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@ bakertilly

Independent Auditors' Report

To the Board of Trustees of
Rhode Island School of Design

Opinion

We have audited the consolidated financial statements of Rhode Island School of Design and its subsidiaries
(the School), which comprise the consolidated statements of financial position as of June 30, 2022 and 2021,
and the related consolidated statements of activities, 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 School as of June 30, 2022 and 2021, 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 auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditors'
Responsibilities for the Audit of the Consolidated Financial Statements section of our report. We are required
to be independent of the School 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 Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements
in accordance with accounting principles generally accepted in the United States of America, and for the
design, implementation and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the School’s ability to
continue as a going concern within one year after the date that the financial statements are issued.

Baker Tilly US, LLP, trading as Baker Tilly, is a member of the global network of Baker Tilly International Ltd., the members of which are
separate and independent legal entities. © 2022 Baker Tilly US, LLP
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Auditors' 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 auditors' report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and
therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations or the override of internal control. Misstatements are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the consolidated financial statements.

In performing an audit in accordance with GAAS, we:
o 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 statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the School’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.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the School’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the

planned scope and timing of the audit, significant audit findings and certain internal control-related matters
that we identified during the audit.

5,(/4%7’ 05/“ LLF

New York, New York
October 20, 2022



Rhode Island School of Design
Consolidated Statements of Financial Position
June 30, 2022 and 2021

(Dollars in thousands)

Assets

Cash and cash equivalents

Accounts receivable, net (Note 6)
Student loans receivable, net (Note 7)
Pledges receivable, net (Note 8)

Funds held in trust by others (Note 2)
Inventories

Prepaid expenses

Other investments (Note 2)

Long-term investments (Note 2)

Right of use assets - operating (Note 13)
Property, plant and equipment, net (Note 9)

Total assets
Liabilities
Accounts payable and accrued liabilities (Note 10)
Deferred income (Note 11)
Obligations under long-term agreements (Note 12)
Lease liability (Note 13)
U.S. Government loan funds (Note 7)
Liability for interest rate swaps (Notes 2, 14)
Bonds payable, net (Note 14)

Total liabilities
Net Assets
Net assets without donor restrictions (Notes 15, 16)

Net assets with donor restrictions (Notes 15, 16)
Total net assets

Total liabilities and net assets

2022 2021
$ 41,508 § 34,648
3,676 2,436
- 227
5,654 6,749
800 4,262
1,316 1,374
1,937 1,219
556 660
373,813 435,498
3,303 3,606
277,966 278,421
$ 710,429 § 769,100
$ 14,551 § 12,588
6,236 4,349
9,715 9,854
3,466 3,756
499 243
- 4,656
194,952 195,425
229,419 230,871
314,367 354,631
166,643 183,598
481,010 538,229
$ 710,429 § 769,100

The accompanying notes are an integral part of the consolidated financial statements.
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Rhode Island School of Design
Consolidated Statements of Activities

Year Ended June 30, 2022

(With Summarized Financial Information for the Year Ended June 30, 2021)

(Dollars in thousands)

Operating revenues

Net tuition and fees

Gifts and pledges

Grants

Auxiliary enterprises

Museum services

Investment income

Other income

Net assets released from restrictions

Total revenues

Operating expenses

Salaries and wages

Benefits

Contracted services

Depreciation, amortization and interest
Utilities, plant and equipment

Supplies and general

Other operating expenses

Total expenses

Change in net assets from
operating activities

Nonoperating

Realized and unrealized (losses) gains
on interest rate swaps, net

Realized and unrealized (losses) gains
on investments, net

Gifts and pledges

Change in net assets from
nonoperating activities

Change in net assets

Total net assets
Beginning of year
End of year

Without Donor With Donor 2022 2021
Restrictions Restrictions Total Total

$ 116,046 $ - $ 116,046 $ 93,954
2,745 4,706 7,451 15,119

2,068 5,175 7,243 6,111

25,042 - 25,042 15,647

642 - 642 558

12,421 4,969 17,390 17,159

4,898 - 4,898 3,585

14,307 (14,307) - -
178,169 543 178,712 152,133
82,327 - 82,327 73,037

20,033 - 20,033 15,028

19,771 - 19,771 20,311
21,712 - 21,712 19,614
14,088 - 14,088 17,494

8,623 - 8,623 5,027

3,880 - 3,880 2,876
170,434 - 170,434 153,387
7,735 543 8,278 (1,254)

(470) - (470) 782

(47,529) (22,485) (70,014) 82,243

- 4,987 4,987 7,764

(47,999) (17,498) (65,497) 90,789
(40,264) (16,955) (57,219) 89,535
354,631 183,598 538,229 448,694

$ 314,367 $ 166,643 $ 481,010 $ 538,229

The accompanying notes are an integral part of the consolidated financial statements.
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Rhode Island School of Design
Consolidated Statements of Activities
Year Ended June 30, 2021

(Dollars in thousands)

Operating revenues

Net tuition and fees

Gifts and pledges

Grants

Auxiliary enterprises

Museum services

Investment income

Other income

Net assets released from restrictions

Total revenues

Operating expenses

Salaries and wages

Benefits

Contracted services

Depreciation, amortization and interest
Utilities, plant and equipment

Supplies and general

Other operating expenses

Total expenses

Change in net assets from operating
activities

Nonoperating

Realized and unrealized gain on interest rate swaps, net
Realized and unrealized gain on investments, net

Gifts and pledges

Change in net assets from nonoperating
activities

Change in net assets
Total net assets

Beginning of year
End of year

Without Donor With Donor 2021

Restrictions Restrictions Total
$ 93,954 $ - $ 93,954
2,920 12,199 15,119
294 5,817 6,111
15,647 - 15,647
558 - 558
12,509 4,650 17,159
3,585 - 3,585
11,685 (11,685) -
141,152 10,981 152,133
73,037 - 73,037
15,028 - 15,028
20,311 - 20,311
19,614 - 19,614
17,494 - 17,494
5,027 - 5,027
2,876 - 2,876
153,387 - 153,387
(12,235) 10,981 (1,254)
782 - 782
58,568 23,675 82,243
- 7,764 7,764
59,350 31,439 90,789
47,115 42,420 89,535
307,516 141,178 448,694
$ 354,631 $ 183,598 $ 538,229

The accompanying notes are an integral part of the consolidated financial statements.
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Rhode Island School of Design
Consolidated Statements of Cash Flows
Year Ended June 30, 2022 and 2021
(Dollars in thousands)

Cash flows from operating activities
Change in net assets

Adjustments to reconcile change in net assets to net cash provided by operating activities

Net realized and unrealized losses (gains) on investments
Net realized and unrealized losses (gains) on interest rate swaps
Change in perpetual trust
Depreciation and amortization expense, net of amortizations of bond premium
Contributions restricted for long-term purposes
Change in obligations under long-term agreements
Non-cash change in right of use assets and lease liability - operating
Student loans assigned, net
Net loss on bond refunding
Changes in operating assets and liabilities that provide (use) cash
Accounts receivable
Pledges receivable
Other current assets
Accounts payable and accrued liabilities
Deferred income
Lease liability payments
Net cash provided by (used in) operating activities

Cash flows from investing activities
Purchases of buildings and equipment
Bond project fund held in trust
Student loans repaid
Purchases of investments
Sales of investments
Net cash (used in) provided by investing activities

Cash flows from financing activities

Payments on long-term debt

Deposit with bond escrow agent

Interest rate swap cancellation

Cost of issuance

Payments on obligations under long-term agreements

Proceeds from issuance of long-term debt

Change in U.S. Government loan funds

Proceeds from contributions restricted for long-term purposes
Net cash (used in) provided by financing activities
Net increase (decrease) in cash and cash equivalents and restricted cash

Cash and cash equivalents and restricted cash
Beginning of year
End of year

Reconciliation of cash and cash equivalents and restricted cash
Cash and cash equivalents
Restricted cash within funds held in trust by others

Total end of year

Supplemental cash flow disclosures

Costs accrued for capital expenditures

Cash paid for interest

Right of use assets obtained in exchange for operating lease obligations

The accompanying notes are an integral part of the consolidated financial statements.
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2022 2021
(57,219) 89,535
52,673 (99,253)
302 (2,115)
211 (210)
14,931 14,718
(4,888) (11,830)
420 231
1,013 2,379
190 645
296 493
(1,240) 1,028
743 (2,455)
(660) 1,416
(604) (123)
1,887 (1,174)
(1,000) (2,229)
7,055 (8,944)
(12,207) (21,900)
- 17,524

37 125
(24,424) (28,124)
33,438 34,507
(3.156) 2,132
(5,430) (4,705)
(69,625) (52,365)
(4,958) -
(447) (540)
(559) (559)
75,030 52,905
256 (195)
5,443 12,216
(290) 6,757
3,609 (55)
37,899 37,954
41,508 37,899
41,508 34,648
- 3,251
41,508 37,899
3,467 901
5,691 5,578
592 596



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

1. Nature of Operations and Significant Accounting Policies
Nature of Operations

The Rhode Island School of Design (the School) is a private, not-for-profit art and design college
founded in 1877 and located in Providence, Rhode Island. The mission of the School, through its
college and museum, is to educate its students and the public in the creation and appreciation of
works of art and design, to discover and transmit knowledge and to make lasting contributions to a
global society through critical thinking, scholarship and innovation.

The consolidated financial statements of the School have been prepared in accordance with
generally accepted accounting principles in the United States of America (U.S. GAAP) and with the
reporting principles of not-for-profit accounting. The School includes RISD Holdings, Inc. (RH) and
Washington Place Holdings, LP (Washington Place), wholly owned subsidiaries. RH was founded
in 1999, and was organized for the exclusive purposes of acquiring, holding title to, and collecting
income from, real property. Washington Place was formed in 2017, for the purpose of endowment
investment management.

Basis of Presentation

The accompanying consolidated financial statements include the accounts of the School and its
wholly owned subsidiaries, RH and Washington Place. All significant inter-entity balances and
transactions have been eliminated.

Financial statements of private, not-for-profit organizations measure aggregate net assets and net
asset activity based on the absence or existence of donor-imposed restrictions. Net assets are
reported as without donor restrictions and with donor restrictions and serve as the foundation of the
accompanying consolidated financial statements. Brief definitions of the two net asset classes are
presented below:

Net Assets Without Donor Restrictions — Net assets derived from tuition and other institutional
resources that are not subject to explicit donor-imposed restrictions. Net assets without donor
restrictions also include board designated funds functioning as endowment for scholarships,
academic and institutional purposes, and museum support.

Net Assets with Donor Restrictions — Net assets that are subject to explicit donor-imposed
restrictions on the expenditure of contributions or income and gains on contributed assets and net
assets from endowments not yet appropriated for spending by the School. In addition, net assets
with donor restrictions include restricted contributions from donors classified as funds functioning as
endowment. The School records as net assets with donor restrictions the original amount of gifts
which donors have given to be maintained in perpetuity. Restrictions and corresponding releases
include support of specific departments of the School, professorships, research, faculty support,
scholarships and fellowships, library and museum, building construction and other purposes. When
time and purpose restrictions expire, net assets with donor restrictions are reclassified to net assets
without donor restrictions. Releases from restrictions for the years ended June 30, 2022 and 2021
also include grant amounts awarded from the Higher Education Emergency Relief Fund (Note 20).



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

Measure of Operations

Revenues earned and expenses incurred in conducting the programs and services of the School,
including gifts and investment income, are presented in the consolidated financial statements as
operating activities. Net revenues and other resources from operating activities are not restricted by
donors or other external sources and are, therefore, classified as net assets without donor
restrictions. At the discretion of the School, all or a portion of the net assets resulting from any
operating income may be designated for budgetary purposes, for capital acquisitions, for student
loan funds, for principal payments on debt or for future use by the Board of Trustees.

Nonoperating revenue and expenses include net realized and unrealized gains and losses on the
interest rate swaps, contributions to be invested by the School to generate a return that will support
future operations, and investment return or loss beyond what the School has appropriated for
current operational support in accordance with the School’s investment return spending guidelines.

Revenue Recognition

Tuition revenue is recognized in the fiscal year in which the academic programs are delivered. Such
revenue and fees are presented at transaction prices, which are determined based on standard
published rates for the services provided and approved by the Board of Trustees, less any financial
aid awarded by the School to qualifying students. The amount of revenue per student may vary
based on the specific programs or classes in which the student is enrolled. Sales and services of
auxiliary enterprises revenue, which consists of room and board related services, is recognized
when the related service is provided or performed. Generally, the School’s performance obligations
are satisfied equally over the academic term. The School applies the practical expedient as allowed
for within the accounting standards and, therefore, does not disclose information about remaining
performance obligations that have original expected durations of one year or less.

Amounts are due for tuition, fees, room and board at the beginning of each semester. In
accordance with the School’s refund policies, students may receive a full or partial refund up to five
weeks after the start of the semester. Student accounts receivable includes amounts to which the
School is unconditionally entitled. The School considers such amounts as unconditional based on
the payment due date.

Gifts and pledges are recognized as revenue when received. Gifts specified for the acquisition or
construction of long-lived assets are released to net assets without donor restrictions from net
assets with donor restrictions when the assets are placed in service.

Unconditional promises to give that are expected to be collected within one year are recorded at
their net realizable value. Amounts expected to be collected in future years are recorded as
receivables at the present value of their expected cash flows, less an allowance for uncollectibles.
The related revenue is assigned to net assets with donor restrictions until collected and any other
restrictions are met, if so restricted by the donor.

Private grants are generally deemed to be exchange (reciprocal) transactions. The performance
obligation for each grant or contract is deemed to be the research itself and revenue is recognized
as the eligible grant activities are conducted. Transaction prices are based on budgets in the award
agreement. Private grants are generally one year or less in duration.

Government grants and contracts are deemed to be non-exchange (nonreciprocal) transactions.
Revenue related to conditional grants and contracts is recorded when the conditions are met. Most
grants and contracts are on a cost reimbursement basis and require the School to incur eligible
expenses prior to the release of funds.



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

Investments

The fair values of publicly traded investments are determined based upon quoted market prices.
The School’s alternative investment funds are carried at estimated fair value determined by
management, based upon valuations provided by management of the privately held investment
funds as of June 30, 2022 and 2021. Alternative investments include limited partnerships, limited
liability corporations, real estate, and offshore investment funds. Because investments in alternative
investment funds are not marketable, the estimated value is subject to uncertainty and therefore,
may differ significantly from the value that would have been used had a market for such
investments existed and such differences could be material. U.S. government and agency
obligations are valued by quoted market prices. Corporate bonds are valued using recently
executed transactions, market price quotations (where observable), bond spreads or credit default
swap spreads.

The School is transitioning from multiple fund managers to a single multi-strategy limited
partnership fund (the Fund). The Fund’s investment strategy focuses on varied traditional and
nontraditional investment opportunities to provide a diversified single portfolio for investors. The
Fund invests in the following asset classes: Equity (public and private), Hedge Funds, Real Assets
(public and private), Fixed Income and Cash.

Cash and Cash Equivalents

Cash and cash equivalents include highly liquid investments with maturities of three-months or less
at the time of purchase. Cash equivalents are stated at cost, which approximates fair value. Cash
and cash equivalents on deposit with any one financial institution are insured up to $250. The
School maintains its cash and cash equivalents with several financial institutions and exceeds the
insured limits.

Cash and cash equivalents include cash restricted for the Perkins loans, which totaled $828 and
$505 at June 30, 2022 and 2021, respectively.

Inventories

Inventories consist primarily of items held for resale at the School’s store and are stated at the
lower of cost or net realizable value. The School uses the first-in, first-out method of accounting for
inventory.

Split-Interest Agreements

The School is party to various split-interest agreements with regards to irrevocable trusts and other
agreements. These agreements include: perpetual trusts, charitable remainder trusts, charitable gift
annuities, and pooled life income funds. The assets of gift annuities and pooled income funds are
included at fair value in other investments on the consolidated statements of financial position. The
obligations associated with these arrangements are recorded at present value of the aggregate
liability to beneficiaries based upon life expectancy. Assets held by an outside trustee are classified
as funds held in trust by others or as pledges receivable. These assets represent the School’s
share of the fair value of the trust assets as of the date of the consolidated statements of financial
position net of a liability for the present value of estimated future payments to the donors or other
beneficiaries, where applicable. Distributions of income from the trusts to the School are recorded
as released from restriction when donor stipulations are met. Split-interest agreements and annuity
obligations are based on certain assumptions regarding life expectancy, discount rate and rate of
return. Circumstances affecting these assumptions can change the estimate of the liabilities in
future periods.



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

Property, Plant and Equipment

Property, plant and equipment is stated at acquisition cost or the fair value as of the date of the gift,
net of accumulated depreciation. Depreciation is computed on a straight-line basis over the
following estimated useful lives:

Buildings and major improvements 1545 years
Machinery and equipment 5 years
Furniture and fixtures 5 years

Expenditures for maintenance, repairs, interest and depreciation are expensed as incurred. Upon
sale or retirement, the cost of the property and the related accumulated depreciation are removed
from the respective accounts, and any resulting gains or losses are reflected in the consolidated
statements of activities.

Capitalized interest costs are included within construction in process until the related asset is
placed in service, at which point the capitalized interest costs are amortized over the respective
asset’s estimated useful life.

Leases

The School has entered into a variety of operating leases for student housing facilities,
office/classroom space, museum storage, copiers and computer equipment. Lease liabilities and
their corresponding right of use assets are recorded based on the present value of lease payments
over the expected lease term. The interest rate implicit in lease contracts is typically not readily
determinable, and as such, the School uses its incremental borrowing rate based on the information
available at the lease commencement date, a rate which represents one that would be incurred to
borrow, on a collateralized basis, over a similar term, an amount equal to the lease payments in a
similar economic environment.

Lease terms may include options to renew and/or terminate the lease, which can impact the lease
term. The exercise of these options is at the School’s discretion and the School does not include
any of these options within the expected lease term where it is not reasonably certain that these
options will be exercised.

The School has elected the short-term lease exemption and, therefore, does not recognize a right
of use asset or corresponding liability for lease arrangements with an original lease term of 12
months or less. Short-term lease expenses are recognized on a straight-line basis over the lease
term as an operating expense.

The School leases to others portions of certain buildings for cellular, retail, restaurant and office
space. RH leases buildings which generally have a lease term of five years or less, and the School
leases property for cellular use with a term of ten years, terminating in 2028. These leases are
classified as operating leases and are included in other income on the consolidated statements of
activities. Income from operating leases is not material to the consolidated financial statements.

Collections

The School does not capitalize or assign a value to the museum collections. Collections that are
acquired through purchases and contributions are not recognized as assets on the consolidated
statements of financial position. Purchases of collection items are recorded as decreases in net
assets without donor restrictions in the year in which the items are acquired or in net assets with
donor restrictions if the assets used to purchase items is restricted by donors.
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Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

Contributed collection items are not reflected in the consolidated financial statements. Proceeds
from deaccessions or insurance recoveries are reflected as increases in the appropriate net asset
classes.

Auxiliary Services

Auxiliary services include the RISD Store, dining halls, residence halls, and other on-campus
undertakings that provide services to students, faculty, and staff for fees directly related, but not
necessarily equivalent, to the costs of the services.

Deferred Income
Deferred income represents tuition and fees received for programs and services to be conducted
predominantly in the next fiscal year.

Advertising Costs

Advertising costs are charged to operations when incurred. Advertising costs amounted to $416
and $400 for the years ended June 30, 2022 and 2021, respectively. Such costs are included in
other operating expenses in the accompanying consolidated statements of activities.

Tax Status

The School is qualified for exemption from Federal income tax under Section 501(c)(3) of the
Internal Revenue Code. RH is qualified for exemption from Federal income tax under Section
501(c)(25) of the Internal Revenue Code.

Use of Estimates

The preparation of 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 consolidated financial
statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Fair Value Measurements

The School complies with accounting guidance for Fair Value Measurements, which defines fair
value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. Such guidance applies to reported balances that are required or permitted to be
measured at fair value under existing accounting pronouncements.

The Fair Value Measurements standard emphasizes that fair value is a market-based
measurement, not an entity-specific measurement. Therefore, a fair value measurement is
determined based on the assumptions that market participants would use in pricing the asset or
liability. As a basis for considering market participant assumptions in fair value measurements, the
guidance establishes a hierarchy of valuation inputs based on the extent to which the inputs are
observable in the marketplace, as follows:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted
prices for similar assets or liabilities in active markets; quoted prices for identical assets or liabilities
in markets that are not active; or inputs other than quoted prices that are observable or can be
corroborated by observable market data by correlation or other means.

11



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

Level 3 Unobservable inputs for an asset or liability that are supported by little or no market
activity.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level
of input that is significant to the fair value measurement.

The School is permitted under U.S. GAAP to estimate the fair value of an investment at the
measurement date using the reported net asset value (NAV) without further adjustment unless the
entity expects to sell the investment at a value other than NAV or if the NAV is not calculated in
accordance with U.S. GAAP. The School’s investments in private equity, mutual funds, hedge
funds, and other securities are fair valued based on the most current NAV.

The School, through its outsourced primary investment firm, performs additional procedures
including due diligence reviews on its investments in investment companies and other procedures
with respect to the capital account or NAV provided to ensure conformity with U.S. GAAP. The
School has assessed factors including, but not limited to, managers’ compliance with the Fair Value
Measurements standard, price transparency, valuation procedures in place, the ability to redeem at
NAV at the measurement date, and existence of certain redemption restrictions at the
measurement date.

The guidance also requires additional disclosures to enable users of the consolidated financial
statements to understand the nature and risk of the School’s investments. Furthermore,
investments which can be redeemed at NAV by the School on the measurement date or in the near
term (defined as 90 days or less) are classified as Level 2. Investments which cannot be redeemed
on the measurement date or in the near term are classified as Level 3. However, as required by
U.S. GAAP, certain investments that are measured at fair value using the net asset value per share
(or its equivalent) practical expedient have not been classified in the fair value hierarchy.

Recently Adopted Accounting Pronouncements

In September 2020, FASB issued ASU No. 2020-07, Not-for-Profit Entities (Topic 958) Presentation
and Disclosures by Not-for-Profit Entities for Contributed Nonfinancial Assets (ASU No. 2020-07).
ASU No. 2020-07 improves financial reporting by providing new presentation and disclosure
requirements about contributed nonfinancial assets, including additional disclosure requirements for
recognized contributed services. The School retroactively adopted ASU No. 2020-07 effective

July 1, 2021 and determined there were no significant changes to its consolidated financial
statements from applying the new guidance.
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Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

2. Fair Value of Financial Instruments

In accordance with accounting guidance for Fair Value Measurements, the tables below summarize
the financial instruments carried at fair value on a recurring basis as of June 30, 2022 and 2021,
aggregated by the level in the fair value hierarchy within which those measurements fall. However,
certain investments that are measured at fair value using the net asset value per share (or its
equivalent) practical expedient have not been classified in the fair value hierarchy and instead are
included in the following tables as “investments valued using the NAV practical expedient”. The fair
value amounts presented in the following tables are intended to permit reconciliation of the fair
value hierarchy to the amounts presented in the consolidated statements of financial position:

Quoted Prices Significant Other Significant Investments
in Active Observable Unobservable Valued Using Total
Markets Inputs Inputs the NAV Practical Fair Value
(Level 1) (Level 2) (Level 3) Expedient 2022
Assets
Investments
Cash and cash equivalents $ 1,438 $ - $ - $ - $ 1,438
Multi-strategy limited partnership
investment fund 9,406 - - 340,831 350,237
Hedge funds
Fixed income - - - 189 189
Private equity - - - 21,949 21,949
Total investments 10,844 - - 362,969 373,813
Beneficial interests held by third parties and
other investments - - 1,356 - 1,356
Total assets at fair value $ 10,844 $ - $ 1,356 $ 362,969 $ 375,169
Quoted Prices Significant Other Significant Investments
in Active Observable Unobservable Valued Using Total
Markets Inputs Inputs the NAV Practical Fair Value
(Level 1) (Level 2) (Level 3) Expedient 2021
Assets
Investments
Cash and cash equivalents $ 4,703 $ - $ - $ - $ 4,703
Multi-strategy limited partnership
investment fund 8,671 - - 395,793 404,464
Hedge funds
Multi-strategy hedge fund of funds - - - 645 645
Fixed income - - - 2,168 2,168
Private equity - - - 23,518 23,518
Total investments 13,374 - - 422,124 435,498
Bond project fund held in trust
Cash and cash equivalents 3,251 - - - 3,251
Total bond project fund held in trust 3,251 - - - 3,251
Beneficial interests held by third parties and
other investments - - 1,671 - 1,671
Total assets at fair value $ 16,625 $ - $ 1,671 $ 422,124 $ 440,420
Liabilities
Interest rate swap $ - $ (4,656) $ - $ - $ (4,656)
Total liabilities at fair value $ - $ (4,656) $ - $ - $ (4,656)
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The School’s policy for allocation to Levels 1, 2, 3 and Investments Valued Using the Practical
Expedient in the tables above are described in Note 1.

The value of alternative investments (principally limited partnership interests in hedge, private
equity, and other similar funds) represents the ownership interest in the NAV of the respective
partnership as reported by the general partner. The School has performed due diligence around its
alternative investments to ensure that they are recorded at fair value, which is based on the NAV.
However, certain investments that are measured at fair value using the net asset value per share
(or its equivalent) practical expedient have not been classified in the fair value hierarchy.

Interest rate swaps are valued using both observable and unobservable inputs, such as quotations
received from the counterparty, dealers or brokers, whenever available and considered reliable.

Beneficial interest held by third parties are measured at fair value using the School's percentage of
the earnings of the underlying trust assets applied to the fair value of the underlying assets. This is
considered a Level 3 measurement because even though the measurement is based on the
underlying fair value of the trust assets as reported by the third parties, the School will never
receive those assets to have the ability to direct the third parties to redeem them.

All net realized and unrealized gains in the tables above are reflected in the accompanying
consolidated statements of activities and relate to those financial instruments held by the School at
June 30, 2022 and 2021.

There were no transfers between levels for the years ended June 30, 2022 and 2021.

14



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

The following tables present liquidity information for the investments carried at fair value at June 30,
2022 and 2021, respectively.

Investments Asset Value as of June 30, 2022

Unfunded Redemption
Fair Value Commitments Frequency Notice Period
Investment type

Cash and cash equivalents $ 1,438 $ - Liquid N/A
Multi-strategy limited partnership investment fund 350,237 633 Semiannually 120 Days
Hedge funds

Fixed income 189 - Quarterly 7 Days
Private equity 21,949 984 At Manager's Discretion

Total $ 373,813 $ 1,617

Investments Asset Value as of June 30, 2021

Unfunded Redemption
Fair Value Commitments Frequency Notice Period
Investment type

Cash and cash equivalents $ 4,703 $ - Liquid N/A
Multi-strategy limited partnership investment fund 404,464 633 Semiannually 120 Days
Hedge funds

Multi-strategy hedge fund of funds 645 - Quarterly 7 Days

Fixed income 2,168 - Quarterly 7 Days
Private equity 23,518 1,047 At Manager's Discretion

Total $ 435,498 $ 1,680

3. Liquidity and Availability of Resources

The School’s financial assets available, reduced by amounts not available for general use due to
contractual or donor-imposed restrictions, within one year of the consolidated statement of financial
position date for general expenditure as of June 30, 2022 and 2021 are as follows:

2022 2021
Cash and cash equivalents $ 6,822 $ 1,234
Accounts receivable, net 3,676 2,436
Appropriations from quasi-endowment 13,118 12,373
$ 23616 $ 16,043

Appropriations from the quasi-endowment, shown above, represent a portion of the approved fiscal
year 2023 spending policy allocation available within the next 12 months. The School’'s endowment
funds consist of donor-restricted endowments and a quasi-endowment. Income from donor-
restricted endowments is restricted for specific purposes and, therefore, is not available for general
expenditure. The Board of Trustees of the School determines the method to be used to appropriate
endowment funds for expenditure. For fiscal year 2023, the spending policy is to spend 5.00% of a
rolling twelve-quarter average, of which $13,118 of appropriations from the quasi-endowment will
be available for general use.
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In addition to the noted available financial assets, a significant portion of the School’s annual
expenditures will be funded by current year operating revenues. The School’s cash flows have
seasonal variations during the year, attributable to tuition billing and concentration of contributions
received at calendar and fiscal year end. As part of the School’s liquidity management, it has a
policy to structure its financial assets to be available as its general expenditures, liabilities and other
obligations come due. To help manage unanticipated liquidity needs, the School has a committed
line of credit in the amount of $20,000 (Note 21), which it could draw upon. In addition, the School
has a board-designated endowment of $253,185 (Notes 15, 16). Although the School does not
intend to spend from its board-designated endowment other than amounts appropriated for general
expenditure as part of its annual budget approval and appropriation process, amounts from the
board-designated endowment could be made available if necessary. However, both the board-
designated endowment and donor-restricted endowments contain investments with lock-up
provisions that would reduce the total investments that could be made available.

Tuition and Fees

For the years ended June 30, 2022 and 2021, revenue from tuition and fees recognized by the
School reflects aggregate reductions as follows:

2022 2021
Tuition and fees $ 149,686 $ 123,639
Less:
School sponsored financial aid (30,268) (26,586)
Donor sponsored financial aid (3,372) (3,099)
Net tuition and fees $ 116,046 $ 93,954
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5. Investment Return

Investment return for the years ended June 30, 2022 and 2021, was as follows:

2022 2021
Without Donor With Donor

Restriction Restriction Total Total
Interest and dividend income $ 49 3 -3 149
Net realized gains 16,896 7,140 24,036 27,877
Net unrealized (losses) gains (52,053) (24,656) (76,709) 71,376
Total investment return $ (35,108) $ (17,516) $ (52,624) $ 99,402

Reconciliation from Consolidated Statement of Activities

Investment income $ 17,390 $ 17,159
Realized and unrealized (losses) gains on investments, net (70,014) 82,243
Total investment return $ (52,624) $ 99,402

Investment management fees and other expenses (netted from realized gains and losses) totaled

$2,346 and $2,004 for the years ended June 30, 2022 and 2021, respectively.

Certain net assets are pooled for investment income purposes. Units in the pool are assigned on
the basis of fair value at the time net assets to be invested are received, and income is distributed
monthly thereafter on a per-unit basis. The market value of long-term investments, as stated in the
consolidated statements of financial position, represents the value of pooled endowment plus other

nonpooled investments at June 30, 2022 and 2021.
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6.

Accounts Receivable

Accounts receivable consisted of the following at June 30, 2022 and 2021:

2022 2021
Student tuition and fees $ 956 % 918
Grants and contracts 3,224 1,937
Other 123 177
4,303 3,032
Less: Allowance for uncollectible accounts (627) (596)
Accounts receivable, net $ 3,676 % 2,436

Student Loans Receivable

Student Loans are made with funds advanced to the School by the Federal government under the
Federal Perkins Loan Program.

The Federal Perkins loan program expired on September 30, 2017; after June 30, 2018, no new
loans are permitted. Institutions are permitted to liquidate all Perkins loans or continue to service all
or some of their outstanding Perkins loans. As of June 30, 2022, the School has liquidated the
remaining Perkins loans.

U.S. Government Loan Funds

Under existing laws, Perkins loan funds of the United States Government are ultimately refundable
to the extent funds are available from the program and are, therefore, shown as a liability on the
consolidated statements of financial position, in the event that the Perkins Loan program ceases.
This number represents the federal capital contribution and federal percentage of revenues and
expenses for the current year’s Perkins Loan program. At June 30, 2022 and 2021, the liability was
$499 and $243, respectively.

18



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

8. Pledges Receivable

Pledges receivable at June 30, 2022 and 2021, are expected to be realized in the following periods:

2022 2021
In one year or less $ 2019 §$ 2,730
Between one year and five years, net of discount 3,517 4,052
Five years and over, net of discount 593 753
6,129 7,535
Less: Allowance for uncollectible pledges (575) (786)
Pledges receivable, net $ 5,554 $ 6,749

Pledges receivable expected to be collected within one year are recorded at their net realizable
value. Those expected to be collected in future years are recorded at the present value of
estimated future cash flows. The present value of estimated future cash flows has been measured
at the time of the pledge using rates indicative of the market and credit risk associated with the
pledge. Discount rates used to calculate the present value of pledges receivable ranged from
0.18% to 2.72%, resulting in discounts of $48 and $36 for the years ended June 30, 2022 and
2021, respectively.

The School has pledges outstanding from Trustees of approximately $3,498 and $5,621 at June 30,
2022 and 2021, respectively.

9. Property, Plant and Equipment

2022 2021

Land and buildings
Educational plant $ 220,980 $ 216,982
Dormitories and refectory 165,697 148,800
Administrative and other 53,487 52,393
Construction in progress 7,123 15,319
Land 11,715 11,715
459,002 445,209
Furniture, fixtures and equipment 72,115 70,855
531,117 516,064
Less: Accumulated depreciation (253,151) (237,643)
Property, plant and equipment, net $ 277,966 $ 278,421

Construction in progress as of June 30, 2021 was primarily comprised of residence hall renovations
and expansions in conjunction with the School’s multiyear Quad block enhancement project.
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10.

Depreciation expense for the years ended June 30, 2022 and 2021 was $15,508 and $14,536,
respectively.

Outstanding commitments on uncompleted construction contracts totaled $184 and $28 at June 30,
2022 and 2021, respectively.

During the years ended June 30, 2022 and 2021, the School capitalized interest costs of $114 and
$820, respectively.

Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities consisted of the following at June 30, 2022 and 2021:

2022 2021

Trade accounts payable $ 5111  $ 2,200
Accrued interest 1,769 1,605
Accrued personnel liabilities 3,909 5,028
Healthcare self insurance reserve 568 750
Annuities payable 222 291
Other 2,972 2,714

Accounts payable and accrued liabilities $ 14,551  $ 12,588

Included in trade accounts payable and other are construction related payables totaling $3,467 and
$901 at June 30, 2022 and 2021, respectively.

Included in accrued personnel liabilities is a deferral of the School’s portion of Social Security taxes,
as provided under Section 2302 of the CARES Act totaling $1,557 and $3,068 at June 30, 2022
and 2021, respectively and the balance will be due on December 31, 2022.
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11. Deferred Income

Deferred income primarily represents payments received for tuition, room and board prior to the
start of the fall academic term, as well as unearned revenue for the summer term. The following
tables present a rollforward of the activities within deferred income for the years ended June 30,
2022 and 2021, respectively:

Revenue
recognized Payments
included in received in
Balance at 6/30/21 advance of Balance at
6/30/21 Balance performance 6/30/22
Degree programs $ 2,084 $ (2,084) $ 1,517  $ 1,517
Continuing education programs 2,181 (2,181) 3,369 3,369
Other 84 (84) 1,350 1,350
Total Deferred Income $ 4349 §$ (4,349) $ 6,236 $ 6,236
Revenue
recognized Payments
included in received in
Balance at 6/30/20 advance of Balance at
6/30/20 Balance performance 6/30/21
Degree programs $ 3232 $ (3,232) $ 2,084 % 2,084
Continuing education programs 2,211 (2,211) 2,181 2,181
Other 80 (80) 84 84
Total Deferred Income $ 5523 $ (5,523) $ 4349 §$ 4,349
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12.

Obligations Under Long-Term Agreements

During fiscal year 2004, the school purchased the Center for Integrative Technology building and a
long-term payment obligation to a third party was recognized. Based on a variety of assumptions,
the current estimation is that the obligation will end on or about 2031. The principal obligation
outstanding was $3,842 and $4,140 at June 30, 2022 and 2021, respectively.

Minimum annual obligation over the next five years and thereafter are as follows:

2023 $ 439
2024 483
2025 483
2026 483
2027 483
Thereafter 2,080
Total minimum payments 4,451
Interest expense (609)
Total obligation $ 3,842

The School presents an asset retirement obligation on its consolidated statements of financial
position that represents the probability and projected cost to remedy certain environmental hazards
in relation to its buildings and boiler systems. The asset retirement obligation was $5,573 and
$5,294 at June 30, 2022 and 2021, respectively, and are included within obligations under long-
term agreements on the consolidated statements of financial position.

In December 2020, the School received a $600 non-interest-bearing note from National Grid, in
participation with their Energy Initiative program. Payments are due in monthly installments of $10
through December 2024. The outstanding principal balance was $300 and $420 as of June 30,
2022 and 2021, respectively, and is included within obligations under long-term agreements on the
consolidated statements of financial position.
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13. Leases

The School has operating right of use assets of $3,303 and $3,606 and lease liabilities of $3,466
and $3,756 at June 30, 2022 and June 30, 2021, respectively. The discount rates used range from
0.92% and 2.79%, for a weighted average discount rate of 2.25% and are based on the School’s
incremental borrowing rates over a comparable period to the respective lease. The remaining lease
terms range from less than 1 year to 10 years, for a weighted average remaining lease term of 6.6

years.

The lease expense is reported in utilities, plant and equipment on the consolidated statements of
activities and amounted to $1,016 and $2,292 for the years ended June 30, 2022 and June 30,

2021, respectively.

The following operating lease payments are expected to be paid for each of the following fiscal

years ending June 30:

2023 $ 813
2024 622
2025 481
2026 484
2027 281
Thereafter 1,095
Total minimum payments 3,776
Present value discount (310)
Lease liability $ 3,466
14. Bonds Payable and Other Debt
Name Original Issue Rate Maturity 2022 2021
Rhode Island Health and Education
Building Corporation
Series 2008A $61,930 1.25% - 2.60% 2035 $ - $ 39,820
Series 2008B $31,850 1.25% - 2.60% 2037 - 31,850
Series 2012 $28,340 2.50% - 4.00% 2024 1,620 2,410
Series 2012B $51,815 2.50% - 5.00% 2025 6,925 9,005
Series 2018 $54,950 4.00% - 5.25% 2049 54,950 54,950
Series 2020 $52,905 0.82% - 3.09% 2036 52,390 52,905
Series 2021A $70,041 1.98% 2036 70,041 -
Series 2021B $4,989 2.61% 2036 4,989 -
Bonds payable, net 190,915 190,940
Add: Unamortized premium on bonds 5,367 5,783
Less: Bond issuance costs (1,330) (1,298)
Bonds payable, net $ 194952 $ 195425
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All bond premiums and issuance costs are being accreted straight line over the lives of the bonds
which approximates the effective interest basis. Net amortization income of bond premiums and
issuance costs for the years ended June 30, 2022 and 2021, was $297 and $336, respectively.

Rhode Island Health and Education Building Corporation (RIHEBC)

On September 1, 2021, the School refinanced its variable rate debt by redeeming the Series 2008A
and 2008B bonds and issuing $70,041 in Series 2021A bonds and $4,989 in Series 2021B federally
taxable bonds. The proceeds from this issuance were used to repay principal balances of $37,775
and $31,850 of the Series 2008A and 2008B bond issuance, which were originally used for capital
purposes, respectively, as well as $4,958 swap breakage fees to terminate the School’s swap
obligations. These repayments resulted in a net realized loss of $296, which is included in other
operating expenses in the consolidated statements of activities. As a result of the refinancing of the
School’s variable rate debt, the School has also terminated its letters of credit effective October 1,
2021.

On December 16, 2020, the School issued $52,905 par value federally taxable bonds, resulting in
$52,365 proceeds, net of issuance costs. The proceeds from this issuance were used to partially
repay principal balances of $19,585 and $29,250 of the Series 2012 and 2012B Bonds,
respectively. These repayments resulted in a net realized loss of $493, which is included in other
operating expenses on the consolidated statements of activities.

On September 13, 2018, the School sold $54,950 par value, 30 year, 5% coupon tax exempt
bonds, resulting in $60,095 proceeds for use by the School, net of issuance costs. The School
utilized the bond proceeds to construct a new residential facility and address deferred maintenance
in several buildings. As of September 2021, the defined projects were complete and there were no
remaining unused funds. The bonds maturing before August 15, 2029 are not subject to redemption
prior to maturity (unless redeemed pursuant to the extraordinary redemption provisions). The bonds
maturing on or after August 15, 2029 may be redeemed prior to maturity, at the option of the School
beginning on or after August 15, 2028, in whole or in part at any time at their principal amounts,
without premium, plus accrued interest to the redemption date.

Series 2012, 2012B and 2018 Bonds are subject to optional, extraordinary optional, and mandatory
redemption.

On June 28, 2018, the School secured a $31,850 letter of credit to cover an amount up to the
outstanding balance of the 2008B Bonds at the time of redemption. Any payout was to be repaid
immediately or accrue interest. If payout was not made in 90 days, the payout would convert to a
term loan, due in five semi-annual installments beginning six months after the conversion date. The
expiration date of this letter of credit is November 2, 2021. As a result of the refinancing of the
School’s variable rate debt, the letter of credit was terminated as of October 1, 2021.

On June 28, 2018, the School secured a new $48,740 letter of credit to cover an amount up to the
outstanding balance of the 2008A Bonds at the time of redemption plus 45 days’ interest at the
maximum rate of 12%. The expiration date of this letter of credit is November 2, 2021. As a result of
the refinancing of the School’s variable rate debt, the letter of credit was terminated as of

October 1, 2021.
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The School is required to comply with financial covenants to support the Series 2021A and 2021B
bonds. The liquidity ratio minimum requirement is 0.50 to 1. The School was in compliance with its
debt covenant requirements as of June 30, 2022.

The School has pledged as collateral all revenue without donor restriction received in each fiscal
year up to an amount equal to the debt service on the bonds due during the fiscal year.

Mandatory annual principal payments due for the next five years and thereafter are as follows:

2023 $ 7,257
2024 7,494
2025 7,727
2026 7,901
2027 8,025
2028-2049 152,511

Total Annual principal payments $ 190,915

Cash paid for interest on long-term debt for the years ended June 30, 2022 and 2021, was $5,508
and $4,192, respectively. Interest expense, net of capitalized interest, was $5,421 and $4,419 for
the years ended June 30, 2022 and 2021, respectively.

Prior to the September 1, 2021 refinance, which included termination of the School’s swap
obligations, the School had entered into various interest rate swap agreements to manage the
interest cost and variable rate risk associated with its outstanding debt. The interest rate swap
agreements were not entered into for trading or speculative purposes. The risks associated with
interest rate swaps were primarily market risk. Under the terms of these agreements, the School
paid a fixed rate, determined at inception, to a third party who in turn paid the School a variable rate
on these respective notional principal amounts. During the years ended June 30, 2022 and 2021,
the School incurred net realized and unrealized losses of $470 and gains of $782, respectively.

The interest rate swap balances are classified as liabilities on the consolidated statements of
financial position. Net payments or receipts under the swap agreements, along with the change in
fair value of the swaps, are included in nonoperating revenues on the consolidated statements of
activities.

The following schedule presents the notional principal amounts of the School’s interest rate swaps
at June 30, 2021. As previously noted, the School’s swap obligations were terminated in
conjunction with the September 1, 2021 debt refinancing.

Original Fair Value
Maturity Notional 2021
August 15, 2025 24300 $ (807)
August 15, 2034 28,500 (2,577)
August 15, 2036 17,995 (1,272)
Liability for interest rate swap $ (4,656)
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15.

16.

Net Assets

Details of the School’s net assets are provided below:

2022 2021
Without donor restrictions
Board and internally designated funds $ 16,125 § 10,788
Board designated for endowment 253,185 300,826
Capital and other undesignated funds 45,057 43,017
Total net assets without donor restrictions 314,367 354,631
With donor restrictions
Restricted by time or purpose 38,600 41,517
Restricted by time or purpose within endowment 50,343 69,368
Restricted in perpetuity 77,700 72,713
Total net assets with donor restrictions 166,643 183,598
Total net assets $ 481,010 $ 538,229

Endowment Funds

The School’'s endowment consists of approximately 301 individual donor-restricted endowment
funds and 35 board-designated endowment funds for a variety of purposes plus the following where
the assets have been designated for endowment: pledges receivable, split interest agreements,
and other net assets. The endowment includes both donor-restricted endowment funds and funds
designated by the Board of Trustees to function as endowments. The net assets associated with
endowment funds, including funds designated by the Board of Trustees to function as endowments,
are classified and reported based on the existence or absence of donor-imposed restrictions.

The School’'s Board of Trustees has interpreted the Uniform Prudent Management of Institutional
Funds Act (UPMIFA) as requiring the preservation of the original gift as of the gift date(s) of the
donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result of
this interpretation, the School classifies as net assets with donor restrictions, (a) the original value
of 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 added to the
fund. The remaining portion of the donor-restricted endowment fund is also classified as net assets
with donor restrictions until those amounts are appropriated for expenditure by the School in a
manner consistent with the standard of prudence prescribed by UPMIFA. In accordance with
UPMIFA, the School considers the following factors in making a determination to appropriate or
accumulate endowment funds:

(1) The duration and preservation of the fund

(2) The purposes of the School and the donor-restricted endowment fund
(3) General economic conditions

(4) The possible effect of inflation and deflation
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(5) The expected total return from income and appreciation of investments
(6) Other resources of the School
(7) The investment policies of the School

Endowment net asset composition by type of fund as of June 30, 2022 and 2021, were as follows:

2022
Without Donor With Donor
Restrictions Restrictions Total
Board-designated for
Scholarships $ 12,212 $ - $ 12,212
Academic and institutional purposes 238,473 - 238,473
Museum support 2,500 - 2,500
Total board designated 253,185 - 253,185
Donor-restricted for
Scholarships - 57,849 57,849
Academic and institutional purposes - 32,513 32,513
Museum support - 37,681 37,681
Total donor restricted - 128,043 128,043
Total endowment funds $ 253,185 $ 128,043 % 381,228
2021
Without Donor With Donor
Restrictions Restrictions Total
Board-designated for
Scholarships $ 14,817 14,817
Academic and institutional purposes 283,048 283,048
Museum support 2,961 2,961
Total board designated 300,826 300,826
Donor-restricted for
Scholarships - 61,579 61,579
Academic and institutional purposes - 37,173 37,173
Museum support - 43,329 43,329
Total donor restricted - 142,081 142,081
Total endowment funds $ 300,826 $ 142,081 $ 442,907
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Changes in endowment net assets for the years ended June 30, 2022 and 2021, were as follows:

Without Donor With Donor

Restrictions Restrictions Total
Endowment net assets at June 30, 2021 $ 300,826 $ 142,081 $ 442 907
Investment return, net of fees (35,333) (17,084) (52,417)
Gifts 65 8,015 8,080
Endowment return allocated for spending (12,373) (4,969) (17,342)
Endowment net assets at June 30, 2022 $ 253,185 § 128,043 $ 381,228

Without Donor With Donor

Restrictions Restrictions Total
Endowment net assets at June 30, 2020 $ 243,747 % 105,265 $ 349,012
Investment return, net of fees 69,359 31,211 100,570
Gifts 80 9,781 9,861
Endowment return allocated for spending (12,360) (4,650) (17,010)
Other increases - 474 474
Endowment net assets at June 30, 2021 $ 300,826 $ 142,081 $ 442,907

The following provides additional information about the School’s policies regarding the
management of its endowment assets.

Endowment Funds with Deficits

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the value of the initial and subsequent donor gift amounts (underwater). When
donor endowment deficits exist, they are classified as a reduction of donor-restricted net assets.
Deficiencies of this nature exist in 13 donor-restricted endowment funds, which together have an
original gift value of $9,240, a current fair value of $8,803, and a deficiency of $437 as of June 30,
2022. These deficiencies resulted from unfavorable market fluctuations that occurred shortly after
the investment of new contributions for donor-restricted endowment funds. There were no
endowment funds underwater as of June 30, 2021.

Return Objectives and Risk Parameters

The School has adopted endowment investment and spending policies that attempt to provide a
predictable stream of funding to programs supported by its endowment while seeking to maintain
the purchasing power of endowment assets. Under this policy, the return objective for the
endowment assets, measured over a full market cycle of approximately five years, is to maximize
the return against various market indexes across the investment portfolio as determined by the
Investment Committee while minimizing risk. The goal of each investment manager over the
investment horizon is to exceed the appropriate market index. The overall portfolio is intended to
embody no greater risk than the risk of a blend of the indexes assigned to the managers.
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17.

Strategies Employed for Achieving Investment Objectives

To achieve its long-term rate of return objectives, the School relies on a total return strategy in
which investment returns are achieved through both capital appreciation (realized and unrealized
gains) and current yield (interest and dividends).

Endowment Spending Allocation and Relationship of Spending Policy to Investment
Objectives

The Board of Trustees of the School determines the method to be used to appropriate endowment
funds for expenditure. In 2022 and 2021, the spending policy was to spend 5.00% of a rolling
twelve-quarter average.

Museum

Museum revenues for the years ended June 30, 2022 and 2021, are described below:

2022 2021
Service revenue $ 642 $ 558
Investment income 1,698 1,653
Gifts and grants 650 1,000
Total museum revenues $ 2990 $ 3,211

Investment income shown above represents the museum’s portion of the School’'s endowment
return allocated for spending.

Collections

The majority of the School’s collections resides in the Museum and consists of artifacts of historical
significance, art objects and books that are held for educational, research and curatorial purposes.
Each of the items are cataloged, preserved, and cared for and activities verifying their existence
and assessing their condition are performed periodically. The collections are subject to a policy that
requires proceeds from their sales to be used to acquire other items for collections or to support the
direct care of existing collections. The School expended $618 and $447 for acquisitions during the
years ended June 30, 2022 and 2021, respectively. The School sold collections in the amount of $0
and $13 during the years ended June 30, 2022 and 2021, respectively. The School did not use any
proceeds from the sale of its collections to support the direct care of existing collections for the
years ended June 30, 2022 and 2021.

29



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

18.

Functional Expenses

The consolidated financial statements report certain categories of expenses that are attributable to
one or more program or supporting functions of the School. Expenses reported by functional
categories include allocations of costs for operation and maintenance of plant, interest on
indebtedness and depreciation and amortization expense. The School applies various methods to
allocate costs among the program and support functions, the most significant of which is by the
amount of building space utilized.

Operating expenses by functional and natural classification for the years ended June 30, 2022 and
2021, were as follows:

Instruction Administrative

and and
Academic Institutional Auxiliary 2022
Support Support Services Museum Total
Salaries and wages $ 44340 $ 28,529 $ 4459 $ 4999 $ 82,327
Benefits 11,548 5,735 1,259 1,491 20,033
Contracted services 4,326 13,408 810 1,227 19,771
Depreciation, amortization
and interest 5,206 2,356 11,113 3,037 21,712
Utilities, plant and
equipment 4,811 5,899 2,413 965 14,088
Supplies and general 2,116 1,453 4,822 232 8,623
Other operating expenses 2,551 947 267 115 3,880

Total operating expenses $ 74898 $ 58,327 $ 25143 $ 12,066 $ 170,434

Instruction Administrative

and and
Academic Institutional Auxiliary 2021
Support Support Services Museum Total
Salaries and wages $ 38,267 $ 26,188 $ 3,943 $ 4639 $ 73,037
Benefits 8,325 4,706 906 1,091 15,028
Contracted services 3,039 15,479 839 954 20,311
Depreciation, amortization
and interest 4,960 2,607 9,103 2,944 19,614
Utilities, plant and
equipment 4,517 4,400 7,589 988 17,494
Supplies and general 1,736 737 2,416 138 5,027
Other operating expenses 1,193 1,215 370 98 2,876

Total operating expenses $ 62,037 $ 55,332 $ 25,166 $ 10,852 $ 153,387
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20.

Retirement and Pension Plans

The School participates in the Teachers Insurance and Annuity Association (TIAA) for eligible
faculty, administrative and staff employees. The School made contributions to the TIAA retirement
plan which totaled approximately $4,583 and $1,094 for the years ended June 30, 2022 and 2021,
respectively.

Pandemic Relief

The Coronavirus Aid, Relief and Economics Security (CARES) Act provided budgetary relief to
higher education institutions. Congress set aside approximately $14.25 billion of the $30.75 billion
allotted to the Education Stabilization Fund through the Higher Education Emergency Relief Fund
(HEERF). Each institution received one grant comprised of two parts. Under the legislation, no less
than 50% of the full grant was to be used for direct emergency aid to students. The remaining
portion of the full grant was to be used by institutions to cover any costs associated with significant
changes to the delivery of instruction due to the coronavirus. Institutions were given one calendar
year from the date of award in their HEERF Grant Award Notification to complete the performance
of their HEERF grant.

The School was awarded $1,465 of HEERF funding in May 2020. Institutions may recognize the
institutional portion of the grant to the extent the grant was expended on student relief as of

June 30, 2020. As of June 30, 2020, $458 of the student relief portion of the grant was expended
and recognized as grants revenue and student aid expense and $458 of the institutional portion of
the grant was expended and recognized as grant revenue and auxiliary enterprises. As of June 30,
2021, $275 of the student relief portion of the grant was expended and recognized as grants
revenue and student aid expense and $275 of the institutional portion of the grant was expended
and recognized as grant revenue and auxiliary enterprises.

The CARES Act also created a new employee retention credit (Retention Credit) for wages paid
from March 13, 2020 to December 31, 2020, by employers that are subject to closure (fully or
partially suspended on orders from a governmental authority) or significant economic downturn due
to COVID-19, during the quarters in which the employer is affected. The credit amount takes into
account up to 50% of qualified wages, which are capped at $10 with the maximum credit of $5 per
employee and applies to the employer's share of the 6.2% Social Security tax. The School's
retention credit totaled $1,026 through June 30, 2020 and is recognized as grants revenue on the
consolidated statement of activities. The credit was applied in the second quarter calendar year
2021 payroll tax form 941.

The Coronavirus Response and Relief Supplemental Appropriations (CRRSSA) Act provided
approximately $22.7 billion to institutions of higher education in order to prevent, prepare for, and
respond to coronavirus through the Higher Education Emergency Relief Fund Il (HEERF II). The
CRRSSA Act is similar to the CARES Act, however the CRRSSA Act modified the share of funds
that must be used for financial aid grants to students. Under the CRRSSA, institutions of higher
education must provide at least the same amount of funding in financial aid grants to students that
was required under the CARES Act. These financial aid grants include students exclusively
enrolled in distance learning and can be used for any components of the student’s cost of
attendance or for emergency costs that arose due to coronavirus. The institutional portion of the
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funding has expanded flexibility of allowable uses compared to the CARES Act. The funding may
be used on institutional costs including lost revenue, reimbursement for expenses already incurred,
technology costs associated with a transition to distance education, faculty and staff trainings and
payroll.

The School was awarded a total of $2,090 in HEERF Il funding in December 2020. As of June 30,
2021, $732 of the student relief portion of the grant was expended and recognized as grants
revenue and student aid expense and $1,358 of the institutional portion of the grant was expended
and recognized as grant revenue.

The American Rescue Plan (ARP) appropriated approximately $39.6 billion to institutions of higher
education in order to prevent, prepare for, and respond to coronavirus through the Higher
Education Emergency Relief Fund Il (HEEREF l1lI). Each institution received one grant comprised of
two parts. Under the legislation, no less than 50% of the full grant is to be used for direct
emergency aid to students. The remaining portion of the full grant is to be used by institutions to
defray expenses associated with coronavirus, implement evidence-based practices to monitor and
suppress coronavirus, and conduct direct outreach to financial aid applications about the
opportunity to receive a financial aid adjustment due to a change in circumstance. The School was
awarded a total of $3,732 in HEERF Il funding in March 2021. As of June 30, 2022, $1,866 of the
student relief portion of the grant was expended and recognized as grants revenue and student aid
expense and $1,866 of the institutional portion of the grant was expended and recognized as grant
revenue.

Department of Education Financial Responsibility

The School participates in student financial assistance programs (Title V) administered by the
United States Department of Education (DOE) for the payment of student tuition. Substantial
portions of the School’s revenue relating to student tuition are dependent upon the continued
participation in the Title IV programs.

Institutions participating in Title IV programs are required to demonstrate financial responsibility.
Financial responsibility is determined through the calculation of a composite score based upon
certain financial ratios as defined in regulations. Institutions receiving a composite score of 1.5 or
greater are considered fully financially responsible. Institutions receiving a composite score
between 1.0 and 1.4 are subject to additional monitoring and institutions receiving a score below
1.0 are required to submit financial guarantees in order to continue participation. The School's
composite score exceeded 1.5 in 2022 and 2021.

The DOE revised the regulations for financial responsibility effective July 1, 2019. The regulations
required the School to provide additional disclosures to assist the DOE in measuring financial
responsibility through the composite score of financial ratios. Pre-implementation property, plant
and equipment totaled $173,284 at June 30, 2022. Post-implementation property, plant and
equipment with outstanding debt for original purchase totaled $59,858 at June 30, 2022. Post-
implementation property, plant and equipment without outstanding debt for original purchase totaled
$37,701 at June 30, 2022. Construction in progress totaled $7,123 at June 30, 2022.

32



Rhode Island School of Design

Notes to the Consolidated Financial Statements
Year Ended June 30, 2022 and 2021

(Dollars in thousands)

22,

23.

Commitments and Contingencies

On November 2, 2015, the School secured a line of credit with TD Bank, N.A of $10,000. On

May 14, 2021, the line of credit was amended to increase the limit to $20,000 and extend the
maturity date. On June 22, 2022, the line of credit was amended to extend the maturity date to
June 15, 2023. The School had no outstanding borrowings against the line of credit as of June 30,
2022 and 2021.

In conducting its activities from time to time the School is the subject of various claims and also has
claims against others from time to time. In management’s opinion, the ultimate resolution of such
claims would not have a material adverse or favorable effect on the financial position of the School.

Subsequent Events

Management has evaluated the subsequent events for the period after June 30, 2022 through
October 20, 2022, the date the consolidated financial statements were issued.
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