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Letter from the President and Chair

It’s hard to believe that we have been living through a pandemic for almost two years now. In last year’s annual report,
we voiced pride for our students, faculty, staff, and Board members who supported efforts that fought COVID-19 in our
communities and helped the University System of Maryland (USM) continue to operate through unprecedented times.
Although there are still challenges ahead, it is heartening to see these efforts continue to this day. The USM remains

strong and resilient and we express our deep gratitude to all of those who support our mission.

The adversity of the past year inspired many to give back. As you may have read, total charitable donations in the
United States rose five percent in 2020 to a record level of $471.4 billion, according to the annual Giving USA
Foundation report. Across the USM, we witnessed this generosity first-hand. In November 2020, Emeritus Foundation
Director Fran Soistman donated $5.4 million to his alma mater, Towson University. The gift is the largest from an alumnus
in Towson’s history and will be used to benefit athletics, the College of Health Professions, the College of Business and
Economics, and programming to advance equity, diversity, and inclusion at the university. Generosity such as Fran’s

helps foster a culture of philanthropy and inspires others to give back to the institutions that shaped their lives.

In December 2020, two USM campuses received historic gifts from philanthropist MacKenzie Scott. Scott’s gifts of $25
million to Bowie State University and $20 million to the University of Maryland Eastern Shore are among the largest
unrestricted gifts ever awarded to an institution within the USM. The funds will be used to increase financial aid for
students, invest in academic programs and innovations, and expand the institutions’ endowments. The gifts, which
benefit two of the USM’s HBCUs, are especially important as we work to provide equal access and opportunity to

students of color and as we continue to strive for social and racial justice within our communities.

On this note, in FY21, Foundation staff continued to learn about diversity, inclusion, and racial justice. Over four weeks
in the spring, Foundation staff met together with a facilitator to discuss identity and self-awareness, unconscious bias,
inclusive leadership, and race in America. These conversations were difficult and eye-opening and, ultimately, we hope
that they helped our staff continue to be mindful of one another, as well as the diverse communities we serve within the

Foundation and the USM.




Letter from the President and Chair

The endowment portfolio ended FY21 with a +27.2% return, exceeding the return of its policy benchmark. FY21 was
a banner year for financial markets and the endowment, with the aforementioned return representing the highest

fiscal year return in the USM Foundation’s history. Strong performance was also observed on a longer-term basis as

the endowment fund posted 3-, 5-, and 10-year returns that outperformed the policy benchmark. The endowment
has shown great resilience, as over the last five fiscal years, it maintained its stability and consistency, posting
positive results in 52 out of 60 months, or 87% of the time, in contrast to positive results 77% of the time

for a 60% global stock / 40% bond portfolio.

The operating portfolio ended FY21 with a +0.5% return, exceeding the return of its policy benchmark.
On alonger-term basis, the operating fund posted 3-, 5-, and 10-year positive returns and outperformed the
policy benchmark. Similar to the endowment, the operating portfolio protected capital, providing robust

performance and positive results in 55 out of 60 months, or 92% of the time.
Leonard R. Raley

We are pleased with the performance of the endowment’s robust asset allocation and with the President and CEO

conservative posture of the operating portfolio during some of the most turbulent and uncertain
market conditions in recent memory. We commend the investment team for their hard work.
We also congratulate Sam Gallo for being named a Chief Investment Officer of the Year ,
finalist by Institutional Investor magazine’s 2021 Allocators’ Choice Awards, which identified /&%Mj %Lx,
Bonnie B. Stein
Chair

10 of the best and brightest investment officers globally.

Throughout our history, the dedication of our Board members has been vital in helping us support the
University System of Maryland. This year, your hard work helped the Foundation fulfill its mission and the
System maintain its commitment to excellence. As always, we thank you for your time, talents, and leadership

and we look forward to another great year together.



Meeting the Challenges

Letter from the Chancellor

For the second year in a row, I find myself reporting on the accomplishments of the University System of Maryland

ST

Jay A. Perman
Chancellor

against a backdrop of serious challenges. COVID-19 continued to affect all aspects of teaching, learning, student \/ !
support, and student success last academic year. The year also tested our commitment to racial and social justice, as we

grappled with a long-overdue racial reckoning and worked to move the System and society itself toward significant,

sustainable change. In both these challenges, the people of the USM and the USM Foundation proved their

commitment to our students and to the communities we serve.

The System’s response to COVID was built on the progress we had made from the pandemic’s earliest
days. Following federal, state, and local public health guidance, USM institutions prepared for a fall

semester that would be unlike any other. They de-densified their campuses and laid in protocols for COVID
testing, symptom monitoring, masking, and other disease prevention practices. Most offered a hybrid model
of instruction—a combination of online and in-person learning—to give students a safe and supportive academic

environment.

To ease COVID’s financial burden on students and their families, the USM froze tuition and fees last year, and our
institutions distributed emergency aid to help students cover rent, food, insurance, and other essential costs. Central to

this latter effort was the collective generosity of the USM Foundation and the individual generosity of its directors.

Thanks to this incredibly hard work, our universities pulled off a successful 2020-21 academic year. And while the
Delta variant presents new challenges, the USM’s goal thisyear is an even more robust on-campus experience—a “new
normal” for students, faculty, and staff. It was this desire to reconnect after being apart for so long that prompted the

Systemwide vaccination mandate I announced last spring.

While this past year was obviously dominated by our response to COVID, I think it will ultimately be our commitment
to racial and social justice that defines the year. Last spring, we witnessed appalling acts of brutality nationwide

against people and communities of color. And while it’s important to condemn all forms of hatred, racism, and bigotry,



it’s also easy. Much harder is doing the work that both undermines racism and overwhelms it—the work of true
inclusion. That’s the work to which the USM and its people are committed: securing equity for all members of our
communities, demanding justice on their behalf, and defending the principles on which this country was founded

and which it still struggles to honor.

Certainly, we continue to advance our core priorities of access, affordability, and excellence—all of which start with
funding support from the Maryland General Assembly. We were grateful for a supplemental budget last year that
restored nearly $24 million to the USM for public health and health professions programs, and we look forward to

working with the governor’s office and the legislature on the full restoration of the System’s operating budget.

Last spring—for the fifth consecutive year—the System conferred 40,000-plus degrees overall and more than

three-quarters of all bachelor’s degrees awarded statewide. And again this year, every USM institution is ranked Chancellor Jay Perman visiting
among the nation’s best by publications such as US. News & World Report, Kiplinger’s, The Princeton Review, the SMART Building at USMSM
and Washington Monthly.

Last year was a time of transition across the USM. We welcomed two new presidents,

Dr. Bruce Jarrell at the University of Maryland, Baltimore and Dr. Greg Fowler at the
University of Maryland Global Campus. Additionally, two of our regional centers
welcomed new leadership. Dr. Anne Khademian was named executive director of The
Universities at Shady Grove, and Dr. Eileen Abel, the inaugural executive director of the
USM at Southern Maryland. Several new regents were appointed to our board, and I look

forward to deepening those relationships.

I sincerely hope that when I provide this review for next year’s annual report, COVID’s
grip on all of us will have loosened. And when that comes to pass, I know that the USM—

our research, innovation, education, and service—will deserve a share of the credit.

On behalf of the entire University System, I offer my gratitude to all of you who support

our work, advance our priorities, and help us deliver on our mission: serving the students

and citizens of Maryland.



Leadership Transitions

Eileen Abel, Ph.D.
Executive Director, University System of Maryland at
Southern Maryland

In December 2020, Eileen Abel became the first executive
director of the University System of Maryland at Southern
Maryland. Abel has more than 35 years of experience in higher
education and most recently served as vice president of
academic affairs at the College of Southern Maryland (CSM).
At CSM, Abel managed a budget of $22.5 million, developed
internship support for students, and oversaw college-to-work
pathways.

Gregory Fowler, Ph.D.
President, University of Maryland Global Campus

Gregory Fowler joined the University of Maryland Global
Campus (UMGC) as president in January 2021. Prior to joining
UMGC, Fowler spent nine years at Southern New Hampshire
University (SNHU) where he served as chief academic officer and
vice president for academic affairs before becoming president.
At SNHU, Fowler oversaw more than 200 undergraduate and
graduate programs as well as more than 6,500 faculty.

Bruce Jarrell, M.D., FACS
President, University of Maryland, Baltimore

In September 2020, Bruce Jarrell was named president of
the University of Maryland, Baltimore (UMB), where he had
served as interim president since January 2020. Jarrell has
been affiliated with UMB since 1997, serving as chair of the
Department of Surgery, chief academic and research officer and
senior vice president, and executive vice president and provost.
He has been integral in overseeing academic collaborations
among USM institutions and the USM’s response to COVID-19.

Anne Khademian, Ph.D.
Executive Director, The Universities at Shady Grove

Anne Khademian became executive director of The Universities
at Shady Grove in October 2020. Khademian’s career in higher
education spans 20 years. She most recently served as a
presidential fellow in Virginia Tech’s Research Center where
she worked across the university’s campuses and stakeholder
committees to support organizational innovation and growth.
She is the author of three books on public management and
public policy and is a nationally recognized scholar in inclusive
leadership and organizational change.
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and USM Foundation
Office

At the start of the pandemic in March 2020, my staff prepared to
work from home for what was initially planned to be two weeks’
time. Two weeks turned into seventeen months and in July 2021,
we began to slowly return to in-person work. Throughout the
pandemic, my team made concerted efforts to stay in communica-
tion with our investment clients, campus partners, and colleagues

throughout the USM through special outreach emails and calls,

professional development programs, and informational newsletters.

Currently, our team is operating on a hybrid work schedule, with
some days of the week spent in-office and some working from
home. I asked some members of my team about their experiences

working through the “new normal” after more than a year.

Leonard R. Raley
President and CEO

What challenges did your team face while transitioning to
a work from home environment?

Sam Gallo, Chief Investment Officer

In a pre-COVID world, the investment team traveled frequently, scouring
the globe for best-in-class investment managers as well as monitoring our
existing investments. When COVID hit, it was somewhat like any other day
for us, as we were already used to working in different locations. The
biggest challenge was maintaining informal, innovative discussions and
fostering creativity in a world where every call is scheduled in advance.

Tom Gilbert, Chief Financial Officer

Although many had the capability to work from home on an ad hoc basis,
not having the option to use the office at all was a big change. Everything
from signing contracts, to how we planned to communicate as a team, to

printing checks had to be adjusted early on in the pandemic.

Marianne Horrigan, Vice President of Board Relations,

Associate Vice Chancellor and Chief of Staff

The biggest challenge our team overcame was maintaining connections
that we would have had in the office. We had to be more disciplined about
reaching out to one another and we had to develop a different way of
communicating. Our team enjoys spending time with one another and it
was hard to replicate that working from home.

Vladimir Jirinec, Director of Advancement Services

Using Zoom and Microsoft Teams to communicate on a permanent basis
took some effort. Some staff members had to acquire new furniture while
others needed better microphones, headsets, or speakers in order to be
productive at home. Overall, we faced fewer challenges than most, as many
of us had already teleworked at some point in the past.

Sapna Varghese, Director of Advancement Research

Overall, the USM research team adjusted well to a remote work environment.
Since many of our research tools and resources can be accessed online,
prospect research could seamlessly transition to remote work. Initially, there
were some challenges with home internet service and virtual meeting plat-
forms; however, the team overcame these challenges fairly quickly.



What are some new initiatives your team took on in the past fiscal year?

Sam Gallo Pre-COVID, our team spent a lot of time traveling so as to conduct due
diligence on existing and prospective investments. Without having to spend time
traveling, we used our extra time to develop an investment playbook —a collection
of business plans for each of our asset classes. We were able to codify why and how
we invest, creating a manual that provides sustainability and a clear investment road
map for the future.

Tom Gilbert We took items in our process that could be done electronically and
required them to be done electronically, which drastically increased our efficiency.
We expanded the use of our electronic disbursement request platform, replacing the
traditional hardcopy process. Instead of printing checks, we began wiring monies to
most campuses to decrease delays and problems with mail service. Instead of
manually signing documents, virtually everything was signed electronically.

Marianne Horrigan We held 22 professional development webinars for colleagues
across the USM on fundraising strategies, developing work and life skills, and
alumni engagement. Our team led efforts among the staff to continue a moderated
dialogue on diversity, equity, and inclusion and we facilitated a similar conversation
at the June Board meeting with the President of the Association of Governing
Boards. While we were unable to host live events, we updated and readied Hidden
Waters for an expanded schedule of events such as day-long conferences, meetings
with breakout rooms, and social gatherings.

Vladimir Jirinec Since we were no longer delivering database training in-person,
we revamped our training materials to ensure they could be printed by a third-party
vendor and we outsourced printing and delivery of these materials. We created quick
guides for users to help them navigate Zoom and avoid being Zoom-bombed. In
addition, we coordinated with institutional IT departments to ensure all users could
access our services from their home offices.

Sapna Varghese As part of an effort to identify new tools and trends that aid
development professionals across the USM, the research team was able to offer and
share COVID-related resources for advancement offices and fundraisers through the
Foundation website and through Fundraising Talks, our research newsletter.

What are your hopes for the next fiscal year —what would you like your
team to he ahle to accomplish?

Sam Gallo We will soon welcome new analysts and student interns to our office. As
our team grows, this opens the opportunity for our senior analysts to grow as future
leaders. Our team has managed assets of around $900 million to a pool that has
grown to more than $2.1 billion. As we set our sights on developing what it takes to
achieve $4 billion, expanding leadership opportunities to more members of the team
will be essential. The road ahead is very exciting, as our portfolio is growing, but so is
our team, and | take pride in cultivating the development of both.

Tom Gilbert 1I'd like to continue our team’s focus on ways we can use technology to
make our processes more efficient, thus making our team’s lives easier.

Marianne Horrigan At the beginning of the pandemic, we were in uncharted
territory—it was a good time to take risks and try new approaches. | want to carry on
that spirit moving forward and always be on the lookout for new things to try. We
can't be afraid of failure. We need to listen to the people we serve and see if we can
change things up to benefit them.

Vladimir Jirinec For the upcoming year we will continue to provide a high level
of service to all of our USM institutions while staying up-to-date with emerging
technologies that could benefit our users. We are excited that we are nearing
completion of implementing a new matching portal to proactively help our
institutions find and fulfill matching gifts. We would like to bolster our training
materials for the platforms we support and create self-paced training videos that
supplement instructor led trainings and support for our Advance users.

Sapna Varghese Over the next fiscal year, we would like to continue to successfully
provide prospect research services to USM institutions and assist USM fundraisers to
achieve their goals.



Report on Investments

The Investment Committee, made up of volunteers from a wide range of financial and investment backgrounds, is responsible for
the oversight of both the endowment and operating portfolios. The committee members meet formally throughout the year, and are

in frequent communication with the staff and with each other between meetings. The primary role of the Investment Committee

is to establish investment objectives and set asset allocations.

INVESTMENT COMMITTEE

Larry D. Boggs, Chair
President and Founder
Boggs & Company Wealth Management

Joseph R. Hardiman, Vice Chair
Private Investor

Charles W. Cole, Jr.
Retired Chairman and CEO
Legg Mason Trust Company

Gail Segal ElImore
Executive Vice President
LW Investment Management (USA), LLC

V. Raymond Ferrara
Chairman and CEO
ProVise Management Group, LLC

Eric S. Francis
Chairman and CEO
The CBMC Group

Viju Joseph
President and CIO
Pefin, Inc.

Robert Milkovich
CEO
rand* construction corporation

Paul H. Mullan

Retired Vice Chairman and Strategic
Partner

Charterhouse Group International, Inc.

Bruce Richards
Chairman and CEO
Marathon Asset Management, LP

Thomas (Tim) Schweizer, Jr.
President, Brown Advisory Securities

Bonnie B. Stein
Retired Executive Vice President
PNC Bank

INVESTMENT STAFF

Samuel N. Gallo
Chief Investment Officer

Sharcus Steen
Director of Investments

Chris Ingram
Senior Sustainability and Investment
Analyst

Chad Mitchell
Senior Investment Analyst — Private
Markets

Charlie Sexton
Senior Investment Analyst

Carrie Browne
Board Relations Associate
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ENDOWMENT FUNDS

The USM Foundation manages endowment funds for the
benefit of institutions and foundations affiliated with

the USM, as well as six Maryland community college
foundations. Our investment objective is to generate returns
sufficient to meet spending requirements while preserving
the purchasing power of the endowment over time. The
endowment pool is made up of several thousand individual
endowment funds which support scholarships, research,

faculty, academic programs, and various special initiatives.

OPERATING FUNDS

In addition to the endowment portfolio, the Foundation
manages operating funds for the benefit of institutions
and foundations affiliated with the USM. Our investment
objective for these funds is to maintain a high level of
liquidity with a very low risk profile. Operating funds
support scholarships, research, faculty, academic programs,
and various special initiatives, just like endowment funds.
The key difference is that endowment funds are meant to
exist in perpetuity, while operating funds can be expended

at the campus’s discretion.

ENDOWMENT ASSETS UNDER MANAGEMENT

As of June 30, 2021

USMF Funds

University of Maryland, College Park

University of Maryland, Baltimore County

University of Maryland Eastern Shore

University of Maryland Global Campus

University System of Maryland Foundation
University of Maryland, Baltimore

University of Maryland Center for Environmental Science
USMF Trusts and Annuities

SUB-TOTAL

Affiliated Organizations

University of Maryland College Park Foundation
University System of Maryland Common Trust
University of Maryland Baltimore Foundation
Frostburg State University Foundation

Bowie State University Foundation

Frederick Community College Foundation

Allegany College of Maryland Foundation

Harford Community College Foundation
Hagerstown Community College Foundation
Community College of Baltimore County Foundation
Towson University Foundation

Coppin State University Development Foundation
Alumni Association International

University of Baltimore Foundation

M-Club

Howard Community College Educational Foundation
Managed Funds Annuities and Trusts

SUB-TOTAL

(in thousands)
$ 128,851
125,969
50,307
42,324
21,525
20,074
4,045
3,783

$ 396,878
(in thousands)
$ 597,943
436,634
298,560
34,749
33,149
19,649
17,935
16,502
15,191
14,771
12,127
11,601
5,968
4,475
2,765
1,479
1,003

$ 1,524,501

TOTAL ENDOWMENT FUND

$ 1,921,379
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$1,921

USM FOUNDATION $1.,750
ENDOWMENT POOL

(in millions)

June 2015 June 2016 June 2017 June 2018 June 2019 June 2020 June 2021

ENDOWMENT FUND REVIEW

Fiscal year 2021 was a banner year for financial markets and the endowment. The endowment returned 27.2%, the highest fiscal year
return in the Foundation’s history. We are pleased by the endowment’s relative performance to its portfolio benchmark, which increased
23.0%. We consider the fiscal year results a resounding success, as we created long-term principal growth, outperforming our benchmark
by approximately +422 basis points. Looking at return generation and risk mitigation in tandem, we earned attractive risk-adjusted

performance. Funds under management totaled over $1.9 billion as of June 30, 2021.

12
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INVESTMENT STRATEGY

Our portfolio positioning is premised on risk tolerances and return objectives of a traditional university endowment. Central to this concept

is the idea that capital is not immediately needed; therefore, a meaningful portion of our portfolio is invested in opportunities that materialize

over longer timeframes. By locking up our capital, we aim to capture an extra risk premium, known as the illiquidity premium. This premium

is expected to enhance the portfolio’s return, while also reducing its longer-term risk profile.

However, to balance the portfolio’s need for current income, we invest a material amount of
capital in shorter duration, liquid investments. In fact, approximately 55% of our investments
can be converted to cash within less than one year, with a portion of these assets being
exchange-listed and traded. Thus, staff is able to invest in attractive opportunities, when

presented.

Endowment funds are invested with a long-term perspective, and performance of the portfolio
is assessed over varied market cycles. These cycles can persist over several years, irrespective

of the conclusion of a calendar or fiscal year. We purposely design our portfolio for long-term
diversification among factors such as geography;, strategy, sector, liquidity, and instrument or
investment vehicle type. While equity risk is a large component of our asset allocation, the
portfolio is not designed to match U.S. equity market performance. Rather, the portfolio is
constructed to provide less volatile year-over-year returns, capturing upside market potential

and growth while protecting funds from downside losses.

The portfolio can be divided into four broad asset classes: (1) safe assets, (2) public risk assets,
(3) intermediate assets, and (4) private risk assets. In the pie graph to the right, we have further
detailed the composition of these allocations by policy target. Safe assets and public risk
assets represent our more liquid asset classes. In contrast, our longer-term investments reside
in intermediate assets and private risk assets. We have outlined each of these strategies in the

paragraphs to follow.

13

ASSET CLASS POLICY TARGET

Safe Assets 3%
52%
15%
30%

TARGET WEIGHTS

Safe Assets

3% —_g




Report on Investments

SAFE ASSETS

Safe Assets are defined as investments with little-to-no principal risk.
These assets are cash, U.S. Government securities and money market
funds. This portion of the portfolio is in place to provide capital
preservation and stability during volatile periods as well as facilitate
spending and capital call requirements. Maintaining safe assets
minimizes the risk of becoming forced sellers of assets during moments

of market stress.

INTERMEDIATE ASSETS

Intermediate Assets represent private, finite life investment vehicles
whose term is generally longer than public risk assets, but shorter

than private risk assets. Since there is modest illiquidity within these
investments, they seek to earn returns above market lending rates, but
not as high as private risk assets. Many strategies within this asset class
have a credit or contractual yield orientation, with lower correlations to
public equity markets. These include strategies such as direct lending,
distressed lending/sales, and niche credit opportunities. In many cases,
collateral is attached to these investments and/or they seek a higher
priority of payments within a stressed or distressed environment. They
offer idiosyncratic return/risk profiles that are generally more predictable
and consistent; thereby aiming to reduce overall portfolio risk in tandem

with earning attractive returns.

14

PUBLIC RISK ASSETS

Public Risk Assets are defined primarily as liquid investments. These
investments are traded in liquid markets/exchanges. Within this section
of the portfolio, a number of uncorrelated objectives across equity and
credit managers and instruments are sought. Orientations vary as they
seek growth, value, momentum, inflation protection, and/or catalyst

driven events.

‘ PRIVATE RISK ASSETS

Private Risk Assets are the illiquid portion of the portfolio, serving as the
primary return enhancement over broad public equity markets. Because
of the long-term nature of the endowment’s capital, the portfolio can
hold illiquid investments that may take years for profit realization. While
the use of capital is sacrificed during this timeframe, these investments
are held to higher hurdles of performance, as they are expected to earn a
significant return premium over public market equivalent investments.
These investments seek to invest in the debt and/or equity of businesses
as well as physical assets. A wide variety of strategies are utilized across
varied geographies, sectors, and liquidity profiles, so as to achieve market

and vintage year diversification.
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OPERATING FUND

Funds under management in the operating portfolio totaled approximately $174 million as of June 30, 2021. Operating funds are designed
for current use, as our account holders expect to be able to withdraw their full amounts at any given time. As a result, the risk tolerance on

an individual account is very low.

In the fiscal year ending June 30, 2021, the operating fund earned 0.5%. Its policy benchmark earned 0.1%. Given the relatively low yield
environment, we are pleased that performance exceeded short-term government lending rates, as defined by three-month U.S. Treasury bills,
by 40 basis points. We consider the fiscal year results a success as, during a low yielding period, we preserved capital and grew the operating

fund balance via investment profits.

Similar to the endowment fund, operating fund investments are categorized as safe assets and public risk assets. Since investments are more

liquid in nature, there are no intermediate assets or private risk assets categories within the operating portfolio.
sEdEa ¥




The Audit Committee of the University System of Maryland Foundation, Inc. (the Foundation) has reviewed and discussed with the
Foundation’s management and BDO USA, LLP the audited financial statements of the Foundation as of and for the year ended June 30,

2021, to be included in the Foundation’s annual report.

The Audit Committee has also discussed with BDO USA, LLP the matters required to be discussed pursuant to applicable Statements on
Auditing Standards adopted by the American Institute of Certified Public Accountants, which matters include, among other things, matters

related to the conduct of the audit of the Foundation’s financial statements.

The Audit Committee has received and reviewed the letter from BDO USA, LLP required by Independence Standards Board Standard No. 1
(“Independence Discussions with Audit Committees”), and has discussed with BDO USA, LLP its independence from the Foundation.

Based on the review and discussions referred to above, the Audit Committee recommended to the Board of Directors of the USM

Foundation that the audited financial statements be included in the Foundation’s annual report.

(in millions) (in millions)

June 2021 June 2020 % of Change June 2021 June 2020 % of Change
Total Assets $ 2,116.0 $ 1,649.0 28.3% Program Support $ 14.7 $ 16.7 -12.0%
Net Assets $ 480.2 $ 3848 24.8% General and Administrative $ 5.1 $ 54 -5.6%
Total Revenues $ 1247 $ 415 200.5% Scholarship Support $ 6.6 $ 6.8 -2.9%
Program and Scholarship Support $ 213 $ 235 -9.4% Fundraising $ 20 $23 -13.0%
Operating Expenses $ 71 $ 78 -9.0% TOTAL $ 284 $ 31.2 -9.0%




Financial Highlights

ASSETS

(in millions)

$2,116.0

$1,649.0

$1,593.3

FY21 FY20 FY19

FY18 FY17

$1,482.1
$1,321.8
$1,187.8

FY16

REVENUES

(in millions)

$124.7

$61.2
49.7
sa5  S430 =
. . l =
FY21 FY20 FY19 FY18 FY17 FY16

AUDIT COMMITTEE

Linda Ellen Jones, Chair
Michael E. Meegan, Vice Chair
Joe N. Ballard

Robert A. Bedingfield

Joseph B. Gildenhorn

Albert E. Girod

Barry P. Gossett

Arthur S. Mehlman

Neil Moskowitz
Paul H. Mullan

J. Mitchell Neitzey
Lonnie Robbins
Bonnie B. Stein
Kimberly Stokes
John C. Weiss
Sam A. Zappas

INVESTMENTS HELD FOR OTHER FOUNDATIONS

(in millions)
$1,628.4
$1,254.8 $1.209.7
$1,108.0
$968.1
I $862.3

FY21 FY20 FY19 FY18 Fy17 FY16
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MANAGEMENT’S FINANCIAL RESPONSIBILITY

The Foundation’s management assumes responsibility for the fair presentation of the

consolidated financial statements, prepared in accordance with generally accepted
accounting principles (GAAP), and has full responsibility for their integrity and accuracy.

Management, in concert with the Board of Directors, established and maintains a strong
ethical climate as we are committed to ensuring that we properly account for those funds
we hold on behalf of donors and the institutions we serve. In addition, we believe the
system of internal control in place provides reasonable assurance as to the integrity and

the accuracy of those financial statements and the other activities performed.

Management recognizes its fiduciary responsibility for the oversight of funds, contributed
by donors for the benefit of the institutions of the University System of Maryland, under

its control and investment management.

Our internal audit firm, Johnson and Lambert, maintains oversight over key areas and
reports on a regular basis to management and the Audit Committee. BDO USA, LLP, our

independent auditor, reports directly to the Audit Committee.

Leonard R. Raley, President and CEO




Financial Statements

To the Board of Directors of the
University System of Maryland Foundation, Inc. and Subsidiary
Adelphi, Maryland

Opinion

We have audited the consolidated financial statements of the University System
of Maryland Foundation, Inc. and Subsidiary (the Foundation), which comprise
the consolidated statements of financial position as of June 30, 2021 and 2020, and
the related consolidated statements of activities and changes in net assets and cash
flows for the years then ended, and the related notes to the consolidated financial
statements.

In our opinion, the accompanying consolidated financial statements present fairly,
in all material respects, the financial position of the Foundation as of June 30, 2021
and 2020, and the changes in its net assets and its cash flows for the years then
ended in accordance with accounting principles generally accepted in the United
States of America.

Basis for Opinion

We conducted our audits in accordance with generally accepted auditing standards
(GAAS) in the United States of America. 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
the Foundation and to meet our other ethical responsibilities, in accordance with
the relevant ethical requirements relating to our audits. 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 con-
solidated 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 consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the consolidated financial statements, management is required to eval-
uate whether there are conditions or events, considered in the aggregate, that raise
substantial doubt about the Foundation’s ability to continue as a going concern
within one year after the date that the consolidated financial statements are issued
or available to be issued.
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Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated
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 misstate-
ment 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 consolidated financial statements.

In performing an audit in accordance with GAAS, we:

Exercise professional judgment and maintain professional skepticism throughout
the audit.

Identify and assess the risks of material misstatement of the consolidated 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 consolidated financial state-
ments.

Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Foundation’s internal control.
Accordingly, no such opinion is expressed.

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

+ Conclude whether, in our judgment, there are conditions or events, considered in
the aggregate, that raise substantial doubt about the 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 find-
ings, and certain internal control-related matters that we identified during the audit.

DV - 1

September 15, 2021



Financial Statements

June 30, 2021 and 2020 (in thousands)

ASSETS 2021 2020 LIABILITIES AND NET ASSETS 2021 2020
CURRENT ASSETS CURRENT LIABILITIES
Cash and cash equivalents $ 163 $ 147 Accounts payable and accrued expenses $ 3,435 § 5375
Accounts receivable 173 480 Refundable advance 1,336 1,240
Accrued interest receivable 297 297 Total Current Liabilities 4,1mMm 6,615
Contributions receivable — current portion 478 1,466 OTHER LIABILITIES
Other current assets 219 108 Payables under split-interest agreements 2,555 2,735
Total Current Assets 1,330 2,498 Due to other foundations and affiliates 1,628,397 1,254,821
INVESTMENTS Total Other Liabilities 1,630,952 1,257,556
Endowment 397.904 306,343 Total Liabilities 1,635,723 1,264,171
Operating 69,294 63,092 COMMITMENTS AND CONTINGENCIES
Held for other foundations 1,628,022 1,254,366 NET ASSETS
Total Investments 2,095,220 1,623,801 Without Donor Restrictions
OTHER ASSETS Undesignated 46,407 44114
Contributions receivable, net — long term portion 4,043 5,879 Designated by Board 40,035 14,782
Contributions receivable from remainder trusts 851 905 86442 58,896
Angus breeding herd, trademark, logo, records, and data bank 1,744 1,789 With Donor Restrictions 393,738 325,920
Real and personal property, net 12,304 13,647 Total Net Assets 480,240 384,816
Other assets an 468 TOTAL LIABILITIES AND NET ASSETS $2,115,963 $1,648,987
Total Other Assets 19,413 22,688
TOTAL ASSETS $2,115,963 $ 1,648,987

See accompanying notes to consolidated financial statements.
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Financial Statements

For the year ended June 30, 2021 (in thousands)

For the year ended June 30, 2020 (in thousands)

WITHOUTDONOR WITHDONOR TOTAL WITHOUTDONOR WITHDONOR TOTAL
RESTRICTIONS RESTRICTIONS RESTRICTIONS RESTRICTIONS
REVENUES REVENUES
Contributions and grants § 22150 $ 14,748 $ 36,898 Contributions and grants § 3446 $ 30398 $ 33844
Investment return, net 7,340 74,446 81,786 Investment return, net (1,210) 2,450 1,240
Other program income 127 1 728 Other program income 356 — 356
Courses and conferences 8 — 8 Courses and conferences 150 — 150
Sales and services 5,853 — 5,853 Sales and services 5,730 — 5,730
Change in value of split-interest agreements — (591) (591) Change in value of split-interest agreements — 204 204
Net assets released from restrictions 20,548 (20,548) — Net assets released from restrictions 17,822 (17.822) —
Total Revenues 56,626 68,056 124,682 Total Revenues 26,294 15,230 41,524
EXPENSES EXPENSES
Program services Program services
Wye herd 369 — 369 Wye herd 318 — 318
Academic 3,009 — 3,009 Academic 2,718 — 2,718
Scholarships 6,642 — 6,642 Scholarships 6.815 — 6,815
Ad-hoc projects 1,370 — 1,370 Ad-hoc projects 1,510 — 1,510
Research 3,205 — 3,205 Research 2,718 — 2,718
Department support 1,953 — 1,953 Department support 3,045 — 3,045
Other programs 4,729 — 4,729 Other programs 6,343 — 6,343
Total program services 21,277 — 21,271 Total program services 23,467 — 23,467
Supporting services Supporting services
Management and general 5,130 — 5,130 Management and general 5,435 — 5,435
Fundraising 1,978 — 1,978 Fundraising 2,325 — 2,325
Total supporting services 7,108 — 7,108 Total supporting services 7,760 — 7,760
Total Expenses 28,385 — 28,385 Total Expenses 31,227 — 31,227
Change in net assets before transfers 28,241 68,056 96,297 Change in net assets before transfers (4,933) 15,230 10,297
Transfers to System affiliated foundations (695) (178) (873) Transfers to System affiliated foundations (12) — (12)
Change in net assets 27,546 67,878 95,424 Change in net assets (4,945) 15,230 10,285
Net assets, beginning of year 58,896 325,920 384,816 Net assets, beginning of year 63,841 310,690 374,531
NET ASSETS, END OF YEAR $ 86,442 $ 393,798 $ 480,240 NET ASSETS, END OF YEAR $ 58,896 $ 325,920 $ 384,816

See accompanying notes to consolidated financial statements.



Financial Statements

For the year ended June 30, 2021 and 2020 (in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES 2021 2020 CASH FLOWS FROM INVESTING ACTIVITIES 2021 2020
Change in net assets $ 95424 $ 10,285
Purchases of investments (86,845) (113,234)
Adjustments to reconcile change in net assets to net cash Contributions restricted for long-term investment (4,537) (7,608)
provided by operating activities: Proceeds from sales or distribution of investments 56,207 84,758
Change in unrealized (gains) losses on investments (67,092) 16,893 Proceeds from sales of long-term investment property 1,681 _
Change in investments held for other Foundations (373,656) (45,068) Purchases of real and personal property (395) (1,557)
Change in unrealized (gains) losses on investments for Net cash used in investing activities (33,889) (37,641)
split interest agreements and others (30) 216
Accretion on contribution receivable discount (244) (313) CASH FLOWS FROM FINANCING ACTIVITIES
Depreciation 57 51
Bad debt expense 205 % Proceeds from contributions restricted for long-term investment 4,537 7,608
Change in cash surrender value of life insurance (3) (12) Net cash provided by financing activities 4531 7.608
(Increase) decrease in assets: Increase (decrease) in cash and cash equivalents 16 (4)
Accounts receivable 307 (435) CASH AND CASH EQUIVALENTS
Accrued interest receivable — 170 Beginning of year 147 151
Contributions receivable 2,863 2,787 End of year $ 163 $ 147
Other assets (69) 165
Contributions receivable from remainder trusts 54 (105) SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Increase (decrease) in liabilities: Income taxes paid $ L $ 108
Accounts payable and accrued expenses (1,940) 1,095
Refundable advance 96 (537)
Payables under split-interest agreements (180) (290)
Due to other foundations and affiliates 373,576 45,101
Net cash provided by operating activities 29,368 30,029

See accompanying notes to consolidated financial statements.
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Notes

1. Nature of Operations

The University System of Maryland Foundation,
Inc. (the “Foundation” or “USMF"”, also known
as The University of Maryland Foundation, Inc.),
a separately incorporated independent Foun-
dation, manages funds received for the benefit
of the Institutions of the University System of
Maryland (“USM") or community colleges and
affiliated educational organizations within the
State of Maryland. The Foundation also offers
the affiliated foundations associated with the
Institutions of the USM and the community
colleges in the State of Maryland the opportu-
nity to invest their assets in the Foundation’s
endowment pool. The Foundation is organized
to receive, hold, invest, manage, use, dispose
of, and administer property of all kinds, whether
given absolutely or in trust, or by way of agency
or otherwise, for the benefit of the USM or for all
of the education and support activities that may
be conducted by the USM.

The Foundation is comprised of two separately
accounted-for divisions: the University System of
Maryland Foundation Funds and the Wye Herd,
as well as a wholly owned subsidiary for-profit
corporation, the USMF Corporation (refer to Note
14 for a discussion on the USMF Corporation).

2. Basis of Presentation and Summary of
Significant Accounting Policies

Basis of Consolidation and Presentation

The consolidated financial statements of the
Foundation are presented in conformity with
accounting principles generally accepted in

the United States of America (U.S. GAAP)

and have been prepared on the accrual basis

of accounting. As described in Note 1, the
Foundation is comprised of two divisions as well
as a wholly owned subsidiary. The consolidated
financial statements include the accounts of
these entities. All significant intercompany
transactions and accounts are eliminated in
consolidation.

Cash and Cash Equivalents

Cash and short-term investments with maturities
at dates of purchase of three months or less are
classified as cash equivalents, except that any
such investments purchased with funds held

in trusts or by external endowment investment
managers are classified with investments, re-
spectively. Cash equivalents include short-term
U.S. Treasury securities and other short-term,

highly liquid investments and are carried at cost,
which approximates market value.

Accounts Receivable

Accounts receivable consists primarily of monies
due from affiliated institutions for payments
made by the Foundation on behalf of those
institutions. Accounts receivable are recorded
net of any allowances. There are no allowances
as of June 30, 2021 and 2020. The Foundation’s
policy is to write-off all receivables that are
deemed to be uncollectible. Accounts receivable
are written off if reasonable collection efforts are
unsuccessful.

Contributions Receivable

The contributions receivable balance is based
on management's best estimate of the

amounts expected to be collected. There are

no allowances as of June 30, 2021 and 2020.
The amounts the Foundation will ultimately
realize could differ from the amounts assumed
in arriving at the present value. The Foundation’s
policy is to write-off all contributions receivable
that are deemed to be uncollectible.

Investments

Investments are stated at fair value. Unrealized
and realized gains and losses are included in
investment return, net in the consolidated state-
ments of activities and changes in net assets.

Investments in publicly traded equity and debt
securities are stated at quoted market values.
For all of these investments, the Foundation has
concluded that the net asset values reported by
the individual fund managers approximates the
fair value of the investments. Changes in fair
values are included in investment return, net in
the accompanying consolidated statements of
activities and changes in net assets.

Alternative investments may include absolute
return funds, long/short equity hedge funds and
private capital funds for which there may be no
ready market to determine fair value. For these
investments, the Foundation has concluded

that either the net asset values reported by the
individual fund managers or the ownership per-
centage of the fund’s net assets approximate the
fair value of the investments. These estimated
values do not necessarily represent the amounts
that will ultimately be realized upon the dispo-
sition of those assets, which may be materially
higher or lower than values determined if a ready
market for the securities existed.
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Valuation of Investments

The Foundation carries its investments at market
value to the extent that market quotations are
readily available and reliable. To the extent that
market quotations are not available or are consid-
ered to be unreliable, fair value is estimated by
the investment manager under the general over-
sight of the Board of Directors of the Foundation
after consideration of factors considered to be
relevant, including but not limited to, the type

of investment, position size, marketability (or
absence thereof), cost, restrictions on transfer,
and available quotations of similar instruments.
Additionally, changes in the market environment
and other events that may occur over the life of
the investments may cause the gains or losses
ultimately realized on these investments to be
different than the valuations currently assigned.
There is no single standard for determining fair
value in good faith, as fair value depends upon
circumstances of each individual case. In gener-
al, fair value is the amount that the Foundation
might reasonably expect to receive upon the
current sale of the investment in an arms-length
transaction in the investment's principal market.

The change in net unrealized gains or losses on
investment securities is reflected in investment
return, net in the consolidated statements of
activities and changes in net assets. All gains
and losses arising from the sale, collection, or
other disposition of investments are accounted
for on a specific identification basis calculated as
of the transaction date. For endowment assets,
which are all held in a pool, investment gains

or losses are distributed monthly among the
individual endowment accounts on the basis

of the number of units of the pool held by each
individual endowment account.

See Note 3 for further details on valuation of
investments.

Angus Breeding Herd, Trademark, Logo,
Records, and Data Bank

Management's policy for accounting for the
Angus breeding herd, trademark, logo, records,
and data bank is to combine these asset groups
and value them as a single group rather than
individually, due to the relationship of each one
to the others. These assets are related to the
Wye Herd, a cattle and research facility.

Real and Personal Property

Real and personal property is carried at cost.
The Foundation's policy is to charge all additions
over $1,000 (in dollars) to the asset account,
but to charge the cost of repairs, maintenance
and minor betterments to operations in the
year in which the cost is incurred. Depreciation
is calculated using the straight-line method
over the estimated useful lives of the assets
which are five years. Depreciation expense
totaled $0.06 million for both the years

ended June 30, 2021 and 2020. Asset and
accumulated depreciation accounts are relieved
when an asset is sold or otherwise disposed.
Accumulated depreciation totaled $2.71 million
and $2.65 million for the years ended June

30, 2021 and 2020, respectively. All artwork
and land given to the Foundation are annually
reviewed to determine if there is any impairment
and to determine that the asset's book value

is still reasonable given these assets are not
depreciated.

Contributions of Real and Personal Property
The Foundation receives various contributions of
non-cash items. It is the Foundation’s policy to
record those assets not intended for sale at fair
market value at the date of the gift. These assets
are held for investment purposes and are not
depreciated.

Due to Other Foundations and Affiliates

Due to other foundations and affiliates consists
of funds invested by the Foundation on behalf
of other foundations and the annuities and
trusts administered for other foundations.
These funds are recorded on a per unit basis
and managed with funds of the Foundation.
The Foundation assesses the affiliated
foundations an annual management fee. The
fees are assessed in relation to the individual
management contracts each affiliated foundation
has with the Foundation and are based on the
fair value of endowment and operating funds
administered. The Foundation also assesses an
annual management fee of 1% on the annuities
and trusts. Such management fees totaled $4.6
million and $4.2 million for the years ended
June 30, 2021 and 2020, respectively, and are
included in sales and services in the consolidated
statements of activities and changes in net
assets.

Foundation management, based on other
foundations’ and affiliates’ requests, designates
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investments from all net asset classes

into operating and endowment categories.
Administrative fees are charged by the
Foundation to cover operating expenses,
depending on the type of investment portfolio
into which the asset is placed. The fees
assessed by the Foundation are for expenses
related to the operation of the Foundation such
as management of the endowment, audit,

and accounting functions and development as
needed to assist USM institutions. Professional
investment fees are paid to the investment
managers prior to the distribution of income.

The amounts due to other foundations and
affiliates at June 30, 2021 and 2020, were as
follows (in thousands):

Classification of Net Assets

The Foundation classifies its net assets into the
two categories: net assets without donor restric-
tions and net assets with donor restrictions.

Net assets without donor restrictions

Net assets without donor restrictions are not
subject to donor-imposed restrictions. These net
assets generally result from providing services
and receiving contributions without donor
restrictions, less expenses incurred in providing
services, raising contributions, and performing
administrative functions.

These net assets also include board designated
net assets. The Foundation’s Board of Directors
has set aside amounts received from various
donors as designated fund assets and has im-
plemented an investment policy. These amounts
are not subject to donor restrictions.

2021 2020
Allegany College of Maryland Foundation $ 17,935 $ 13,705
Alumni Association International 5,968 4,875
Bowie State University Foundation 35,680 8,291
Community College of Baltimore County Foundation 14,772 11,849
Coppin State University Development Foundation 11,601 8,589
Frederick Community College Foundation 19,649 15,808
Frostburg State University Foundation 34,749 26,429
Hagerstown Community College Foundation 15,191 11,706
Harford Community College Foundation 16,502 11,934
Howard Community College Educational Foundation 1,479 2,709
M Club 2,764 2,440
Towson University Foundation 12,127 9,583
UMB Foundation 376,778 301,099
UMCP Foundation 622,093 467,595
University of Baltimore Foundation 4,475 3,733
University System of Maryland Common Trust 436,634 354,476

TOTAL

$ 1,628,397 $ 1,254,821
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Net assets with donor restrictions

Net assets with donor restrictions are subject

to stipulations imposed by donors. These net
assets generally result from contributions and
other inflows of assets, the use of which is
limited by donor-imposed stipulations that either
expire by passage of time or can be fulfilled and
removed by actions of the Foundation pursuant
to those stipulations. Other donor restrictions
are perpetual in nature, whereby the donor has
stipulated the funds be maintained in perpetuity.
Generally, the donors of these assets permit the
Foundation to use the income earned on related
investments for general or specific purposes.

When a donor restriction expires as a result of
a stipulated time restriction ending or purpose
restriction being accomplished, net assets with
donor restrictions are reclassified to net assets
without donor restrictions and reported in the
accompanying consolidated statements of ac-
tivities and changes in net assets as net assets
released from restrictions.

Revenue Recognition

Contributions and Grants

Contributions, including unconditional promises
to give, are recognized in the period received.
Contributions received are considered to be
available for use unless specifically restricted by
the donor. Amounts received that are designated
for a future period, or are restricted by the donor
for specific purposes, are reported as support
with donor restrictions.

The Foundation reports gifts of cash and other
assets as restricted support held in separate
accounts if they are received with donor stipu-
lations that limit the use of the donated assets.
Contributions for which donors have stipulated
restrictions, but which are met within the same
reporting period, are reported as support without
donor restrictions.

The Foundation reports gifts of land, buildings,
and equipment as support without donor restric-
tions unless explicit donor stipulations specify
how the donated assets must be used. Gifts of
long-lived assets with explicit restrictions that
specify how the assets are to be used are
reported as support with donor restrictions.

Unconditional promises to give with payments
due in future periods are reported as donor
restricted support. Amounts outstanding are

recorded at the net realizable value discounted
based on the period of future payment, using
a rate of return that a market participant would
expect to receive at the date the pledge is
received.

Conditional promises to give are recognized as
revenue when conditions on which they depend
have been substantially met (refer to Note 6 for
discussion of conditional promises to give and
intentions).

Sales and Services

The Foundation reports revenues from asset
management and endowment administration
services provided to higher education institutions
under this revenue stream. Revenue is based

on contract terms and is calculated using a basis
point fees percentage of assets under manage-
ment and is recognized at a point in time, when
services are provided. The revenue reflects a
contractual relationship between the two parties
and each party receives commensurate value for
services provided.

Refundable Advances

The Foundation receives grants from private
institutions. Revenue is recognized when qual-
ifying expenditures are incurred and conditions
under the grant agreements are met. Funds
received in advance of satisfying obligations
are recorded as refundable advances in the
consolidated statements of financial position. As
of June 30, 2021 and 2020, the Foundation has
refundable advances of $1.34 million and $1.24
million, respectively.

Split-Interest Agreements

The Foundation also receives contributions in the
form of charitable gift annuities and charitable
remainder unitrusts, for which the Foundation
acts as trustee and holds the assets. When the
trust’s obligations to all beneficiaries expire, the
remaining assets will revert to the Foundation to
be used according to the donor’s wishes.

The Foundation recognizes the estimated fair
value of these agreements as contributions
receivable and revenue from those trusts
where the Foundation is not trustee. Where
the Foundation is the trustee, the estimated
fair value is recognized as an asset and as
contribution revenue. The fair value is based
on the present value of estimated future
distributions to be paid over the expected term
of the trust agreements.
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Amortization of the related discount and revalu-
ation of expected cash flows are recognized as
changes in the value of split-interest agreements
in the year in which they occur.

The Foundation recognizes a liability for the
portion of the proceeds under the split-interest
agreements to be paid to the beneficiary under
the terms of the agreements. The estimated
annuity liabilities expected terms are based on
the Internal Revenue Service (IRS) actuarial
tables. The discount rates used to compute the
present value of these receivables are the
original discount rates used at the time of the
gift under the Internal Revenue Code (IRC)
Section 7520 and range from 0.2% to 14.9%.

Investment Return

The Foundation's net investment return is
reported in the consolidated statements of
activities and changes in net assets and consists
of interest and dividend income, net realized and
unrealized gains and losses, less external and
direct internal investment expenses.

The Foundation’s endowment pool reported

an investment return of 27.21% and 0.90%

for the years ended June 30, 2021 and 2020,
respectively. The Foundation's operating pool
reported an investment return of 0.50% and
2.79% for the years ended June 30, 2021 and
2020, respectively. The investment returns are
calculated using market values reported within
the financial statements which include estimates
as of reporting dates for private investments
without a readily determinable fair value or those
investments using NAV as a practical expedient.
The investment returns are net of all external
investment expenses such as fees charged by
underlying fee managers but are reported gross
of campus-specific fee arrangements with the
Foundation.

Functional Allocation of Expenses

The Foundation expends certain funds considered
as program related, general and administrative, or
fundraising in nature. Program related expenses
are in support of a USM institution’s or department
or program activity. General and administrative
expenses are for a USM institution’s or the
Foundation's business operations. Fundraising
expenses support a USM institution’s or the
Foundation's efforts in raising contribution and
grant revenue. See Note 15 for the schedule of
functional expenses and allocation methodology.

Estimates

The preparation of the consolidated financial
statements in conformity with U.S. GAAP
requires management to make estimates and
assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent
assets and liabilities at the date of the consol-
idated financial statements and the reported
amounts of revenues and expenses during the
reporting period.

Significant items subject to such estimates

and assumptions include the fair value of non-
traditional investments and the net realizable val-
ue of the accounts and contributions receivable.
Actual results could differ from those estimates.

Income Taxes

The Foundation is organized and operated ex-
clusively for charitable and educational purposes
within the meaning of the provisions of Section
501(c)(3) of the Internal Revenue Code. The
Foundation had no material unrelated business
income for the years ended June 30, 2021 and
2020, therefore, no provision for income taxes
has been made.

Income taxes are accounted for under the asset
and liability method in accordance U.S. GAAP.
Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to
differences between the financial statement
carrying amounts of existing assets and liabilities
and their respective tax bases and operating loss
and tax credit carryforwards. Deferred tax assets
and liabilities are measured using enacted stat-
utory tax rates to apply to taxable income in the
years in which those temporary differences are
expected to be recovered or settled. The effect
on deferred tax assets and liabilities of a change
in tax rates is recognized in income in the period
that includes the enactment date.

For the years ended June 30, 2021 and 2020,
the USMF Corporation generated an immaterial
amount of taxable income and a corresponding
tax liability was incurred. Income tax expenses
for the years ended June 30, 2021 and 2020
were immaterial. The USMF Corporation’s
liability was considered immaterial and therefore
was not recorded in the consolidated financial
statements.

Authoritative guidance on accounting for uncer-
tainty in income taxes defines the threshold for
recognizing tax return positions in the financial
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statements as “more likely than not” that the
position is sustainable, based on its technical
merits, and also provides guidance on the
measurement, classification and disclosure of
tax return positions in the financial statements.
No asset or liability has been recorded as of June
30, 2021 and 2020 for uncertain tax positions.
The Foundation and the USMF Corporation are
no longer subject to U.S. federal or state exam-
inations by tax authorities for years before fiscal
year ended June 30, 2018.

Risks and Uncertainties

On January 30, 2020, the World Health
Organization (WHOQO) announced a new strain

of coronavirus. As a result of the risks to the
international community as the virus has spread
globally beyond its point of origin, on March 11,
2020, the WHO declared the novel coronavirus a
global pandemic.

The extent of the impact of the COVID-19
outbreak on the operational and financial
performance of the Foundation will depend on
certain developments, including the duration
and spread of the outbreak. COVID-19 presents
potential material uncertainty and risk with
respect to the Foundation, its performance, and
its financial results.

On March 27, 2020, the "“Coronavirus Aid,
Relief and Economic Security (CARES) Act” was
signed into law. The CARES Act, among other
things, includes provisions relating to refundable
payroll tax credits, deferment of employer social
security payments, net operating loss carryback
periods, alternative minimum tax credit refunds,
modifications to the net interest deduction
limitations, increased limitations on qualified
charitable contributions and technical corrections
to tax depreciation methods for qualified
improvement property.

On December 27, 2020, the Consolidated
Appropriations Act, 2021 (the Act) was passed,
which include $900 billion in stimulus relief as a
result of the COVID-19 pandemic.

The Foundation’s management has examined
the provisions of these Acts as of June 30, 2021
and has chosen not to avail itself of any of the
provisions under these Acts. Management will
assess any future aid packages to determine its
impact on the Foundation.

Reclassifications

Certain amounts presented in the 2020 consol-
idated financial statements have been reclassi-
fied to conform to the 2021 presentation.

Adoption of New Accounting
Pronouncements

In June 2018, the Financial Accounting
Standards Board (FASB) issued Accounting
Standards Update (ASU) 2018-08, Not-for-Profit
Entities (Topic 958), Clarifying the Scope and the
Accounting Guidance for Contributions Received
and Contributions Made. The ASU assists in the
determination of the nature of the transaction
which will then govern the expense recognition
methodology and timing of the transaction. The
ASU is effective for contributions made by the
Foundation in periods beginning after December
15, 2019. The Foundation adopted this update in
2021 under the modified prospective basis. The
adoption of this update did not materially impact
grants expense in the consolidated financial
statements.

In August 2018, the FASB issued ASU No. 2018-
13, Fair Value Measurement (Topic 820):
Disclosure Framework - Changes to the
Disclosure Requirements for Fair Value
Measurement. The update modifies certain
disclosure requirements in Topic 820, Fair Value
Measurement. The ASU is effective for the
Foundation’s consolidated financial statements
for fiscal years beginning after December 15,
2019. The adoption of the new standard updated
the disclosure of fair value investments in Note
3. The adoption of this guidance resulted in the
following changes: 1) the level 3 investment
roll-forward was removed and replaced with a
disclosure of level 3 purchases and sales, 2) the
disclosure of the policy for timing of transfer
between levels was removed, 3) the disclosure
of the valuation process for level 3 fair value
measures was removed.

In March 2019, the FASB issued ASU 2019-03,
Not-for-Profit Entities (Topic 958): Updating the
Definition of Collections. The ASU aligns the
definition of collections in the FASB Accounting
Standards Codification (ASC) Master Glossary
with the terms in the American Alliance of Muse-
ums' Code of Ethics for Museums. The ASU
applies to all entities, including business entities,
that maintain collections, but primarily affects
not-for-profit entities such as museums, historic
sites, art galleries, etc. The ASU also requires
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certain incremental disclosures. The ASU is
effective for all entities for fiscal years beginning
after December 15, 2019. The Foundation has
adopted the ASU and the update did not have
any material impact to the consolidated financial
statements.

Recent Accounting Pronouncements Not Yet
Adopted

In February 2016, the FASB issued ASU 2016-
02, Leases (Topic 842). This standard relates to
leasing for both lessees and lessors. The new
standard establishes a right-of-use (ROU) model
that requires a lessee to record a ROU asset
and a lease liability on the statement of financial
position for all leases with terms longer than

12 months. Leases will be classified as either
finance or operating, with classification affecting
the pattern of expense recognition in the income
statement. This standard has been subsequently
updated by ASUs 2018-01, 2018-10, 2018-11,
2018-20, 2019-01, 2019-10 and 2020-05, the last
of which deferred the effective date for private

companies and certain not-for profit entities

to fiscal years beginning after December 15,
2021, including interim periods within those
fiscal years. A modified retrospective transition
approach is required for lessees for capital and
operating leases existing at, or entered into
after, the beginning of the earliest comparative
period presented in the financial statements,
with certain practical expedients available.
Management is currently evaluating the
impact of this ASU on its consolidated financial
statements.

In June 2016, the FASB issued ASU 2016-13,
Financial Instruments — Credit Losses (Topic
326), Measurement of Credit Losses on
Financial Instruments. The ASU changes the
impairment model for most financial assets that
are measured at amortized cost and certain other
instruments from an incurred loss model to an
expected loss model. Entities will be required to
estimate credit losses over the entire contractual
term of an instrument. The ASU is effective

for fiscal years beginning after December 15,
2020. Early adoption may be selected for fiscal
years beginning after December 15, 2018. An
entity must apply the amendments in the ASU
through a cumulative-effect adjustment to net
assets as of the beginning of the first reporting
period in which the guidance is effective

except for certain exclusions. Management is
currently evaluating the impact of this ASU on its
consolidated financial statements.

In September 2020, the FASB issued ASU
2020-07, Presentation and Disclosures by Not-
for-Profit Entities for Contributed Nonfinancial
Assets. The ASU improves the transparency

of contributed nonfinancial assets through
enhancements to presentation and disclosures.
The ASU requires that a nonprofit present
contributed nonfinancial assets as a separate
line item in the statement of activities apart
from contributions of cash or other financial
assets. Information that shows the contributed
nonfinancial assets disaggregated by category
will be required to be disclosed. In addition, the
ASU requires that for each type of contributed
nonfinancial asset the following will be
disclosed: (a) policy (if any) on liquidating rather
than using the contributed nonfinancial assets,
(b) qualitative considerations on whether the
contributed nonfinancial assets were liquidated
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or used during the reporting period and, if used,
a description of how the asset was employed
should be included, (c) any donor imposed
restrictions related to contributed nonfinancial
assets, (d) valuation methods and inputs
utilized to determine a fair value measure at
initial recognition, and (e) the principal or most
advantageous market utilized to calculate fair
value if it is a market in which the nonprofit is
restricted by the donor from selling or utilizing
the contributed nonfinancial assets. The
amendments in the ASU should be applied on a
retrospective basis and are effective for annual
reporting periods beginning after June 15,
2021. Early adoption of the ASU is permitted.
Management is currently evaluating the

impact of this ASU on its consolidated financial
statements.

3. Fair Value Measurements

ASC 820, Fair Value Measurement, defines

fair value, requires disclosures about fair value
measurements, and establishes a three-level
hierarchy for fair value measurements based on
the inputs to the valuations of an asset or liability
at the measurement date. 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 market participants at the
measurement date. The following three-level
hierarchy classifies the inputs used to determine
fair value:

Level 1 —Quoted prices are available in active
markets for identical investments as of the
reporting date. The type of investments included
in this category include listed equities and listed
mutual funds.

Level 2 - Pricing inputs include market data
which is readily available, regularly distributed or
updated, reliable and verifiable, not proprietary,
provided by multiple, independent sources that
are actively involved in the relevant market.
Investments which are generally included in this
category include less liquid and restricted equity
securities and fixed income securities.

Level 3 - Pricing inputs are unobservable for the
investment and include situations where there
is little, if any, market activity for the investment.
The inputs into the determination of fair value
require significant judgment or estimation.

Investments that are included in this category
generally include investments in private risk
assets and investment funds as well as offshore
hedge funds.

An investment's level within the fair value
hierarchy is based on the lowest level of

any input that is significant to the fair value
measurement. However, the determination

of what constitutes "“observable” requires
significant judgment on the part of the
Foundation. The categorization of an investment
within the hierarchy is based upon the pricing
transparency of the investment and does not
necessarily correspond to the perceived risk of
that investment.

Some of the Foundation's investments may

be illiquid and the Foundation may not be able
to vary the portfolio in response to changes in
economic and other conditions. Some of the
investments that are purchased and sold are
traded in private, unregistered transactions and
are therefore subject to restrictions on resale or
otherwise have no established trading market.
In addition, if the Foundation is required to
liquidate all or a portion of its portfolio quickly,
the Foundation may realize significantly less than
the value at which it previously recorded those
investments.

The Foundation reports certain investments
using the net asset value (NAV) per share as
determined by investment managers under the
so called "practical expedient”. The practical
expedient allows net asset value per share

to represent fair value for reporting purposes
when the criteria for using this method are
met. These investment funds are held as

units or interest in institutional funds or limited
partnerships, which are stated at NAV or its
equivalent. The Foundation uses the NAV as a
practical expedient to estimate the fair value,
unless it is probable that all or a portion of the
investment will be sold for an amount different
than NAV. The Foundation has not categorized
these investments in levels within the fair value
hierarchy table.

The following tables present the financial
investments held by funds in which USMF
invests. The following investments are carried
at fair value as of June 30, 2021 and 2020, and
are presented by the fair value hierarchy defined
above (in thousands):
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Quoted Prices in Significant Other Significant Investments Total
J une 3 Or 2 0 2 1 Active Markets for Observable Unobservable Reported Investments
(in thousands) Identical Assets Inputs Inputs at NAV*

(Level 1) (Level 2) (Level 3)

Money-market funds and cash equivalents’ $ 76,435 $ — $ — $ — $ 76,435
ETF's and mutual funds? 308,146 — — — 308,146
Common stock? 20,930 — — — 20,930
Separately managed accounts® — 334,252 81,953 — 416,205
Investments reported at NAV* — — — 1,273,504 1,273,504
Total Investments $ 405511 $ 334,252 $ 81,953 $1,273,504 $2,095,220

Quoted Prices in Significant Other Significant Investments Total
J une 3 Or 2 0 2 0 Active Markets for Observable Unobservable Reported Investments
(in thousands) Identical Assets Inputs Inputs at NAV*

(Level 1) (Level 2) (Level 3)

Money-market funds and cash equivalents’ $ 94,251 $ — $ — $ — $ 94,251
ETF's and mutual funds? 263,363 — — — 263,363
Common stock? 13,365 — — — 13,365
Separately managed accounts® — 253,808 89,066 — 342,874
Investments reported at NAV* — — — 909,948 909,948
Total Investments $ 370,979 $ 253,808 $ 89,066 $ 909,948 $1,623,801

* Certain investments that are measured at fair value using net asset value per share (or its equivalent) practical expedient have not been categorized in the fair value hierarchy. The fair value
amounts presented in this table are intended to permit reconciliation of the fair value hierarchy to the amounts presented in the accompanying consolidated statements of financial position.

(1) The Foundation invests in money-market funds and short-
term investments, including amounts invested in accounts with
depository institutions and managed accounts which are readily
convertible to known amounts of cash. The Foundation invests in
money-market and short-term investments to maintain liquidity
for spending needs and unfunded commitment liabilities. Total
deposits maintained at these institutions at times exceed the
amount insured by federal agencies and, therefore bear a risk
of loss. The Foundation has not experienced such losses on
these funds. USMF has classified these investments as Level 1.
Valuation is based on quoted market prices.

(2) The Foundation invests directly in common stock, ETF and
mutual funds. In general, equity securities and mutual funds
traded on national securities exchanges are valued at the last
quoted sales price, except securities traded on the NASDAQ
Stock Market, Inc. ("NASDAQ"), which are valued in accordance

with the NASDAQ Official Closing Price. The Foundation invests
in equity securities to gain exposure to the overall direction of
global equity markets.

(3) Separately managed accounts represent vehicles that are
managed by external investment managers that trade and hold
securities on the Foundation's behalf. The investments held in
these separately managed accounts are largely publicly traded
common stock and fixed income securities that are easily
converted into cash, however the vehicle through which the
Foundation invests is a separately managed account with a fair
value that is not observable, but maintains observable inputs
that external managers use to determine the fair value of the
portfolio and therefore warrants a Level 2 classification. One of
the separately managed accounts invests in hedge funds with
unobservable inputs and is therefore classified as Level 3.
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(4) Private investments measured at NAV consists of investments
in partnership-based structures where the general partner or
investment manager generally values their investments at fair
value. The fair value of these investments has been estimated
either by using the NAV per share of the investments or the
ownership percentage of the fund's net assets as allowed as
a practical expedient under fair value guidance. The private
investments offer exposure to intermediate assets, public equity,
liquid credit, diversifying strategies and/or private market,
through the private investment structure as further discussed
within the footnotes.

Due to the limited availability of valuation data as of the
Foundation’s year-end, management utilizes the most recent NAV
or ownership percentage which may be on a month to quarter
lag. Management adjusts the net asset value or ownership
percentage to be more representative of the year-end fair value
by including capital contributions, and redemptions or returns of

capital during the gap period. Management will also adjust for
known performance adjustments for private investments that
hold publicly traded securities. Performance adjustments ranged
from 0.38% to 5.95% for those investments on a one-month
lag. No performance adjustments are made to investments on a
quarter lag given the unobservability of investment performance
at the time of report issuance.

The Foundation believes the carrying value of private
investments in the consolidated statements of financial position
is a reasonable estimate of its ownership interest in the private
investment funds. As part of the Foundation's overall valuation
process, management evaluates these third-party methodologies
to ensure that they are representative of exit prices in the
security’s principal markets. Management performs a retroactive
review of its fair value estimates by comparing to actual year-end
statements received subsequent to year-end.
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These valuation methods may produce a fair
value estimate that may not be reflective of
future fair values. Furthermore, while the
Foundation believes that its valuation methods
are appropriate and consistent with other market

The Foundation committed $1.472 billion and
$1.362 billion to private capital as of June 30,
2021 and 2020, respectively, of which $1.135
billion and $1.034 billion has been called as of
June 30, 2021 and 2020, respectively. These

Promised contributions are due as follows at June 30 (in thousands):

Contributions Receivable

participants, the use of different methodologies commitments are to be funded through transfers 2021 2020
or assumptions to determine fair value could from other Level 3 investments and new cash. Contribution receivable $ 4942 $ 8010
result in a materially different estimate of fair 4. Concentration of Credit Risk ! !
value at the reporting date. The Foundation’s ) Less: unamortized discount (421) (665)
private investments are held with sophisticated The Foundation maintains cash in bank B B )
investment managers who received audited accounts in amounts that may exceed Federally Net contributions receivable $ 4,521 $ 7,345
financial statements during the year that aid in insured limits at times. The Foundation has not A due in: 2021 2020
management’s ability to approximate fair value. experienced any losses in these accounts in mounts due in:
Total sales of the Level 3 investments were the past and believes that it is not exposed to Within one year $ 478 $ 1,466
o L significant credit risks because the accounts are
$20.0 million and $9.9 million for the years deposited with major financial institutions i
ended June 30, 2021 and 2020, respectively. P I ' One to five years 4,464 6,544
There were no purchases in both fiscal years The Foundation believes that it has limited credit
ended June 30, 2021 and 2020. risk associated with accounts receivable and Total $ 4942 $ 8010
The following table is a breakout of investments contributions receivable due to the size of the The discount rates used to calculate the present value component are as follows:
reported at NAV as defined above (in thousands): amount owed and its donor base.
2021 2020
1-5 Years 4.25% 4.25%
Investments Reported at NAV Contributions receivable from remainder trusts are
6/30/21 6/30/20 UNFUNDED trusts where the Foundation is not the trustee, but
INVESTMENT STRATEGY FAIR VALUE FAIR VALUE COMMITMENTS TERM an imevocable beneficiary. These trusts are valued
at approximately $0.85 million and $0.91 million
as of June 30, 2021 and 2020, respectively. The
Intermediate assets $ 175,036 $ 138,340 $ 78,057 5-10 years difference between the fair value of contributions
receivable and the carrying value is deemed to be
Public equity 328,941 176,458 — Weekly-3 years immaterial for financial statement purposes.
Liquid credit 68,712 60,400 — Monthly—6 months
Diversifying strategies 82,368 66,309 — 3 months-3 years
Private risk assets 618,447 468,441 259,181 10-15 years
TOTAL $ 1,273,504 $ 909,948 $ 337,238

Of the fair value of $2.1 and $1.6 billion at

June 30, 2021 and 2020, $1.92 billion and
$1.46 billion, respectively, is invested in the
endowment pool and $173.5 million and $159.7
million, respectively, is invested in the operating
portfolio. There are $0.3 million in investments
not invested with the pools at both June 30,
2021 and 2020.

5. Contributions Receivable

As of June 30, 2021, and 2020, the Foundation's
contributors had unconditionally promised to
give approximately $4.9 million and $8.0 million,
respectively.
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6. Conditional Promises to Give and

pondition: The Foundation's Endowment Funds

June 30, 2021

To the extent the following items are conditional
promises to give, they are not recorded in the

Foundation's fi il i WITHOUTDONOR WITH DONOR TOTAL
oundation’s financial statements. (|n thousa nds) RESTRICTIONS RESTRICTIONS

Life Insurance Policies

The Foundation has been named as the

beneficiary of various life insurance policies. Board-designated endowment funds $ 35,063 — $ 35,063

These policies had face amounts of

approximately $2.00 million at both June 30, Funds treated as endowment funds 12,214 — 12,214

2021 and 2020 and these amounts are not D icted end funds:

recorded in the consolidated financial statements onor-restricted endowment funds:

as they are deemed to be conditional promises Original donor-restricted gift amount and amounts

to give. In addition, the Foundation is owner . L . .

and beneficiary of policies with face amounts required to be maintained in perpetuity by donor — 209,738 209,738

of $635,000 (in dollars) and $635,000 (in dollars) Accumulated investment gains _ 130,768 130,768

and cash surrender values of approximately . .

$296,000 (in dollars) and $293,000 (in dollars) Total $ 47,277 $ 340,506 $ 387,783

at June 30, 2021 and 2020, respectively, and

are included in other assets in the consolidated

statements of financial position. J u n e 3 O 2 02 O

e i thovemnd wiTiouT DONoR Wi boNon TomL

In n

Foundation of their intentions to make ( ousa S) RESTRICTIONS RESTRICTIONS

contributions at some time in the future. These

intentions relate primarily to bequests and .

revocable trusts, which at the contributor's Board-designated endowment funds $ 11,717 — $ 11,717

discretion may be changed and/or amended. Funds treated as endowment funds 10,862 — 10,862

These amounts are not recorded in the

consolidated financial statements as they are Donor-restricted endowment funds:

deemed to be conditional promises to give. Original donor-restricted gift amount and amounts

7. Endowments required to be maintained in perpetuity by donor — 204,005 204,005

The Foundation's endowment consists of Accumulated investment gains — 70,104 70,104

approximately 1,573 individual accounts

established for a variety of purposes. The Total $ 22,579 $ 274,109 $ 296,688

endowment includes both donor-restricted
endowment funds and funds designated by the
Board of Directors to function as endowment
funds. The net assets associated with
endowment funds, including funds designated

stipulations to the contrary. As a result of this 1. The duration and preservation of the
interpretation, the Foundation classifies donor- endowment fund

restricted net assets as (a) the original value of 2. The purposes of the Foundation and the

by the Board to function as endowments, are
classified and reported based on the existence or
absence of donor-imposed restrictions.

The Board of Directors has interpreted the
Maryland Uniform Prudent Management of
Institutional Funds Act (MUPMIFA) as requiring
the preservation of the fair value of the original
gift as of the gift date of the donor-restricted
endowment funds absent explicit donor

the gifts donated to the permanent endowment,
(b) the original value of subsequent gifts to the
permanent endowment and (c) accumulations to
the permanent endowment made in accordance
with the direction of the applicable donor gift
instrument at the time the accumulation is 5.
added to the fund. The Foundation considers
the following factors in making a determination
to appropriate or accumulate donor-restricted
endowments funds: 7.
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endowment fund

3. The general economic conditions

4. The possible effect of inflation or deflation

The expected total return from income and

the appreciation of investments
. Other resources of the Foundation

The investment policies of the Foundation
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Underwater Endowment Funds

From time to time, the fair value of assets
associated with individual donor-restricted
endowment funds may fall below the level that
the donor or MUPMIFA requires the Foundation
to retain as a fund of perpetual duration. This
deficit can result from unfavorable market
fluctuations that occurred after the investment of
new donor-restricted contributions and continued
appropriation for certain programs that was
deemed prudent by the Board. The Foundation
allows for spending on underwater funds.

Future market gains will be used to restore

this deficiency. There were no deficits of this
nature that are reported in net assets with donor
restrictions as of both June 30, 2021 and 2020.

Return and Risk Return Objectives

USMF has adopted investment and spending
policies for the endowment that seek to provide
a steady and sustainable distribution of funds

to support operations at its various institutions.
The Investment Committee governs according
to fundamental investment principles, approved
by the Investment Committee and USMF Board
of Directors, with the objective of achieving
superior risk-adjusted returns in order to grow
the corpus of the capital base and provide capital
for spending distributions for constituents.
Specifically, the goal of the endowment is

to achieve returns in excess of inflation plus
spending plus fees. Within the context of risk-
taking, specific risk metrics are outlined for staff
and the Investment Committee to reassess

the portfolio’s positioning if these levels are
breached.

Strategies Employed for Achieving Objectives
To satisfy its objectives, USMF employs a
diversified asset allocation that allows for
investment in public risk assets (primarily liquid
investments), private risk assets (illiquid portion
of the portfolio), intermediate assets (private
assets with shorter, finite illiquidity periods), and
safe assets (cash, U.S. Government securities
and money market funds). In addition, on an as
needed basis to further protect capital, assets
may be allocated to the portfolio overlay class
(liquid, exchange traded instruments that aim to
hedge against undesired risks).

Changes in Endowment Net Assets

June 30,2021

WITHOUTDONOR WITH DONOR TOTAL
(in thousands) RESTRICTIONS RESTRICTIONS
Endowment net assets, beginning of year $ 22,579 $ 274,109 $ 296,688
Investment return, net 8,691 67,133 75,824
Contributions 20,197 14,564 34,761
Appropriation for spendable — (9,071) (9,071)
Appropriation of endowment assets for expenditure (3,495) (6,051) (9,546)
Transfers to System affiliated Foundations (695) (178) (873)
Endowment net assets, end of year $ 47,277 $ 340,506 $ 387,783
J une 3 Ol 2 02 O WITHOUTDONOR WITH DONOR TOTAL
(in thousands) RESTRICTIONS RESTRICTIONS
Endowment net assets, beginning of year $ 23,445 $ 258,927 $ 282,372
Investment return, net (39) 787 748
Contributions 426 22,659 23,085
Appropriation for spendable — (8,050) (8,050)
Appropriation of endowment assets for expenditure (1,247) (214) (1,455)
Transfers to System affiliated Foundations (12) — (12)
Endowment net assets, end of year $ 22579 $ 274,109 $ 296,688
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The asset allocation target ranges inclusive of these securities as of June 30, 2021 is as follows:

ASSET CLASS POLICY TARGET MINIMUM MAXIMUM
Safe Assets 3% 0% 25%
Intermediate Assets 15% 5% 25%
Public Risk Assets 52% 25% 75%
Private Risk Assets 30% 10% 75%

The asset allocation target ranges inclusive of these securities as of June 30, 2020 is as follows:

ASSET CLASS POLICY TARGET MINIMUM MAXIMUM
Safe Assets 2% 0% 25%
Intermediate Assets 15% 5% 25%
Portfolio Overlay 0% 0% 5%
Public Risk Assets 48% 40% 75%
Private Risk Assets 35% 20% 40%

The endowment portfolio is constructed based
on the following principles:

1. Allocation: The overall goal of the
Investment Committee in establishing the asset
class ranges is to create balance across the
portfolio between sources of return, liquidity
timeliness, and types of risk. The purpose and
definition of each asset class and sub-class is
as follows:

a) Safe Assets are defined as investments with
little-to-no principal risk. These assets are cash,
U.S. Government securities and money market
funds. This portion of the portfolio is in place to
provide capital preservation and stability during
volatile periods as well as facilitate spending
and capital call requirements. Maintaining safe
assets minimizes the risk of becoming forced
sellers of assets during moments of market
stress.

b) Intermediate Assets represent private, finite
life investment vehicles whose term is generally
longer than public risk assets, but shorter than

private risk assets. Since there is modest
illiquidity within these investments, they seek to
earn returns above market lending rates, but not
as high as private risk assets. Many strategies
within this asset class have a credit or contractu-
al yield orientation, with lower correlations to
public equity markets. These include strategies
such as direct lending, distressed lending/sales,
and niche credit opportunities. In many cases,
collateral is attached to these investments
and/or they seek a higher priority of payments
within a stressed or distressed environment.
They offer idiosyncratic return/risk profiles that
are generally more predictable and consistent;
thereby aiming to reduce overall portfolio risk in
tandem with earning attractive returns.

¢) Portfolio Overlay is another line of defense
for capital preservation. Allocation towards this
asset class will be infrequent and in line with
protecting the entire portfolio from unwanted
risks and market shocks. This is achieved
through a number of liquid exchange traded
instruments that aim to hedge against undesired
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risks. The target allocation is set to zero percent
because allocating capital to this asset class will
only be on an as needed, opportunistic basis.

d) Public Risk Assets define the primarily liquid
investments. These investments are traded in
liquid markets/exchanges. Within this section

of the portfolio, a number of uncorrelated
objectives across equity and credit managers
and instruments are sought. Orientations vary as
they seek growth, value, momentum, inflation
protection, and/or catalyst driven events.

e) Private Risk Assets are the illiquid portion
of the portfolio, serving as the primary return
enhancement over broad public equity markets.
Because of the long-term nature of the endow-
ment'’s capital, the portfolio can hold illiquid
investments that may take years for profit
realization. While the use of capital is sacrificed
during this timeframe, these investments are
held to higher hurdles of performance, as they
are expected to earn a significant return premi-
um over public market equivalent investments.
These investments seek to invest in the debt
and/or equity of businesses as well as physical
assets. A wide variety of strategies are utilized
across varied geographies, sectors, and liquidity
profiles, so as to achieve market and vintage
year diversification.

2. Diversification: By allocating funds to asset
classes whose returns are not highly correlated
over time, the Investment Committee aims

to mitigate some of the volatility inherent in
equities and thereby provide greater stability in
spending distributions than might be possible
with a more concentrated portfolio. Although
such diversification means the endowment
may not reap all of the benefits of equity bull
markets, it will also avoid the full brunt of bear
markets. No more than 5% of the endowment
fund's assets may be invested in one fund

and no more than 10% of the endowment
fund's assets may be invested in one manager,
with some exceptions as approved by the
Investment Committee.

3. Rebalancing: In order to reap the benefits

of diversification, portfolio holdings will be
rebalanced as necessary to ensure that the
actual portfolio asset allocation does not deviate
materially from policy target allocation ranges.

Spending Policy and Relationship of
Spending Policy to Investment Objectives
The Foundation has a spending rate policy for
endowment funds in order to preserve the
purchasing power of the assets, to protect
against erosion of nominal principal and to
promote stability and predictability of annual
budgeting. The spending rate determines the

amount to be distributed for current spending. If
the agreement with the donor so provides, any
amounts remaining after annual distributions are
reinvested and become part of the corpus. If
the agreement is silent as to earnings in excess
of distributions, then under Foundation policy
any amounts remaining after the distributions
are reinvested and available for future spending.
Some agreements provide that the corpus can
be invaded to provide for spending stability.

The Foundation's policy of appropriating as
of July 1 of the fiscal year was based on the
following:

The Board of Directors has authorized a
formulaic approach as an advisory tool to
determine the annual spending rate. The
approach is a combination of the following two
factors by weighting (a) 30% and (b) 70% to
calculate a per unit rate. Once calculated, the
rate should be between 3.5% and 4.5% of
the moving average market value for the years
ended June 30, 2021 and 2020, respectively.
Spending rates may not violate any donor
restrictions.

a) Compute the average market value for the
most recent period ending December 31 using
the previous twenty (20) quarters. Calculate 5%
of this average market value. This is equivalent
of using a moving average as each year the first
four quarters drop off and the most recent four
quarters are added.

b) Calculate an adjusted spending rate using the
prior year's percentage increased by the Higher
Education Price Index (HEPI).

After considering the formulaic approach and
other relevant inputs, an annual spending rate is
established. The spending rates for both fiscal
years 2021 and 2020 were 4.0%. The approved
spending rate for fiscal year 2022 is 4.0%.

Newly created individual endowment funds,

in order to have annual spendable income,
must be invested for at least one year prior

to the calculation date and have a minimum
value of $10,000. In establishing this policy,

the Spending Policy Committee considered the
long-term expected return on the endowment
and its goal of preserving principal. Accordingly,
over the long term, USMF expects the current
spending policy to allow its endowment to grow
at a rate that protects capital on an inflation-
adjusted basis.

The Board approved a blanket carry over for one
year of unspent appropriated funds as of June
30. A special request must be made to carry-
over unspent appropriated funds from more
than one prior year into current year.
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8. Net Assets Activities Net assets were released from donor restrictions when expenses were incurred to satisfy the restricted
purposes as specified by donors. Expenditures on donor-restricted funds are released out of the
appreciation related to those funds to the extent allowed by the donors. Such net assets were released
as follows during the years ended June 30 (in thousands):

Net assets with donor restrictions are restricted for the following purposes (in thousands):

June 30 (in thousands) 2021 2020
June 30 (in thousands) 2021 2020
Subject to expenditures for specific purpose:
Academic programs $ 26,659 $ 26,497 Satisfaction of purpose restrictions:
Student support 5,353 5,156 Academic programs $ 5,236 $ 3,185
University advancement 821 957 Student support 2,282 2,870
Research 20,037 18,910 University advancement 433 947
Faculty support 422 291 Research 3,127 2,410
53,292 51,811 Faculty support 399 360
Endowments / Subject to the Foundation’s endowment spending policy: Total satisfaction of purpose restrictions 1.477 9.772
Academic programs 66,974 55,510 Restricted-purpose spending rate distributions and appropriations:
Student support 186,454 147,741 Academic programs 1,931 1,180
University advancement 23,646 19,148 Student support 5,244 6,337
Research 3,635 2,878 University advancement 21 32
Faculty support 59,897 48,832 Research 48 76
Total endowments 340,506 274,109 Faculty support 1,827 425
Total net assets with donor restrictions $ 393,798 $ 325,920 Total restricted-purpose spending rate distributions and appropriations 9,071 8,050
Total net assets released from donor restrictions $ 20,548 $ 17,822

The Foundation has board-designated net assets for supporting the academic programs, scholarships,
department support, university support, and other programs. Net assets without donor restrictions —
Board-designated net assets are designated for the following (in thousands):

June 30 (in thousands) 2021 2020

Academic programs $ 1,344 $ 1,182
Scholarships 2,826 2,240
Department support 6,136 3,540
University support 22,553 3,102
Maryland Center for Performing Arts 1,939 1,572
Others 5,237 3,146

Total Board-designated net assets $ 40,035 $ 14,782
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9. Liquidity and Availability

The Foundation manages its investment pool to ensure liquidity is provided to the affiliated
institutions to meet their spending needs. The portfolio’s allocation to public risk assets provides
market exposure and the liquidity needed to support recurring program expenditures as they
become due. Liquidity is managed through the construct of the investment policy highlighted in

Note 7.

Funds available to meet general expenditures within one year are as follows (in thousands):

Funds Available

June 30 (in thousands)
Cash and cash equivalents
Account receivable
Accrued interest receivable
Contributions receivable

Operating investments (Level 1 and 2)

Total financial assets available within one year

Less: Amounts unavailable for general expenditures

within one year, due to...... Board designated

Availability of assets within one year

2021 2020

$ 163 $ 147
173 480

297 297

478 1,466
68,827 62,783

$ 69,938 $ 65,173
(40,035) (14,782)
$ 29,903 $ 50,391

10. Retirement Plans

The Foundation maintains a defined contribution
plan for certain personnel provided by TIAA and
CREF. The Foundation contributes 7.25% of

the employee’s compensation to a 401 (a) plan.
Effective July 1, 2005 the Foundation revised
its pension plan so that employees are fully

and immediately vested. In addition, eligible
employees are entitled to make voluntary
contributions to a 403(b) plan. The Foundation
established a 457(b) plan for top executives

in 2002. Total retirement plan expense for the
years ended June 30, 2021 and 2020 was
approximately $252,000 (in dollars) and $237,000
(in dollars), respectively.

11. Contributed Services and Office Space

Several unpaid volunteers contribute their time
to the Foundation. In addition, the Foundation’s
offices are located in the USM Administration
building under a quid pro quo arrangement.
The Foundation's President is also the USM
Vice Chancellor for Advancement and USM
provides space and computer equipment in
exchange. The value of these services has not
been included in the financial statements as
these services are overall immaterial to the
consolidated financial statements.

12. Charitable Gift Annuity Requirements

As required by the State of Maryland, the
Foundation internally reserves cash and
investments associated with annuity liabilities of
approximately $2.56 million and $2.74 million as
of June 30, 2021 and 2020, respectively.
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13. Related Party Transactions

Members of the Board of Directors of the
Foundation are affiliated with organizations
which manage or invest a portion of the
Foundation’s assets. Members of the Board

of Directors do not participate in investment,
operational or other decisions by the Foundation
with respect to entities with which those
directors are associated.

Further, members of the Board of Directors of
the Foundation may also sit on the Boards of
affiliated organizations for which the Foundation
manages assets.

14. USMF Corporation

IIn November 2004, the Foundation established
the USMF Corporation, a for-profit subsidiary,
for the purpose of holding investment assets
that potentially generate unrelated business
income subject to federal and state income tax.
At June 30, 2021 and 2020, this corporation
held $3.32 million and $3.39 million in net
assets, respectively, and has a net operating
income/(loss) of $0.27 million and $(1.45)
million for the years ended June 30, 2021 and
2020, respectively, which are reflected in the
consolidated financial statements.

15. Functional Expenses

The consolidated financial statements

report certain categories of expenses that

are attributed to more than one program or
supporting function. Therefore, certain expenses
require allocation on a reasonable basis that is
consistently applied. The personnel expenses
are allocated on the basis of estimates of time
and effort. All other costs directly charged. The
following are functional expenses for the years
ended June 30, 2021 and 2020:

e \Wye Herd — This program is used to support
all activities related to the Wye Herd.

e Academic — This program is used to provide
supplemental educational experiences for
students studying in the different departments.
This program covers costs related to on and off
campus learning opportunities.

e Scholarships — This program assists students
who are studying in all fields with tuition, books
and room and board expenses.

e Ad-hoc Projects — This program is designed
to enhance department programs across

the campuses by assisting in the funding

of speakers, field trips and other out of the
classroom experiences.

e Research — This program is designed

to assist departments with costs related to
expanding research in many academic fields.
Costs such as lab equipment, materials and
computer programs are included in this area.

e Department Support — This program aids with
the various costs associated with maintaining
and improving the different departments across
the campuses. Costs related to this program

are related to the day to day operations of the
departments.

e Other Programs — These assist various
programs to promote the interest of the individual
campuses, to support activities and facilities of
the buildings, to award students, to fund the
purchases of equipment needed for the different
campus field of studies, and to support the
athletic programs.

e Management and General — These expenses
relate to the day to day operation of the admin-
istrative, accounting and legal offices for the
organizations.

e Fundraising — These expenses are associated
with all aspects of the advancement office in
relation to fundraising initiatives and activities.

16. Subsequent Events

Subsequent events have been evaluated by
management through September 15, 2021,
the date the consolidated financial statements
were issued. There were no events noted that
required adjustment to or disclosure in these
consolidated financial statements.



Notes

Program Services

J U n e 3 O, 2 02 1 Wye Herd Academic  Scholarships Pl;\:i:l(;: Research Depg::)r;l: ng(:;l::sr Pro;’:);:: I\gzzag::::: Fundraising Expe':'l(;t:sl
(in thousands) Services

Transfers to USMF $ — $ 1,914 $ 654 $ 269 § 887 $ 1,433 § 2173 § 7,330 $ 591 $ 1,553 § 9474
Student support — 747 5,901 237 12 270 949 8,116 177 — 8,293
Personnel 76 — — 171 59 54 48 408 2,291 20 2,719
Outside services 177 29 65 161 604 m 1,029 2,176 1,034 201 3,411
Research and special projects — 137 — 138 1,282 2 87 1,646 3 — 1,649
Public relations and promotions — 19 2 7 31 17 61 137 89 (13) 213
Educational programs 32 28 6 105 144 23 151 489 52 — 541
Equipment and software

rental/maintenance 27 34 12 74 97 6 127 377 189 5 571
Travel — 4 1 — 5 16 7 33 10 — 43
Other expenses 57 97 1 208 84 21 97 565 694 212 1,471
Total Expenses $ 369 $ 3,009 $ 6,642 $ 1,370 $ 3.205 $ 1,953 $ 4,729 $ 21,217 $ 5130 $ 1,978 $ 28,385
J une 3 O, 2 02 0 Wye Herd Academic  Scholarships Pl::i:l:tg Research Depg::;ir: ngl:;lll:sr Pro;:;:: I\:::ag:::::: Fundraising Expe':'los?sl
(in thousands) Services

Transfers to USMF $ — $ 1,668 $ 618 $ 420 § 811 $ 2,208 $ 2,600 § 8325 § 387 $ 1,478 $ 10,190
Student support — 267 5,904 12 6 154 1,277 7,620 102 — 7,722
Personnel 54 — — 217 — 82 1 354 2,390 161 2,905
Outside services 175 66 141 209 198 302 952 2,043 598 408 3,049
Research and special projects — 188 — 26 1,343 — 180 1,737 — — 1,737
Public relations and promotions — 298 72 22 19 118 487 1,016 273 162 1,451
Educational programs 29 75 32 285 156 58 163 798 14 — 812
Equipment and software

rental/maintenance 25 31 2 47 72 39 187 403 178 84 665
Travel — 65 44 13 92 67 115 396 62 1 459
Other expenses 35 60 2 259 21 17 381 775 1,431 31 2,237
Total Expenses $ 318 $ 218 $ 6,815 $ 1,510 $ 218 $ 3,045 $ 6,343 $ 23,467 $ 5435 $ 2,325 $ 31,227
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