates. The
outstanding loan balances were $1,066,000 and $125,000 for the years ended December 31, 2021, and 2020,
respectively, with additional commitments of $245,000 yet to be deployed. Of the year ended December 31, 2021
balance, $625,000 consisted of investments from the Community Foundation’s investment portfolio, and $441,000
consisted of investments made directly by donor-advised funds. Payments on the loans will consist of interest only,
with the full principal balances due at maturity. Management determines the allowance for doubtful accounts by
evaluating individual balances and assessing the likelihood of collections. Management determined that an allowance
for uncollectible loans was not necessary as of December 31, 2021 and 2020.

Bequests receivable and other deferred gifts receivable — Bequests receivable consist of gifts made by means
of wills and trusts for which the donor is deceased and are otherwise considered irrevocable. Other deferred gifts
receivable consist of other gifts for which payment is expected in the future. Deferred gifts are recorded at the
present value of the revenue to be received using discount rates appropriate for the time frame and risk level of the
asset. Payment on these receivables is expected in the next year. The bequests and other deferred gifts receivable
totaled $2,351,969 and $0 as of December 31, 2021 and 2020, respectively.

Split-interest gifts — The Community Foundation has an irrevocable remainder beneficiary interest in charitable

remainder trusts and charitable gift annuities whose maturities are based on the life expectancies of the income
beneficiaries or a specified term of years.

11




Ann Arbor Area Community Foundation
Notes to Financial Statements

Trusts and annuities in which the Community Foundation is both trustee and remainder beneficiary are recorded at
the fair value of the assets in the trusts. The corresponding liability for certain future amounts due to beneficiaries
is recorded at the fair value of the annuity payments. The present value discount rates used for all trusts and
annuities were 5% at December 31, 2021 and 2020, respectively.

Pledges receivable — Pledges receivable are unconditional promises to give that are expected to be collected in
future years. Management determines the allowance for doubtful accounts by evaluating individual balances and
assessing the likelihood of collections. For years ended December 31, 2021 and 2020, pledges receivable are subject
to discounting based on the relevant Treasury security rate plus two percentage points.

Property and equipment — Property and equipment are recorded at cost when purchased and at estimated fair
value when donated. Depreciation on property and equipment is calculated on a straight-line basis over the
estimated useful lives of the assets, ranging from 3 to 40 years.

Agency transactions — The Community Foundation has adopted established standards for transactions in which
the Community Foundation accepts a contribution from a donor and agrees to transfer those assets, the return on
the investment of those assets, or both to another entity that is specified by the donor. The Community Foundation
refers to these types of resources as nonprofit endowments, agency endowments, or special funds and has
accounted for these three types of funds in the nonprofit endowments and/or special fund categories. The
statements of financial position refers to agency endowment funds held within the nonprofit endowment category
as endowed assets held for others. The statements of financial position also refer to nonendowed assets held for
others. These assets represent temporary special funds that have an impact on the community and facilitate the
individual donors’ support of time-limited initiatives.

The agency fund agreements between the Community Foundation and the organizations allow for distributions per
the spending policy of the Community Foundation. The special fund agreements between the Community
Foundation and the organizations or individuals allow for distribution of both income and principal. The resources
received under these agreements are not considered contributions to the Community Foundation and, therefore,
have been classified as a liability.

In 2021 and 2020, funds of $62,012 and $52,222, respectively, were received under agency endowment fund
agreements and were recorded directly to assets held for others in the statements of financial position liability
account.

Accounting treatment for each type of fund

Nonprofit endowment funds — Nonprofit endowment funds are typically established with gifts from a donor with a
request to distribute the transferred assets, the return on the investment of those assets, or both to a specified
unaffiliated beneficiary. Additionally, the donor has granted the Community Foundation variance power, which
allows the Community Foundation the flexibility to ensure that the donor’s charitable interest will be served in
perpetuity. When accounting for additions to nonprofit endowment funds that are not agency endowment funds (see
below), the Community Foundation records the assets received or promised as contributed revenue.

12




Ann Arbor Area Community Foundation
Notes to Financial Statements

Agency endowment funds — When a not-for-profit organization (“NPQ”) establishes, with its own funds, a nonprofit
endowment fund at the Community Foundation for its own benefit, the transfer of assets to the Community
Foundation is not contribution revenue and is accounted for as a liability. The Community Foundation refers to such
funds as “agency” endowment funds. The Community Foundation continues to report the fund as an asset of the
Community Foundation; however, a liability for the market value is also recorded, representing the present value of
the future payments expected to be made to the NPO. Agency endowment funds totaled $4,876,624 and
$4,075,099 at December 31, 2021 and 2020, respectively.

Contributions revenue — Contributions are recognized as revenue when received or unconditionally promised.
Unconditional promises to give that are expected to be collected in future years are recognized at fair value based
on discounted cash flows. The discount on these amounts is computed using the rate applicable in the year the
promises were received. Amortization of discount is recorded as additional contribution revenue in accordance with
donor-imposed restrictions, if any, on the original contributions. Contributions of assets other than cash are recorded
at their estimated fair value. Contributions of public stock are recorded at the mean of the quoted market price on
the date of donation.

In-kind donations — Significant donated property and equipment is recorded at estimated fair value at the date of
receipt. Contributed services, which requires a specialized skill and for which the Community Foundation would
have paid for if not contributed, are recorded at their estimated fair value at the date the contributed services are
received. In-kind donations consist of materials and services given without remuneration. In 2021 professional
services were donated by a consulting firm owned by the secretary of the Board of Trustees with a fair market value
of $40,160. The remaining donations for 2021 and 2020 consisted of artwork, household goods, and other
professional services.

Grants awarded — Grants are recognized when all significant conditions are met by grantees, all due diligence has
been completed, and they are approved by staff or board committee. Grant refunds are recorded as a reduction of
grant expense at the time the Community Foundation receives or is notified of the refund.

There were no conditional grants awarded as of December 31, 2021 and 2020.

Functional allocation of expenses — The Community Foundation allocates expenses on a functional basis to
program and support services. Expenses that can be identified with a specific program or support service are
allocated directly according to their natural expenditure classification. Wages, payroll taxes, and benefits are
allocated based on an estimate of the time each staff members spends related to each of the functional categories.
Other expenses, such as certain administration and occupancy expenses, are allocated based on estimates of
overall staff time allocated to each functional category. Although allocation methods used are considered
reasonable, other methods could be used that would produce different results. Management and general and
development costs are shown as administrative costs under support services on the statements of activities and
changes in net assets.

Tax status — The Internal Revenue Service has ruled that the Community Foundation is a public charity, as
described in Section 509(a)(1) of the Internal Revenue Code (“IRC”). Consequently, the Community Foundation is
exempt from federal income tax and certain excise taxes imposed on private foundations under Section 501(c)(3)
of the United States IRC.

13




Ann Arbor Area Community Foundation
Notes to Financial Statements

Concentration of credit risk arising from deposit accounts — The Community Foundation maintains cash
balances at one institution. Accounts at this institution are insured by the Federal Deposit Insurance Corporation in
accordance with the program limit. In addition, the Community Foundation uses a cash management product
through its primary depository institution to ensure that any deposits over $250,000 are insured with other banking
institutions. At times, the balances held in the primary deposit account may exceed federally insured amounts.

Reclassifications — Certain 2020 amounts have been reclassified to conform with the 2021 presentation. These
reclassifications had no effect on total net assets or changes in net assets.

COVID-19 — On March 11, 2020, the World Health Organization declared the outbreak of a respiratory disease
caused by a new coronavirus a pandemic. The outbreak has impacted millions of individuals worldwide. In
response, many countries have implemented measures to combat the outbreak that have impacted global business
operations.

During the pandemic, the Community Foundation helped to address community needs through short-term loans to
eligible nonprofit organizations (as described earlier in Note 2 — Community impact notes receivable). Additionally,
the Community Foundation continues to evaluate the impacts the pandemic and health protocols are having on its
operations. No impairments of assets have been recorded as a result of the pandemic as of the statement of
financial position date. Due to volatility in financial markets, there is uncertainty regarding the long-term impact on
the value of the Community Foundation’s investment portfolio and collectability of notes receivable.

SUBSEQUENT EVENTS -

Subsequent events are events or transactions that occur after the statement of financial position date but before
the financial statements are available to be issued. The Community Foundation recognizes in the financial
statements the effects of all subsequent events that provide additional evidence about conditions that existed at the
date of the statement of financial position, including the estimates inherent in the process of preparing the financial
statements. The Community Foundation’s financial statements do not recognize subsequent events that provide
evidence about conditions that did not exist at the date of the statement of financial position but arose after the
statement of financial position date and before the financial statements are available to be issued.

The Community Foundation has evaluated subsequent events through May 23, 2022, which is the date the financial
statements were available to be issued.

NOTE 3 — INVESTMENTS

Investments were composed of the following fair values at December 31:

2021 2020
Money market funds $ 849,706 $ 1,603,618
Fixed income 21,378,708 19,225,745
Equity securities 112,424,120 93,508,428
Alternative investments 75,219,662 55,295,243
Total $ 209,872,196 $ 169,633,034

14




Ann Arbor Area Community Foundation
Notes to Financial Statements

Investment income and expenses were composed of the following for the years ended December 31:

2021
Interest and dividends $ 3,105,271 $
Net realized gains 11,109,634
Net unrealized gains 22,996,180 18,245,532
Investment fees (2,425,248)
Total $ 34,785,837 $ 19,663,377

NOTE 4 - FAIR VALUE MEASUREMENTS

Accounting standards require certain assets and liabilities be reported at fair value in the financial statements and
provide a framework for establishing that fair value. The framework for determining fair value is based on a hierarchy

that prioritizes the inputs and valuation techniques used to measure fair value.

The following tables present information about the Community Foundation’s assets and liabilities measured at fair
value on a recurring basis at December 31, 2021 and 2020, and the valuation techniques used by the Community

Foundation to determine those fair values.

Level 1 — Investments include marketable securities, exchange traded funds, and cash equivalents that are

carried at fair value based on observable quoted market prices in active markets and mutual funds
that are valued based on the net asset value per share computed by the fund manager and validated
by a sufficient level of observable activity (i.e., purchases and sales).

Level 2 — Inputs use other inputs that are observable, either directly or indirectly. These Level 2 inputs include

quoted prices for similar assets and liabilities in active markets and other inputs, such as interest
rates and yield curves, that are observable at commonly quoted intervals.

Level 3 — Unobservable inputs, including inputs that are available in situations where there is little, if any,

market activity for the related asset or liability. These Level 3 fair value measurements are based
primarily on management's own estimates using pricing models, discounted cash flow
methodologies, or similar techniques taking into account the characteristics of the asset or liability.
Level 3 investments include charitable remainder unitrust and liabilities associated with life
beneficiaries of planned gifts. Valuation techniques and inputs for each are described below.

Beneficial interests — The Community Foundation uses a discounted cash flow methodology to
determine fair value of the beneficial interests in charitable remainder trusts and to determine the
liability associated with split interest agreements. Inputs used for valuation of remainder interests in
charitable trusts include statements provided by the custodian, the life expectancy of the income
beneficiaries, and an applicable discount rate determined by the Community Foundation. The fair
value of beneficial interests is reviewed and updated annually by adjusting the current life
expectancies of the income beneficiaries, applicable discount rate, and market value of each trust. A
decrease in the discount rate and a longer life expectancy will decrease the fair value of the trust
receivable.
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In instances where inputs used to measure fair value fall into different levels in the above fair value hierarchy, fair
value measurements in their entirety are categorized based on the lowest level input that is significant to the
valuation. The Community Foundation’s assessment of the significance of particular inputs to these fair value
measurements requires judgment and considers factors specific to each asset or liability.

The following tables present the balance of assets and liabilities carried at fair value on the statements of financial

position as of December 31, 2021 and 2020:

December 31, 2021

Quoted Prices in

Active Markets Significant Other Significant
for Identical Observable Unobservable Investments Balance at
Assets Inputs Inputs Measured at Net December 31,
(Level 1) (Level 2) (Level 3) Asset Value 2021
Assets
Investments
Money market funds
Short-term investment $ 849,705 $ - $ - $ - $ 849,705
Mutual funds, fixed income 21,378,708 - - - 21,378,708
Mutual funds, domestic equity 66,527,995 - - - 66,527,995
Mutual funds, foreign equity 45,896,126 - - - 45,896,126
Alternative investments - - - 75,219,662 75,219,662
Subtotal 134,652,534 - - 75,219,662 209,872,196
Charitable remainder unitrust - - 1,349,972 - 1,349,972
Total assets $ 134,652,534 $ - $ 1,349,972 $ 75,219,662 $ 211,222,168
Liabilities
Liability to life beneficiaries of planned gifts ~ $ - $ - $ 607,754 $ - $ 607,754
December 31, 2020
Quoted Prices in
Active Markets Significant Other Significant
for Identical Observable Unobservable Investments Balance at
Assets Inputs Inputs Measured at Net December 31,
(Level 1) (Level 2) (Level 3) Asset Value 2020
Assets
Investments
Money market funds
Short-term investment $ 1,603,618 $ - $ - $ - $ 1,603,618
Mutual funds, fixed income 19,225,745 - - - 19,225,745
Mutual funds, domestic equity 53,198,724 - - - 53,198,724
Mutual funds, foreign equity 40,309,704 - - - 40,309,704
Alternative investments - - - 55,295,243 55,295,243
Subtotal 114,337,791 - - 55,295,243 169,633,034
Charitable remainder unitrust - - 1,250,548 - 1,250,548
Total assets $ 114,337,791 $ - $ 1,250,548 $ 55,295,243 $ 170,883,582
Liabilities
Liability to life beneficiaries of planned gifts ~ $ - $ - $ 585,723 $ - $ 585,723

Alternative investments include redeemable interests in domestic equity, global equity, real estate, real asset,
private equity, and hedge funds. Alternative investments may be structured as limited partnerships, limited liability
companies, commingled trusts, and offshore investment funds. These investments are based on their net asset
value.
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Investments in entities that calculate net asset value per share — The Community Foundation holds shares or
interests in investment companies at year end for which the fair value of the investment held is estimated based on
net asset value per share (or its equivalent) of the investment company. For assets totaling $33,353,091 and
$25,923,868 at December 31, 2021 and 2020, respectively, the underlying assets held by these investment
managers are primarily publicly traded equities and bonds for which net asset value is readily determined on a daily
basis. For the remaining investments in this category, the underlying assets are primarily investments in privately
owned assets for which current net asset value is based on the best estimates of the management of those funds;
realizable values for these assets may vary from these estimates.

The following table presents the unfunded commitments, redemption frequency, and notice period for investments
in entities that calculate fair value using net asset value per share or its equivalent:

December 31, 2021

Unfunded Redemption
Fair Value at Commitments at Redemption Redemption Restrictions
December 31, December 31, Frequency, if Notice and Lock-Up
2021 2021 Eligible Period Period
Domestic equity fund $ 24,181,814 $ - Quarterly 60 days N/A
Foreign/global equity funds 3,653,277 - Various Various Various
Real estate securities fund 5,518,000 - Monthly 15 days N/A
Hedge funds 2,642,975 - Various Various Various
Private natural resources
and real estate funds 7,105,823 9,182,019 lliquid N/A N/A
Private equity funds 32,117,773 17,319,076 lliquid N/A N/A
Total $ 75,219,662 $ 26,501,095

Equity funds are actively managed funds that invest in stocks and other securities issued by companies in domestic
and foreign markets. Funds in the domestic equity fund category provide participants with an opportunity to invest
in companies primarily located in the United States. Funds in the foreign/global equity fund category invest primarily
in diversified portfolios of either foreign or global equity securities. Investments are held within a commingled trust
or limited partnership structure.

Hedge funds includes investments in funds that focus on two broad categories:

1. Long/short hedge funds — This category consists of funds that take long and short positions in U.S. and
global common stocks. Management of the underlying hedge funds has the ability to shift investments from
value to growth strategies, from small to large capitalization stocks, and from a net long position to a net
short position.

2. Multi-strategy hedge funds — This category includes investments in funds that invest through a wide variety
of hedge fund managers employing many different strategies, with a bias toward credit spreads and
arbitrage-type styles.

Private natural resources and real estate funds includes investments in funds that focus on two broad categories:
1. Private natural resources - Real assets funds are actively managed funds that invest primarily in private

companies involved in mining, energy and infrastructure, timber, agribusiness, natural resources, and other
hard assets. These investments are generally not redeemable from the fund manager.
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2. Real estate funds are actively managed funds that invest in commercial properties in the U.S. and abroad
including, but not limited to, residential, multi-family, office, retail, hotel, industrial, and other specialties.
These investments are generally not redeemable from the fund manager. Instead, distributions are received
through the liquidation of the underlying assets of the fund.

Private equity funds are actively managed funds and fund-of-funds that invest in private and public companies
through a variety of strategies including, but not limited to, early and late-stage venture capital, leveraged buy-outs,
distressed assets, special situations, and credit strategies. These investments are generally not redeemable from
the fund manager.

The Community Foundation also monitors the liquidity of its investment portfolio to be certain that cash needs for
any particular period of time can be met. At December 31, 2021 and 2020, the entire portfolio was invested as
follows: 64.8 percent and 69 percent in assets with daily redemption terms, 4 percent and 3 percent monthly
redemption, 11 percent and 11 percent quarterly redemption, 1 percent and 1 percent semiannual redemption, 0.2
percent and 3 percent annual redemption, and 19 percent and 13 percent illiquid, respectively. These figures are
measured and monitored on a quarterly basis.

The table below presents information about significant unobservable inputs related to the categories of Level 3
financial assets and liabilities at December 31, 2021:

Fair Value at Range
December 31, Valuation Unobservable Weighted
2021 Technique Inputs Average
Assets - Charitable remainder unitrust $ 1,349,972 Fair value of
trust investments Underlying investments in trust N/A
Liabilities - Liability to life beneficiaries of planned gifts $ 607,754  Present value of Life expectancy of the beneficiary 11.2 years
future cash outflows discount rate 5 percent
growth rate 5 percent

NOTE 5 - PLEDGES RECEIVABLE

The Community Foundation receives contributions from related parties, such as the board members. For the years
ended December 31, 2021 and 2020, such contributions were $70,498 and $178,281, respectively.

Pledges outstanding at December 31, 2021 and 2020, are expected to be collected as follows:

2021 2020
Pledges receivable in less than one year $ 2,410,670 $ 176,527
Pledges receivable in one to five years 127,380 76,631
Pledge receivable in more than five years 2,000 2,000
Gross unconditional promises to give 2,540,050 255,158
Less unamortized discount on pledges due in greater than one year (4,161) (2,713)
Unconditional promises to give $ 2,535,889 $ 252,445
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NOTE 6 - PROPERTY AND EQUIPMENT

The cost of property and equipment is summarized as follows:

2021 2020
Buildings $ 1,401,778 $ 1,401,778
Furniture and fixtures 147,968 132,697
Computer equipment and software 126,475 126,475
Total cost 1,676,221 1,660,950
Accumulated depreciation (641,904) (584,988)
Net property and equipment $ 1,034,317 $ 1,075,962

Depreciation expense for 2021 and 2020 was $56,917 and $55,991, respectively.

NOTE 7 - GRANTS/GRANTS PAYABLE

The following summarizes grants approved, paid, and those committed for future payments for 2021 and 2020:

2021 2020
Grants payable, beginning of year $ 179,900 $ 629,361
Unconditional grants expensed 9,288,678 7,798,316
Payments made (9,104,257) (8,247,777)
Grants payable, end of year $ 364,321 $ 179,900

NOTE 8 — CHARITABLE REMAINDER UNITRUST

During the year ended December 31, 1999, the Community Foundation began to administer a planned gift under a
charitable remainder unitrust. A charitable remainder unitrust provides for the payment of a fixed percentage of the
net fair value of the trust’s assets, as determined each year. Upon termination of the income beneficiary’s interest,
the assets of the trust are to be transferred in the following amounts: (1) $50,000 to an unrelated charity, and (2) the
balance of the trust to the Community Foundation for donor-designated purposes.

The portion of the planned gift attributable to the present value of the future benefits to be received by the
Community Foundation, $422,107, was recorded in the statements of activities and changes in net assets as a
contribution in the period in which the planned gift was established. The balance of the charitable remainder unitrust
assets was $1,349,972 and $1,250,548 at December 31, 2021 and 2020, respectively.

The present value of the estimated future payments to the beneficiary was redetermined in 2021 and 2020, using
a discount rate of 5.0 percent and the applicable mortality tables, adjusting the liability and recognizing loss by
$93,151 and $69,525, respectively. The liability to life beneficiaries of planned gifts was $607,754 and $585,723 for
2021 and 2020, respectively.
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NOTE 9 — ANNUITY PAYABLE

Annuity payable is composed of a charitable gift annuity, which is a contract between the Community Foundation
and a donor in which the Community Foundation agrees to pay the donor (or other person named by the donor) a
lifetime annuity in return for a gift of cash or marketable securities. A liability is recorded for the amount due to an
income beneficiary of a charitable gift annuity based on the present value of the estimated future payments to be
distributed during the income beneficiary’s expected life. Each year, the liability is remeasured by changes in
actuarial assumptions, and changes in the liability due to factors other than cash payments, such as changing life
expectancies, are recorded as an increase or decrease to revenue, gains, and other support.

NOTE 10 — BOARD-DESIGNATED ENDOWMENTS
The Community Foundation’s net assets without donor restrictions include board-designated endowments that
would be classified as donor-restricted endowments, except that the Community Foundation has variance power
over those assets. Therefore, the Board treats these funds as board-designated endowments, and they are
classified and reported based on the existence or absence of donor-imposed restrictions.
Interpretation of relevant law — The Board of the Community Foundation follows the Uniform Prudent
Management of Institutional Funds Act (“UPMIFA”), which is designed to help ensure the long-term preservation of
the corpus of endowed funds. As a result of this law and variance power provision rights, the Community Foundation
classifies within unrestricted net assets (a) the original value of gifts donated to the designated endowment, (b) the
original value of subsequent gifts to the designated endowment, and (c) accumulations to the designated
endowment. In accordance with UPMIFA, the Community Foundation considers the following factors in making a
determination to appropriate or accumulate board-designated endowment funds:

e The duration and preservation of the fund

e The purpose of the Community Foundation and the board-designated endowment fund

¢ General economic conditions

e The possible effect of inflation and deflation

e The expected total return from income and the appreciation of investments

e Other resources of the Community Foundation

o The investment policies of the Community Foundation
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Changes in endowment net assets for the year ended December 31, 2021:

Without Donor
Restrictions
Net assets without donor restrictions, beginning of the year $ 171,543,221
Investment return
Investment income 3,105,271
Net appreciation (realized and unrealized) 31,622,756
Total investment return 34,728,027
Contributions and other support 15,198,950
Appropriation for distributions and administrative fees (11,355,405)
Net assets without donor restrictions, end of year $ 210,114,793
Nonendowed net assets, end of year
Nonendowed donor advised funds $ 29,199,044
Other nonendowed assets 4,510,295
Total nonendowed net assets 33,709,339
Board-designated endowment net assets $ 176,405,454
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Changes in endowment net assets for the year ended December 31, 2020:
Without Donor

Restrictions

Net assets without donor restrictions, beginning of the year $ 141,188,265
Investment return

Investment income 1,957,183

Net appreciation (realized and unrealized) 17,689,846

Total investment return 19,647,029

Contributions and other support 20,549,879
Appropriation for distributions and administrative fees (9,841,952)
Net assets without donor restrictions, end of year $ 171,543,221
Nonendowed net assets, end of year

Nonendowed donor advised funds $ 26,742,809

Other nonendowed assets 3,718,074

Total nonendowed net assets 30,460,883

Board-designated endowment net assets $ 141,082,338

Return objective and risk parameters — The Community Foundation has adopted investment and spending
policies for its net assets that attempt to provide a predictable stream of funding to programs supported by its net
assets while seeking to maintain its purchasing power. Under this policy, as approved by the Board, the Community
Foundation has four objectives: (1) preserve and grow the assets of the Community Foundation, (2) balance long-
term growth with appropriate risk and liquidity, (3) achieve market returns, and (4) comply with applicable laws,
rules, and regulations.

Strategies employed for achieving objectives — To satisfy its long-term rate-of-return objectives, the Community
Foundation relies on a total return strategy in which investment returns are achieved through both capital
appreciation (realized and unrealized) and current yield (interest and dividends). The Community Foundation
targets a broadly diversified asset allocation model with performance benchmarks based on each asset class.

Spending policy and how the investment objectives relate to spending policy — The Community Foundation
has a policy of appropriating for distributions and administrative fees each year up to 5 percent of its endowed
investment pool’s average fair value over the prior 16 quarters through September 30 of the preceding fiscal year
in which the distribution is planned. In establishing this policy, the Community Foundation considered the long-term
expected return on its investment portfolio. By limiting its spending policy, over the long term, the Community
Foundation expects the current spending policy to allow its net assets to grow annually. This is consistent with the
Community Foundation’s objective to maintain the purchasing power of the investment portfolio and net assets, as
well as to provide real growth through new gifts and investment returns.
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The annual spending amount, as defined above, is used for both amounts available to grant from each fund, as well
as administrative fees charged to each fund. The administrative fee is calculated based on the fund fee schedule
approved by the Board and in effect at the time the calculation is made. Amounts available to grant are calculated
by subtracting the administrative fee from the total calculated spending amount. Endowed funds that have met
minimum contribution levels can make grants six months after they are funded. Pass-through and donor-advised
funds do not have the two-quarter restriction. Administrative fees will be charged to funds from the date that the
fund is established, as prescribed by the fund fee schedule in effect at the time. The annual spending amount is
determined and recommended by the finance committee and approved by the Board. In 2021 and 2020, the
Community Foundation used 5 percent of the 16-quarter rolling average as per the spending policy.

NOTE 11 — NET ASSETS WITH DONOR RESTRICTIONS
Net assets with donor restrictions are those assets resulting from contributions whose use by the Community
Foundation is limited by donor-imposed stipulations that either expire by the passage of time or can be fulfilled and

removed by actions of the Community Foundation pursuant to those stipulations.

Net assets with donor restrictions consist of the following:

2021 2020
Pledges receivable $ 183,920 $ 252,445
Bequests and other deferred gifts receivable 2,351,969 -
Charitable remainder unitrust, net 742,217 664,825
Total net assets with donor restrictions $ 3,278,106 $ 917,270

NOTE 12 — DEFINED CONTRIBUTION PLAN

The Community Foundation has a tax-sheltered retirement plan under IRC Section 403(b). Under this plan, the
Community Foundation made a discretionary profit-sharing contribution (2 percent of eligible wages for the years
ended December 31, 2021 and 2020) in addition to a match of 100 percent of each participant’s contribution, up to
a maximum of 3 percent of eligible wages for the years ended December 31, 2021 and 2020, respectively. The
Community Foundation incurred retirement plan expenses of $69,203 and $58,633 during 2021 and 2020,
respectively.

NOTE 13 — LINE OF CREDIT

On March 12, 2021, the Community Foundation entered into a new secured, revolving line of credit with its custodial
bank for $10,000,000 with an interest rate of the bank’s prime rate minus two percentage points. It is collateralized
by the funds held in the custodial bank account, which had a balance of $134,652,534 as of December 31, 2021.
The note requires monthly payments of interest only, with the entire principal and unpaid interest due on demand.
At December 31, 2021, there was no outstanding balance on this line of credit.
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NOTE 14 — LIQUIDITY AND AVAILABILITY OF FINANCIAL RESOURCES

At December 31, 2021 and 2020, the Community Foundation has $8,064,821 and $8,170,067, respectively, of
financial assets available within one year to meet cash needs for general expenditures. At December 31, 2021, the
$8,064,821 consists of cash and cash equivalents of $3,483,390 and contributions and notes receivable of
$2,482,615, along with an approved endowment spend of $2,098,816 for 2022 general expenditures. At
December 31, 2020, the $8,170,067 consists of cash and cash equivalents of $4,953,904, contributions and notes
receivable of $295,416, and short-term investments of $1,090,156, along with an approved endowment spend of
$1,830,591 for 2021 general expenditures. General expenditures include administrative expenses, fundraising
expenses, some program expenses, and grant commitments expected to be paid in the subsequent year. None of
the financial assets included above are subject to donor or other contractual restrictions that make them unavailable
for general expenditure within one year of the statement of financial position date. The contributions receivable
included above are subject to implied time restrictions but are expected to be collected within one year.

The Community Foundation has a goal of maintaining sufficient liquid financial assets, composed of cash and short-
term investments, on hand to meet six months of general expenditures, which are approximately $1,049,000 and
$917,500 for the years ended December 31, 2021 and 2020, respectively. The Community Foundation has a policy
to structure its financial assets to be available as its general expenditures, liabilities, and other obligations come
due. In addition, as part of its liquidity management, the Community Foundation invests cash in excess of daily
requirements in various short-term investments, including certificates of deposit and short-term treasury
investments.
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