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INDEPENDENT AUDITORS’ REPORT

To the Board of Trustees of
Massachusetts College of Art and Design
Boston, Massachusetts

Report on Financial Statements

We have audited the accompanying financial statements of Massachusetts College of Art and
Design (an agency of the Commonwealth of Massachusetts) (the "College"), which comprise the
statement of net position as of June 30, 2015, the related statements of revenues and expenses,
changes in net position and cash flows for the year then ended, and the related notes to the
financial statements. We have also audited the financial statements of Massachusetts College of
Art and Design Foundation, Inc. (the "Foundation") as of June 30, 2015, and the related
statement of revenues and expenses, changes in net position and cash flows for the year then
ended. These financial statements are the responsibility of the Foundation's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

Management’s Responsibility for the Financial Statements
g P

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes 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.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit, We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors'
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditors consider
internal control relevant to the entity’s preparation and fair presentation of the financial
statements 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 entity’s internal control.

Accordingly, we express no such opinion.
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An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the Massachusetts College of Art and Design as of June 30,
2015, and the respective changes in net position and cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Emphasis of a Matter

As discussed in Note 2 to the financial statements, GASB Statement No. 68, Accounting and
Financial Reporting for Pensions - an amendment of GASB Statement No. 27, is effective for
fiscal year 2015 and required the College to restate beginning net position to recognize its
proportionate share of the net pension obligation determined by the Massachusetts State
Employees' Retirement Plan. Our opinion is not modified with respect to that matter.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that
management’s discussion and analysis on pages 4-13, the schedule of proportionate share of the
net pension liability on page 44, the schedule of contributions on page 45 and the notes to the
required supplementary information on page 46 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Matters

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the College’s financial statements as a whole. The Schedule of Net
Position — Dormitory Trust Fund Report and the Schedule of Revenues, Expenses, and Changes
in Net Position — Dormitory Trust Fund Report are presented for purposes of additional analysis
and are not a required part of the financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional



procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly
stated in all material respects in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
October 13, 2015, on our consideration of the College's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the College's internal control over financial reporting and compliance.

Certified Public Accountants
Braintree, Massachusetts

October 13, 2015



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Management’s Discussion and Analysis

June 30, 2015

This document is intended to provide an overview of the financial position and activities of
Massachusetts College of Art and Design (the “College™) for the year ended June 30, 2015. This
discussion and analysis has been prepared by management and should be read in conjunction
with the enclosed financial statements and footnotes. Responsibility for the fairness and
completeness of this narrative rests with the College.

Massachusetts College of Art and Design is a member of the Commonwealth’s Public Higher
Education System. The College serves over 2,400 students, offering baccalaureate, graduate
degrees and certificate programs as well as continuing education programs and campus housing.
The institution is the only publicly funded, freestanding college of art and design in the United
States. The College employs approximately 375 full-time faculty and staff. Our urban campus is
located on the Avenue of the Arts (Huntington Avenue) in Boston, Massachusetts.

In FY2004, the College embarked on a New Partnership with the Commonwealth, which allows
the College to retain tuition and strategically grow enrollment. In FY2008, the College received
confirmation from the Legislative Branch and Executive Branch that the partnership is no longer
considered a pilot, and that the status articulated in FY2004 is permanent.

The Massachusetts College of Art and Design Foundation, Inc. which is a legally separate
501(c)(3) corporation, provides financial support to the College’s programs and activities. In
accordance with Governmental Accounting Standards Board, Statement 39, the College reports
Foundation financial activity in a separate column in our report.

FINANCIAL HIGHLIGHTS

e In FY2015, the College was funded by both operating revenue (local tuition and fees), and
non-operating revenue (state appropriations).

e In FY2015, the College experienced an increase in operating revenue of approximately
$1.5 million to $44,013,246. Non-operating revenue in FY2015 increased by approximately
$1.5 million as well to $23,223,366.

e The College’s operating expenses for FY2015 totaled $66,545,498, an increase from the
prior year of approximately $4.4 million.

e The College, in FY2015, had Capital Improvement to Buildings from the Commonwealth of
Massachusetts of approximately $8.8 million.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Management’s Discussion and Analysis - Continued

June 30, 2015

FINANCIAL HIGHLIGHTS - Continued

e In the FY2015 financial statements, the College had a net increase in Investment in Plant of
approximately $15.6 million.

e InFY2015 bonds payable increased by a net amount of approximately $6.6 million.

e The College’s total assets and deferred outflows of resources exceeded total liabilities and
deferred inflows of resources at the close of FY2015, leaving a net position of $49,716,487,
an increase of approximately $9.5 million from FY2014.

e In the FY2015 financial statements, the College is implementing a new accounting standard
to report the net pension liability for its non-state supported employees. This valuation of this
new liability is an allocation from the Commonwealth of Massachusetts. This liability and
other related items are now listed on the Statement of Net Position. For FY2014 a net overall
adjustment to the College’s Unrestricted Net Position of $1,264,973 was processed. For
FY2015 this net pension liability portion is valued at $1,181,800. Due to this accounting
change, the audit presentation of College financials is single year only without a comparative
of the prior year, FY2014.

USING THE FINANCIAL STATEMENTS

The Massachusetts College of Art and Design’s financial statements are comprised of two parts:
(1) the financial statements and (2) the notes to the financial statements. These financial
statements are presented on a consolidated basis to focus on the College as a whole. These
financial statements are prepared in accordance with Government Accounting Standards Board
principles. The financial statements include the Statement of Net Position; the Statement of
Revenues and Expenses; the Statement of Changes in Net Position and the Statement of Cash

Flows.

Assets and liabilities are presented in current (short-term) and non-current (long term) activity.
Revenue and expenses are categorized as operating and non-operating; most significant is that
the annual state appropriation is presented as non-operating revenue. A brief description of the
components of the financial statements is as follows:

The Statement of Net Position presents the financial position of the College, showing information
on all of the College’s assets and liabilities, with the difference reported as net position. Assets
and liabilities are measured using current values, except capital assets, which are stated at
historical cost less a depreciation allowance.



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Management’s Discussion and Analysis - Continued

June 30, 2015

USING THE FINANCIAL STATEMENTS - Continued

The Statement of Revenues and Expenses and the Statement of Changes in Net Position present
the change in net position for the fiscal year, showing both the gross and net costs of the
College’s activities supported by state and other revenues.

The Statement of Cash Flows presents cash inflows and outflows as operating, capital and non-
capital financing and investing activity.

FINANCIAL ANALYSIS OF THE COLLEGE AS A WHOLE

The College had a net overall adjustment of $1,264,973 to the prior year’s Statement of Net
Position; In FY2015 the College recorded an increase of $15,706,799 in total assets, new
deferred outflows of resources of $195,336 and an increase of $7,793,831 in total liabilities,
along with a net reduction in deferred inflows of resources of $85,799 resulting in an overall
increase to the net position of $9,459,076.

The College’s assets total $86,864,479 of which non-current represents 76%, and 24% represents
current assets. It is important to note the primary assets of the College are non-current and
represent the value of fixed plant and equipment.

The College’s liabilities total $35,127,721 of which 74% represents long-term (non-current)
obligations related to accrued employee compensation, debt service costs and the new
accounting for the net pension liability. Current liabilities consist of accounts payable, deferred
revenue and the current portion of long-term obligations.

The College also has deferred outflows of resources of $195,336 and deferred inflows of
resources of $2,215,607 at year-end.

The College closed FY2015 in a positive financial position and has sufficient current assets to
cover current liabilities, a current ratio of (2.3:1). The current assets are $20,972,429 and the
current liabilities are $8,962,109.



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)

Management’s Discussion and Analysis - Continued

June 30, 2015

FINANCIAL ANALYSIS OF THE COLLEGE AS A WHOLE - Continued

Current Assets
Non-Current Assets
Total Assets

Total Deferred Qutflows of Resources
Total Assets & Deferred Outflows of Resources

Current Liabilities
Non-Current Liabilities
Total Liabilities

Total Deferred Inflows of Resources
Total Liabilities & Deferred Inflows of Resources

Total Net Position =
(Total Assets + Deferred Outflows of Resources)
- (Total Liabilities + Deferred Inflows of Resources)
Overall Adjustment to the Statement of
Net Position; Due to Net Pension activity
FY2014 Adjusted Net Position

(Restated)
FY2015 FY2014 FY2013
$20,972,429 $20,804,558 $18,372,288
65,892.050 50,353,122 41,483,721
86,864,479 71,157,680 59,856,009
195.336 93.636 -
87,059,815 71,251,316 59,856,009
8,962,109 8,784,270 8,594,503
26,165,612 19.908,229 14,635,683
35,127,721 28,692,499 23,230,186
2,215,607 2.301.406 2.630.178
37,343,328 30.993.905 25,860,364
$ 49,716,487 41,522,384  $ 33,995,645
(1.264.973)
$40,257,411



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Management’s Discussion and Analysis - Continued

June 30, 2015

NET POSITION

The difference between total assets and deferred outflows of resources, less total liabilities and
deferred inflows of resources (net position) is $49,716,487. The net position is detailed as
follows:

(Restated)
FY2015 FY2014 FY2013

Unrestricted $ 6,690,693 § 7.696,602 § 4,838,566
Adjustment to Unrestricted; Due to

Net Pension - (1.264,973) -
Unrestricted - Restated 6,690,693 6,431,629 4,838,566
Restricted 1,550,518 1,391,127 1,425,242
Investments in Capital Assets, Net 41,475,276 32,434,655 27,731,837
Total Net Position $49,716,487 $40,257.411 $ 33,995,645

The College has positive balances in all three net position categories at the end of FY2015.
Capital assets, representing land, buildings, construction in progress, equipment and educational
resource materials, account for 83% of the College’s total net position. Restricted funds are for
specialized program activities and financial aid loan programs, which are subject to external
restrictions on use.

The College, at year-end, has a local unrestricted fund balance of $14,057,719. We also have
unfunded liabilities with the Commonwealth of Massachusetts Unrestricted Fund Balance
totaling ($7,367,026). The Commonwealth Unrestricted Fund Balance includes liabilities for
employee’s accumulated sick and vacation leave and net pension activity.

College’s Unrestricted Fund Balance $ 14,057,719
Commonwealth of Massachusetts Unrestricted

Fund Balance (7,367,026)
Total Unrestricted Funds $ _6.690,693

Note 21 of the Financial Statements, Title to Various Assets and Liabilities, explains the
unrestricted fund balance in more detail.



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Management’s Discussion and Analysis - Continued

June 30, 2015

STATEMENT OF REVENUES AND EXPENSES AND STATEMENT OF CHANGES IN
NET POSITION

The statement of revenues and expenses and statement of changes in net position presents the
College’s results of operations. A summary of the FY2015 operating and non-operating revenue,
expenses and net position is as follows:

I. NET POSITION, BEGINNING OF YEAR - Restated $ 40,257,411
II. OPERATING REVENUE
TUITION, FEES, & OTHER REVENUE 44,013,246
ITI. OPERATIONAL EXPENSES 66.545.498
IV. OPERATING LOSS (II-IIL) (22,532,252)
V. NON-OPERATING:
COMMONWEALTH APPROPRIATIONS 24,022,435
CAPITAL APPROPIRATIONS 133,571
NET INVESTMENT INCOME & INTEREST
EXPENSE 232.640

TOTAL NON-OPERATING ACTIVITY 23,223,366

NET INCOME BEFORE CAPITAL

VL IMPROVEMENTS (IV+V) lsl.14

VIL CAPITAL IMPROVEMENTS TO BUILDINGS 8.767.962
VIIL. CHANGE IN NET POSITION (VI-VIl) 9.459.076
IX. NET POSITION, END OF YEAR (I+VII) $ 49,716 487



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Management’s Discussion and Analysis - Continued

June 30, 2015

STATEMENT OF REVENUES AND EXPENSES AND STATEMENT OF CHANGES IN
NET POSITION - Continued

As of June 30, 2015 the College realized an operating loss of $22,532,252 (IV) due primarily to
the nature of the Massachusetts public higher education funding system. The Commonwealth’s
FY2015 appropriation and fringe support to the College, considered non-operating income,
assists in making up the operating loss not covered by tuition, fees and other operating revenue.
The Commonwealth’s FY2015 funding for Capital Improvements to Buildings increases the net
position of the College.

REVENUES: OPERATING & NON-OPERATING

65%

B Operating Revenue

ENon-Operating Revenue

The College develops its budgets based on local revenue and the Commonwealth’s
appropriation. The Commonwealth’s appropriation is a critical component of the College’s
funding structure. In FY2015, non-operating revenue sources represent 35% of total annual
income, as compared to 34% in FY2014 and 32% in FY2013.

The College combines tuition and fees into a consolidated student charge. These revenues are
considered operating income.

FY2015 FY2014 FY2013

Undergraduate Day Program Student Charges $26,576,207 $25.332.856 $23,423,896
Graduate and Program of Continuing Education

Tuition and Fees 4,912,216 5.564.802 5,440,262
Total Tuition and Fee Revenue $ 31,488,423 $30.897,658 $28.864,158
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)

Management’s Discussion and Analysis - Continued

June 30, 2015

STATEMENT OF REVENUES AND EXPENSES AND STATEMENT OF CHANGES IN
NET POSITION - Continued

OPERATING REVENUES
6%

2%

@ Net Tuition and Fees
51%
@ Federal Grants & Contracts
£l 29% O State Grants and Contracts

O Auxilary Enterprises

12% O Other Operating Revenues

Tuition and fees are the largest source of operating revenue, accounting for 51% of total
operating resources. The College’s auxiliary enterprises, consisting of the residence halls and
dormitory dining, accounts for 29% of operating revenue. Income from federal and state grants
total 8% of operating income and another 12% classified as other operating revenues, derived
from a variety of miscellaneous sources. Included in this category is $2,871,833 in support from
the Massachusetts College of Art and Design Foundation, Inc.

OPERATING EXPENSES BY CATEGORY

8% | BInstruction

9% 15%

O Public Service

O Academic Support

OStudent Services

O Institutional Support

OOperation & Maintenance of Plant
@ Scholarship

O Depreciation

35%

19% O Auxilary Enterprises

w1 =



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Management’s Discussion and Analysis - Continued

June 30, 2015

STATEMENT OF REVENUES AND EXPENSES AND STATEMENT OF CHANGES IN
NET POSITION - Continued

Operating expenditures totaled $66,545,498. Consistent with the College’s efforts to maintain
competitive advantage, our instructional and academic support expenses account for 44% of total
operating expenses. Auxiliary enterprises are 19% of total operating expenses, institutional (i.e.
administrative expenditures) account for 15% of operational costs, which is significantly below
peer institution spending rates. Plant (11%) and depreciation (2%) expenses account for 13% of
the operating costs.

In FY2015, the Commonwealth of Massachusetts, through Division of Capital Asset
Management and Maintenance (DCAMM), had Capital Improvements to Buildings of the
College in the amount of $8,767,962. In FY2014 this amount was $5,541,111 and in FY2013 it
was $2,997,618.

STATEMENT OF CASH FLOWS

FY2015 FY2014 FY2013
Cash, Beginning of Year $19,596,629 $17,354,472 $ 18,262,439
Cash, End of Year $ 19,805,975 $19,596,629 $17.354,472

The College’s cash and cash equivalents increased by $209,346 in FY2015.

SUMMARY ANALYSIS AND COMMENT

The Board of Trustees of the College approves the operating budget and reviews financial
reports on a quarterly basis. Management advises the Board of Trustees of any significant
adjustments or concerns in the budget as necessary.

During the fiscal year, monthly reports are disseminated to all employees who have
responsibility and involvement in any aspect of the financial activity of the College. This
information allows managers to review and monitor their budgets. Weekly reports along with
online financial information are available to employees who process financial transactions. At
year-end, an audit is conducted and these financial statements are produced.

o 19



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Management’s Discussion and Analysis - Continued

June 30, 2015

SUMMARY ANALYSIS AND COMMENT - Continued

The College has entered into FY2016, the first year of our new five year financial plan approved
by the Board of Trustees that helps guide decisions during the budget process. Management has
developed this new 5-year Financial Plan as part of the renewal of the Partnership Plan with the
Massachusetts Board of Higher Education.

Management strives to maintain and increase the quality of our academic programs for our
students. In addition, the College continues its commitment to efficient and transparent
operations through continuous improvement and transparency. Administration and Finance is
currently coordinating college wide risk assessments following up on last year’s risk assessments
in the Business Office, Information Technology, Title IX and the Human Resources Department.

In addition to the greatly appreciated Commonwealth funding, the College continues with its
investments of the infrastructure of new academic Design and Media Center. The College, in
partnership with the Division of Capital Asset Management and Maintenance, began
construction of the Center in June, 2013. The Design and Media Center will increase academic
programming space by almost 40,000 square feet. Previously, the College contributed $1million
towards this major project. In FY2014, the College bonded support funding through the
Massachusetts State College Building Authority for $5 million. The College and Board of
Trustees also authorized additional bonding in FY2015 for added costs associated with the
project. The building will open in the Spring of 2016 and we will realize the value of the asset in
FY2017. These College investments along with Commonwealth funding has the Capital
Improvement and Investment in Plant lines of the audited financial statements at a significant
increase and will continue to increase over the next couple of years.

Over the next couple of years, the College will continue its investment in facilities. The projects
that will commence over the next year are as follows: a study for the replacement of the MassArt
Tower Building sponsored by DCAMM, new electrical switch gear, new roof on the South
Building and a major upgrade in the Fire alarm system. In 2017, we will commence on the
renovation of the Paine and Bakalar Gallery. This will upgrade those facilities to industry
standards, allowing the College to host more exhibitions.

The College continues to provide institutional financial aid at increased levels. Student
scholarships are another critical component to student success. The activity in the General
Scholarship Account over the years has risen from $800 thousand in FY2008 to $4.9 million in
FY2015. For FY2016, we will continue to maintain current levels and seek to increase 3-5%
annually. It is the belief of the College that this added scholarship support will assist in lowering
student debt. The level of scholarships from all sources reached $9.1 million in FY2015. In
addition, the average student debt is down from FY2014.

s '
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(an agency of the Commonwealth of Massachusetts)
Statement of Net Position

June 30, 2015



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Statement of Net Position

June 30, 2015

Assets and Deferred OQutflows of Resources

Primary Component
Government Unit
College Foundation
Current Assets:
Cash and equivalents $ 18,717.207 $ 3,562,145
Deposits held by State Treasurer 864,516 -
Accounts receivable, net 526,421 -
Contributions receivable - 342,765
Loans receivable 733,151 =
Prepaid expenses - -
Investments - 11,507,214
Inventories 131,134 =
Total Current Assets 20.972 429 15412.124
Non-Current Assets:
Restricted cash and equivalents 191,420 -
Restricted deposits held by State Treasurer 32,832 -
Long-term contributions receivable, net - 290,640
Investment in plant, net 65,667.798 -
Total Non-Current Assets 65.892.050 290,640
Total Assets 86.864.479 15,702,764
Deferred Outflows of Resources:
Change in plan actuarial assumptions 13,285 -
Change in proportion due to internal allocation 48,367 -
Contributions made after the measurement date 133.684 -
Total Deferred Outflows of Resources 195,33 <
Total Assets and Deferred Qutflows of Resources $ 87,059.815 $ 15,702,764

See accompanying notes to the financial statements.



Liabilities, Deferred Inflows of Resources and Net Position

Primary Component
Government Unit
College Foundation
Current Liabilities:;
Accounts payable and accrued expenses § 1,503473 $ 13,491
Accrued salaries and wages 1,745,104 -
Accrued compensated absences and benefits 2,908,663 -
Annuity payable - 43,725
Bonds payable 923,621 -
Unearned revenues and deposits 1,881,248 -
Total Current Liabilities 8.962.109 57216
Non-Current Liabilities:
Accrued compensated absences and benefits 1,714,911 -
Bonds payable 23,268,901 -
Net pension liability 1,181,800 -
Total Non-Current Liabilities 26.165.612 -
Total Liabilities 35,127,721 57216
Deferred Inflows of Resources:
Service concession revenue applicable to future years 1,972,634 -
Differences between projected and actual earnings on plan investments 242 564 -
Changes in proportion from Commonwealth 409 -
Total Deferred Inflows of Resources 2,215.607 -
Net Position:
Investment in capital assets, net 41,475,276 -
Restricted:
Nonexpendable 58,622 4,504,004
Expendable 1,491,896 11,112,918
Unrestricted 6.690.,693 28.626
Total Net Position 49.716.487 15,645,548
Total Liabilities, Deferred Inflows of
Resources and Net Position $ 87.059.815 $ 15.702.764
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)

Statement of Revenues and Expenses

For the Year Ended June 30, 2015

Operating Revenues:
Tuition and fees
Less: scholarships and fellowships
Net tuition and fees
Gifts and contributions
Federal grants and contracts
State grants and contracts
In-kind revenue
Auxiliary enterprises
Other operating revenues

Total Operating Revenues

Operating Expenses:
Educational and general:

Instruction
Gifts and contributions
Public service
Academic support
Student services
Fundraising
[nstitutional support
Operation and maintenance of plant
Scholarships and fellowships
Depreciation
Bad debts

Auxiliary enterprises

Total Operating Expenses
Net Operating Loss
Non-Operating Revenues (Expenses):
State appropriations, net
Capital appropriations
Investment income
Interest expense
Total Non-Operating Revenues
Net Income (Loss) Before Capital Improvements

Capital Improvements

Changes in Net Position

See accompanying notes to the financial statements.

-15-

Primary Component
Government Unit
College Foundation
§ 31,488,423 $ -
(8,789.026) =
22,699,397 -
- 1,973,167
2,598,535 -
694,552 -
- 274,243
12,799,017 -
5.221,725 1,223,515
44,013,246 3,470,925
22,996,852 -
- 3,028,073
777,809 -
6,083,229 -
5,218,078 -
- 714,503
9,812,998 231,141
7,035,358 -
306,965 -
1,558,333 -
- 28,000
12,755,876 -
66,545,498 4.001.717
(22,532,252) (530.792)
24,022,435 -
133,571 -
25,231 156,317
(957.871) =
23,223,366 156317
691,114 (374,475)
8,767,962 -
§ 9459076 $ (374.475)




MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)

Balance, June 30, 2014 as previously reported

Prior period adjustment - Adoption of new
accounting principle (Note 2)

Balance, June 30, 2014, as restated
Change in net position for 2015

Balance, June 30, 2015

Balance, June 30, 2014
Change in net position for 2015

Balance, June 30, 2015

See accompanying notes to the financial statements.

Statement of Changes in Net Position

For the Year Ended June 30, 2015

College
Investment
in Capital Restricted Restricted
Assets, Net Nonexpendable Expendable Unrestricted Total

$ 32,434,655

) 58,622 § 1,332,505 $ 7,696,602

= z (1.264,973)

$ 41,522,384

(1,264,973)

32,434,655 58,622 1,332,505 6,431,629 40,257,411
9,040,621 159,391 259,064 9.459.076
8§ 41.475.276 5 58.622 $§ _1.491.896 36,690,693 $ 49.716.487
Investment
in Capital Restricted Restricted
Assets, Net Nonexpendable Expendable Unrestricted Total

$ - § 4,330,168 $ 11,615,557 S 74,298 § 16,020,023
- 173.836 (502,639) (45.672) (374.475)
D $ 4504004  § L2918 S 28626  § 15645548
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Statement of Cash Flows

For the Year Ended June 30, 2015

Cash Flows from Operating Activities:
Tuition and fees
Grants and contracts
Payments to employees
Payments to suppliers and vendors
Loans issued
Collections on loans
Scholarships and fellowships
Auxiliary enterprises expenses
Auxiliary enterprises revenues
Other operating revenues

Net Cash Applied to Operating Activities

Cash Flows from Non-Capital Financing Activities:
State appropriations
9C reduction payment

Net Cash Provided by Non-Capital Financing Activities

Cash Flows from Capital Financing Activities:
Purchases of capital assets
Principal paid on bonds payable
Interest paid on bonds payable

Net Cash Applied to Capital Financing Activities

Cash Flows from Investing Activity:
Dividends and interest income

Net Increase in Cash and Equivalents
Cash and Equivalents, Beginning of Year
Cash and Equivalents, End of Year

Reconciliation of Net Operating Loss to Net Cash
Applied to Operating Activities:
Net operating loss
Adjustments to reconcile net operating loss to net cash
applied to operating activities:
Depreciation
Fringe benefits provided by State appropriations
Deferred inflows of resources - service concession revenue
Bad debts
Changes in assets and liabilities:
Accounts and loans receivable
Inventories
Accounts payable and accrued expenses
Accrued salaries and wages
Accrued compensated absences and benefits
Unearned revenues and deposits
Net pension activity

Net Cash Applied to Operating Activities

College

§ 22,904,882
3,293,107
(25,237,988)
(19,958.872)
(99,000)

33,677
(306,963)
(12,753,876)
12,799,017
4,892,953

(14.435.0635)

17,446,652
(245,302)

17,201,350

(1,000,000)
(697,421)
(884.749)

2,582,170

|-}
n
=]

209,346
19.596.629

$  19.805.975

¥ (22,532,252)

1,558.333
6,821,085

(328,772)
95,781

6,982
(7,016)
(392,796)
76,057
265,669
37,400
(35,536)

§_ (14,435,065



MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Statement of Cash Flows - Continued

For the Year Ended June 30, 2015

Summary of Restricted Cash and Equivalents and
Cash and Equivalents, End of Year:

Cash and equivalents

Deposits held by State Treasurer

Restricted cash and equivalents

Restricted deposits held by State Treasurer

Cash and Equivalents, End of Year

Non-Cash Transactions:
Fringe benefits provided by State appropriations
Capital improvements provided by capital appropriations
Capital improvements
Construction in progress
Bonds payable
Deferred inflows of resources - service concession revenue

See accompanying notes to the financial statements.
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S 18,717,207
864,516
191,420

32,832
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements

June 30, 2015

Note | - Summary of Significant Accounting Policies

Organization
Massachusetts College of Art and Design (the “College™) is a supported comprehensive

college of the Commonwealth of Massachusetts (the “State™) that offers a quality
education leading to a Bachelor degree in the arts, and Master's degrees in fine arts and
design and art education. The College’s campus is located in Boston, Massachusetts
and provides instruction and training in a variety of visual arts. The College also offers,
through the Division of Continuing Education, credit and noncredit courses, as well as a
variety of summer workshop programs. The College is accredited by the New England
Association of Schools and Colleges and the National Association of Colleges of Art
and Design.

Basis of Presentation

The accompanying financial statements have been prepared using the economic
resources measurement focus and the accrual basis of accounting in accordance with
accounting principles generally accepted in the United States of America, as prescribed
by the Governmental Accounting Standards Board (GASB).

The Massachusetts College of Art and Design Foundation, Inc. (the “Foundation”), a
component unit of the College, was organized to render financial assistance and support
to the educational programs and development of the College. The Foundation is legally
separate from the College, and the College is not financially accountable for the
Foundation. The Foundation has been included within these financial statements
because of the nature and significance of its relationship with the College. The
complete financial statements can be obtained from the Foundation’s administrative
offices in Boston, Massachusetts.

Revenues are recorded when earned and expenses when a liability is incurred,
regardless of the timing of related cash flows. Grants and similar items are recognized
as revenue as soon as all eligibility requirements have been met. Direct expenses are
those that are clearly identifiable within a specific function. Program revenues
primarily include charges to students or others who enroll or directly benefit from
services that are provided by a particular function. Items not meeting the definition of
program revenues are instead reported as general revenue.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Note 1 - Summary of Significant Accounting Policies - Continued

Basis of Presentation - Continued

The College has determined that it functions as a business type activity, as defined by
GASB. The effect of interfund activity has been eliminated from these financial
statements. The basic financial statements and required supplementary information for
general purpose governments consist of management’s discussion and analysis, basic
financial statements including the College’s discretely presented component unit, the
Foundation, and required supplemental information. The College presents statements of
net position, revenues and expenses, changes in net position and cash flows on a
combined College wide basis.

The College's policies for defining operating activities in the statement of revenues and
expenses are those that generally result from exchange transactions such as the
payments received for services and payments made for the purchase of goods and
services. Certain other transactions are reported as non-operating activities in
accordance with GASB Statement No. 35. These non-operating activities include the
College's operating and capital appropriations from the State, investment income, and
interest expense.

Net Position
Resources are classified for accounting purposes into the following four net position

categories:

Investment in capital assets, net: Capital assets, net of accumulated
depreciation and outstanding principal balances of debt attributable to the
acquisition, construction, repair, or improvement of those assets.

Restricted - non-expendable: Net position, subject to externally imposed
conditions that the College must maintain in perpetuity.

Restricted - expendable: Net position, whose use is subject to externally
imposed conditions that can be fulfilled by the actions of the College or by
the passage of time.

Unrestricted: All other categories of net position. Unrestricted net position
may be designated by actions of the College's Board of Trustees.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Note 1 - Summary of Significant Accounting Policies - Continued

Net Position - Continued
The College has adopted a policy of generally utilizing restricted - expendable funds,
when available, prior to unrestricted funds.

Trust Funds

In accordance with the requirements of the State, the College's operations are accounted
for in several trust funds. All of these trust funds have been consolidated and are
included in these financial statements.

Cash and Equivalents
The College has defined cash and equivalents to include cash on hand, demand
deposits, and cash and deposits held by state agencies on behalf of the College.

Allowance for Doubtful Accounts

Accounts receivable are periodically evaluated for collectability based on past history
with students. Provisions for losses on loans receivable are determined on the basis of
loss experience, known and inherent risks in the loan portfolio, the estimated value of
underlying collateral, and current economic conditions.

Investments

Investments in marketable securities are stated at fair value. Dividends, interest, and
net gains or losses on investments of endowments and similar funds are reported in the
statement of revenues and expenses as non-operating revenues (expenses).

Inventories
Inventories consisting of books, publications and supplies are stated at the lower of cost
or market. Cost is determined using the first-in, first-out method.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Note 1 - Summary of Significant Accounting Policies - Continued

Capital Assets
Real estate assets, including improvements, are generally stated at cost. Furnishings

and equipment are stated at cost as of date of acquisition or, in the case of gifts, at fair
market value at the date of donation. Capital assets, with the exception of land and
construction in progress, are depreciated on a straight-line basis over their estimated
useful lives, which range from 3 to 40 years. The costs of normal maintenance and
repairs that do not add to the value of the asset or materially extend assets lives are not
capitalized.

The College does not have collections of historical treasures, works of art, or other
items that are inexhaustible by their nature and are of immeasurable intrinsic value, thus
not requiring capitalization or depreciation in accordance with GASB guidelines.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense, information
about the fiduciary net position of the Massachusetts State Employees’ Retirement
System plan (“SERS”) and the additions to/deductions from SERS’ fiduciary net
position have been determined on the same basis as they are reported by SERS. For this
purpose, benefit payments (including refunds of employee contributions) are recognized
when due and payable in accordance with the benefit terms. Investments are reported at
fair value.

Fringe Benefits

The College participates in the State's retirement plan and programs for fringe benefits
and others, including health insurance, unemployment and workers’ compensation.
Health insurance and pension costs are billed through a fringe benefit rate charged to

the College.

Compensated Absences
Employees with ten or more years of service are entitled to carry forward 20% of

unused sick time. Upon retirement, the employees are entitled to receive payment for
their unused balance.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Note 1 - Summary of Significant Accounting Policies - Continued

Unearned Revenues and Deposits

Unearned revenues represent unearned income related to certain summer courses and
programs that transcend the fiscal year. Deposits are advance payments received from
students who will be attending the College in the next academic year and are recognized
ratably as revenue upon the students’ matriculation.

Student Tuition and Fees

Student tuition and fees are presented net of scholarships and fellowships applied to
students’ accounts. Certain other scholarship amounts paid directly to the students are
generally reflected as operating expenses.

Tax Status
The College is an agency of the Commonwealth of Massachusetts and is therefore,
generally exempt from income taxes under Section 115 of the Internal Revenue Code.

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues, and expenses. The actual
outcome of the estimates could differ from the estimates made in the preparation of the
financial statements.

New Governmental Accounting Pronouncements

Accounting and Financial Reporting for Pensions and Related Assets that are not
within the Scope of GASB Statement 68, and Amendments to Certain Provisions of
GASB Statements 67 and 68 - GASB Statement 73. The provisions of this Statement
applicable to the College are effective for periods beginning after June 15, 2015. The
purpose of these provisions is to clarify and enhance certain reporting requirements of
GASB Statements 67 and 68. GASB Statement 68 was implemented during the fiscal
year ended June 30, 2015. Management is currently reviewing this pronouncement.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Note 1 - Summary of Significant Accounting Policies - Continued

New Governmental Accounting Pronouncements - Continued

Accounting  and Financial Reporting for Postemployment Benefits Other Than
Pensions - GASB Statement 75, is effective for periods beginning after June 15, 2017.
This Statement replaces Statement 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pension Plans and Statement 57,
OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans. The
objective of Statement 75 is to improve accounting and financial reporting by state and
local governments for postemployment benefits other than pensions (“OPEB”). It also
requires additional information by state and local governmental employers about
financial support for OPEB that is provided by other entities. The Statement establishes
standards for recognizing and measuring liabilities, deferred outflows and inflows of
resources, and expense/expenditures. GASB 75 also identifies the assumptions and
methods that are required to be used to project benefit payments, discount projected
benefit payments to their actuarial present value and attribute that present value to
periods of employee service for defined benefit OPEB. Management has not yet
evaluated the effects of the implementation of this Statement.

The Hierarchy of Generally Accepted Accounting Principles for State and Local
Governments - GASB Statement 76, supersedes similarly named Statement 55 and is
effective for reporting periods beginning after June 15, 2015. The objective of this
Statement is to identify, in the context of the current governmental financial reporting
environment, the hierarchy of generally accepted accounting principles (“GAAP”). The
hierarchy consists of the sources of accounting principles used to prepare financial
statements of state and local governmental entities in conformity with GAAP and the
framework for selecting those principles. GASB 76 reduces the GAAP hierarchy to
two categories of authoritative GAAP and addresses the use of authoritative and non-
authoritative literature in the event that the accounting treatment of a transaction or
other event is not specified within a source of authoritative GAAP. Management is
currently reviewing this pronouncement, implementation of which must be applied
retroactively.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

Note 2 -

Note 3 -

Note 4 -

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Implementation of Newly Effective Accounting Standard

As a result of implementing GASB Statement No. 68, Accounting and Financial
Reporting for Pensions - an amendment of GASB Statement No. 27, the College has
restated net position in the statement of net position by $1,264,973 as of June 30,
2014. The prior period restatement of net position reflects the recognition of a net
pension liability as of June 30, 2015, as required by the application of GASB 68.

As Previously

Reported As Restated
As of June 30, 2014
Statement of Net Position:
Deferred outflows of resources $ - $ 93,636
Net pension liability $ - $ (1,358,609)
Unrestricted net position $ 7,696,602 $ 6,431,629

Cash and Equivalents

Custodial credit risk is associated with the failure of a depository financial institution.
In the event of a depository financial institution’s failure, the College would not be able
to recover its balances in excess of amounts insured by the Federal Deposit Insurance
Corporation (FDIC). The College does not have a formal deposit policy for custodial
credit risk. Deposits in banks in excess of the insured amount are uninsured and
uncollateralized. Amounts exposed to custodial credit risk at June 30, 2015 were
approximately $11,461,000.

Investments
Foundation

Investments of the Foundation are stated at fair market value and consists of the
following at June 30, 2015:

Equity mutual funds $ 7,443,285
Fixed income mutual funds 3,462,782
Hedge funds 601.147

Total investments $ 11,507,214
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

Note 4 -

Note 5 -

(an agency of the Commonwealth of Massachusetts)

Notes to the Financial Statements - Continued

June 30, 2015

Investments - Continued

Foundation - Continued

The following schedule summarizes the Foundation’s investment income and its
classification in the statement of revenues and expenses for the year ended June 30,
2015;

Dividend and interest income $ 376,079
Net realized gains on investments 2,712
Net unrealized losses on investments (222.474)

Total investments $ 156,317

Accounts Reccivable

Accounts receivable is comprised of the following at June 30, 2015:

Student accounts receivable $ 671,759
Less: allowance for doubtful accounts 145,338
$ 526,421
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

Note 6 -

Note 7 -

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Contributions Receivable

Unconditional promises to give due in more than one year are reflected at the present
value of estimated future cash flows using varying discount rates of 5.00% to 7.00%.

Contributions receivable of the Foundation is comprised of the following at June 30,
2015:

Due within one year $ 342,765
Due within one to five years 309,833
Gross contributions receivable 652,598
Unamortized discount (19,193)
Total Contributions Receivable $ 633,405

Loans Receivable

The College participates in the Federal Perkins Loan Program. This program is funded
through a combination of Federal and College resources. The portion of this program
that has been funded with Federal funds is ultimately due to the United States
government upon the termination of the College’s participation in the program. The
Joslin loan receivable represents monies provided to students as a form of financial aid.
Students are required to pay 5% interest on these loans. Management has reviewed
loans receivable as of June 30, 2015 and considers the balance to be fully collectible
and, accordingly, no allowance for doubtful accounts is required. Loans receivable is
comprised of the following at June 30, 2015:

Perkins loans receivable $ 661,692
Joslin loans receivable 71,459
$ 733,151
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)

Notes to the Financial Statements - Continued

Note 8 - Capital Assets

June 30, 2015

Capital assets activity for the year ended June 30, 2015 is as follows:

Non-depreciable:
Land
Construction in progress
Total non-depreciable
Depreciable:
Buildings, including
improvements
Furnishings and equipment
Educational resource materials
Total depreciable

Less: accumulated depreciation:
Buildings, including improvements
Furnishings and equipment
Educational resource materials

Total accumulated depreciation

Capital assets, net

Estimated
Lives Beginning Ending
(In Years) Balance Additions Retirements Balance
$ 5,677 $ - % - 5,677
18.307.749 17,151,533 - 35,459,282
18.313.426 17,151,533 - 35.464.959
40 98,121,701 - - 98,121,701
3010 2,501,490 - (65,711) 2,435,779
5 2.057.529 - - 2.057.529
102.680.720 - (65,711) 102,615,009
66,360,529 1,558,333 - 67,918,862
2,501,490 - (65,711) 2,435,779
2,057,529 - - 2.057.529
70,919,548 1,558,333 (65.711) 72,412,170
$  50,074598 § 15,593,200 § - 65,667,798
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Note 9 - Long-Term Liabilities

Activity in long-term liabilities for the year ended June 30, 2015 consists of the

following;:
(Restated)
Beginning Ending Current
Balance Additions Reductions Balance Portion
Bonds payable § 17639943 § 7.250,000 § 697421 § 24,192,522 § 923,621
Other non-current liabilities:
Compensated absences 4,026,222 4,269,572 4,026,222 4,269,572 2,831,491
Worker's compensation 331,683 354,002 331,683 354,002 77,17
Net pension liability 1,358,609 159,800 336,609 1,181,800
Total 3 23356457 § 12033374 § 5391935 § 29997896 § 3.832.284

The College has five separate financing agreements with the Massachusetts State
College Building Authority (MSCBA) for improvements to the Student Dining Hall and
the Center for Design and Media. The source of financing for the projects is from the
revenue bonds issued by MSCBA on behalf of the College. Principal is payable
annually, and interest is payable semiannually at a predetermined rate, which varies
between 4.00% and 6.00%. Maturities of bond principal and interest subsequent to
June 30, 2015 are as follows:

Fiscal Years

Ending June 30, Principal Interest
2016 $ 923621 $ 1,262,736
2017 1,093,062 1,096,364
2018 1,134,263 1,054,186
2019 1,181,944 1,003,799
2020 1,236,385 952,223

2021-2025 7,095,464 2,297,587
2026-2030 8,077,783 1,657,701
2031-2034 3,450,000 986,993

$ 24192522 $ 10311589
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

Note 10 -

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Pensions

Defined Benefit Plan Description

The College makes contributions for employees paid by state appropriations through
a benefit charge assessed by the Commonwealth. Such pension expense amounted to
$2,599,000 for the year ended June 30, 2015. Employees, who contribute a
percentage of their regular compensation, fund the annuity portion of the retirement
System. Annual covered payroll was approximately 95% of total related payroll for
fiscal year end 2015.

Certain employees of the College participate in a cost-sharing multiple-employer
defined benefit pension plan — the Massachusetts State Employees’ Retirement
System — administered by the Massachusetts State Board of Retirement (the
“Board”), which is a public employee retirement system (PERS). Under a cost-
sharing plan, pension obligations for employees of all employers are pooled and plan
assets are available to pay the benefits through the plan, regardless of the status of
the employers’ payment of its pension obligations to the plan. The plan provides
retirement and disability benefits and death benefits to plan members and
beneficiaries.

The Massacusetts State Employees' Retirement System does not issue a stand-alone
financial statement.

Benefit Provisions

SERS provides retirement, disability, survivor and death benefits to members and
their beneficiaries. Massachusetts General Laws (MGL) establishes uniform benefit
and contribution requirements for all contributory PERS. These requirements
provide for superannuation retirement allowance benefits up to a maximum of 80%
of a member’s highest three-year average annual rate of regular compensation, For
employees hired after April 1, 2012, retirement allowances are calculated based on
the last five years or any five consecutive years, whichever is greater in terms of
compensation. Benefit payments are based upon a member’s age, length of
creditable service, and group creditable service, and group classification. The
authority for amending these provisions rests with the Legislature.

Members become vested after ten years of creditable service. A superannuation
retirement allowance may be received upon the completion of twenty years of service
or upon reaching the age of 55 with ten years of service. Normal retirement for most
employees occurs at age 65; for certain hazardous duty and public safety positions,
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

Note 10 -

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Pensions - Continued

Benefit Provisions - Contined
normal retirement is at age 55. Most employees who joined the system after April 1,
2012 are not eligible to retire prior to age 60.

Contributions

The SERS’ funding policies have been established by Chapter 32 of the MGL. The
Legislature has the authority to amend these policies. The annuity portion of the
SERS retirement allowance is funded by employees, who contribute a percentage of
their regular compensation. Costs of administering the plan are funded out of plan
assets.

Member contributions for SERS vary depending on the most recent date of
membership:

Hire Date Percentage of Compensation
Prior to 1975 5% of regular compensation
1975-1983 7% of regular compensation
1984 to 6/30/1996 8% of regular compensation
7/1/1996 to present 9% of regular compensation except

for State Police which is 12% of
regular compensation

1979 to present An additional 2% of regular
compensation in excess of $30,000

The College is required to contribute at an actuarially determined rate; the rate was
10.39% of annual covered payroll for the fiscal year ended June 30, 2015. The
College contributed $133,684 for the fiscal year ended June 30, 2015 equal to 100%
of the required contributions for each year.

Pension Liabilities, Pension Expense, Deferred Qutflows of Resources and Deferred
Inflows of Resources

At June 30, 2015, the College reported a liability of $1,181,800 for its proportionate
share of the net pension liability related to its participation in SERS. The net pension
liability was measured as of June 30, 2014, the measurement date, and the total
pension liability used to calculate the net pension liability was determined by an
actuarial valuation as of January 1, 2014 rolled forward to June 30, 2014. The




MASSACHUSETTS COLLEGE OF ART AND DESIGN

Note 10 -

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Pensions - Continued

Pension Liabilities, Pension Expense, Deferred QOutflows of Resources and Deferred
Inflows of Resources — Continued

College’s proportion of the net pension liability was based on its share of the
Commonwealth of Massachusetts’, collective pension amounts allocated on the basis
of actual fringe benefit charges assessed to the College for the fiscal year 2014. The
Commonwealth’s proportionate share was based on actual employer contributions
tothe SERS for fiscal year 2014 relative to total contributions of all participating
employers for that fiscal year. At June 30, 2014, the College’s proportion was
0.017%.

For the year ended June 30, 2015, the College recognized pension expense of
$98,148. At June 30, 2015, the College reported deferred outflows of resources and
deferred inflows of resources related to pensions from the following sources:

Deferred Outflows of Resources

Change in plan actuarial assumptions $ 13,285
Change in proportion due to internal allocation 48,367

Contributions subsequent to the
measurement date 133.684
Total $__ 195336

Deferred Inflows of Resources

Net difference between projected
and actual earnings on plan investments A 242,564

Changes in proportion from Commonwealth 409

Total 3 242,973

Contributions of $133,684 are reported as deferred outflows of resources related to
pensions resulting from the College contributions in fiscal year 2015 subsequent to
the measurement date and will be recognized as a increase of the net pension liability
for the year ended June 30, 2016.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

Note 10 -

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Pensions - Continued

Pension Liabilities, Pension Expense, Deferred Qutflows of Resources and Deferred
Inflows of Resources — Continued

Other amounts reported as deferred outflows of resources and deferred inflows of
resources related to pensions will be recognized as increases (decreases) in pension
expense as follows:

Years Ending
June 30,
2016 $ (47,032)
2017 (47,032)
2018 (47,032)
2019 (47,032)
2020 6.807
Total $ (181,321)

Actuarial Assumptions
The total pension liability was determined using the following actuarial assumptions,
applied to all periods included in the measurement:

Inflation 3.00%
Salary increases 3.50% to 9.00%
Investment rate of return 8.00%

Mortality rates were based on pre-retirement of RP-2000 Employees table projected
20 years with Scale AA (gender distinct) and post-retirement of Healthy Annuitant
table projected 15 years with Scale AA (gender distinct).

The actuarial assumptions used in the January 1, 2014 valuation rolled forward to
June 30, 2014 and the calculation of the total pension liability at June 30, 2014 were
consistent with the results of actuarial experience study performed as of January 1,
2014,

Investment assets of SERS are with the Pension Reserves Investment Trust (PRIT)
Fund. The long-term expected rate of return on pension plan investments was
determined using a building-block method in which best-estimate ranges of expected
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

Note 10 -

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Pensions - Continued

Actuarial Assumptions - Continued

future rates of return are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighting the expected
future rates of return by the target asset allocation percentage. Best estimates of
geometric rates of return for each major asset class included in the PRIT Fund’s
target asset allocation as of June 30, 2014 are summarized in the following table:

Long-term

Target expected real

Asset Class Allocation rate of return
Global Equity 43% 7.20%
Core Fixed Inceome 13% 2.50%
Hedge Funds 10% 5.50%
Private Equity 10% 8.80%
Real Return 10% 6.30%
Value Added Fixed Income 10% 6.30%
Timber/Natural Resources 4% 5.00%

Discount Rate

The discount rate used to measure the total pension liability was 8.0%. The
projectection of cash flows used to determine the discount rate assumed that plan
member contributions will be made at the current contribution rates and the
Commonwealth’s contributions will be made at rates equal to the difference between
actuarially determined contributions rates and the member rates. Based on those
assumptions, the net position was projected to be available to make all projected
future benefit payments of current plan members. Therefore, the long-term expected
rate of return on pension plan investments was applied to all periods of projected
benefit payments to determine the total pension liability.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Note 10 - Pensions - Continued

Sensitivity of the Net Pension Liability to changes in the Discount Rate

The following table illustrates the sensitivity of the net pension liability calculated
using the discount rate of 8.0 percent as well as what the net pension liability would
be if it were calculated using a discount rate that is one-percentage-point lower or
one-percentage-point higher than the current rate.

Current
1.00% Decrease Discount Rate 1.00% Increase
(7.00%) (8.00%) (9.00%)
$1,710,893 $ 1,181,800 $ 727,635

Note 11 - Deferred Inflows of Resources

The College has entered into a service concession arrangement for dining and related
services with Chartwell Food Services, Inc. (“Chartwell”). In exchange for this
agreement, Chartwell has provided the College with funds to augment the cost of
improvements to the College’s dining and kitchen facilities, These monies are
amortized into revenue ratably over the life of the agreement through June 2021. In the
event of termination, as provided for by either party in the agreement, repayment of the
unamortized portion would be required. The agreement also requires additional
payments from Chartwell to defray costs incurred by the College, as well as revenue
sharing, which amounted to approximately $444,000 during the year ended June 30,
2015. Recognition of deferred inflows in annual revenue is as follows:

Years Ending

June 30
2016 $ 328,772
2017 328,772
2018 328,772
2019 328,772
2020 328,772
2021 328,774

$ 1.972.634
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Notes to the Financial Statements - Continued

June 30, 2015

Restricted Net Position

The College is the recipient of funds that are subject to various external constraints
upon their use, either as to purpose or time. These funds are comprised of the
following at June 30, 2015:

Restricted - non-expendable, categorized
by allowable income usage:

Scholarships $ 53,714
Loans 4,908
$ 58,622

Restricted - expendable:
Program activities $ 591,228
Loans 900,668
$ 1,491,896

The Foundation’s restricted - non-expendable net position consists of endowment
funds to be held in perpetuity, whose income is mainly used for various scholarships
and program support including the College’s library and endowed lectures.

Contingencies

The College receives significant financial assistance from federal and state agencies in
the form of grants. Expenditures of funds under these programs require compliance
with the grant agreements and are subject to audit. Any disallowed expenditures
resulting from such audits become a liability of the College. In the opinion of
management, such adjustments, if any, are not expected to materially affect the
College’s financial position.

The College participates in the Massachusetts College Savings Prepaid Tuition
Program (the “Program”). This Program allows individuals to pay in advance for
future tuition at the cost of tuition at the time of election to participate, increased by
changes in the Consumer Price Index plus 2.00%. The College is obligated to accept,
as payment of tuition, the amount determined by this Program without regard to
standard tuition rate in effect at the time of the individual’s enrollment at the College.
The effect of the Program cannot be determined as it is contingent on future tuition
increases and the number of Program participants who attend the College.
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Note 14 - Operating Expenses

The College’s operating expenses, on a natural classification basis, is comprised of the
following at June 30, 2015:

Compensation and benefits $ 32,365,263
Supplies and services 32,314,937
Depreciation 1,558,333
Scholarships and fellowships 306,965

$ 606,545,498

Note 15 - Fringe Benefits

The College participates in the State’s fringe benefit programs, including active
employee and post-employment health insurance, unemployment, pension and
workers’ compensation benefits. Health insurance and pension costs (described in the
subsequent paragraph) for active employees and retirees are paid through a fringe
benefit rate charged to the College by the State. Currently the liability is borne by the
State, as are any effects on net position and the results of current year operations,
related to GASB Statement No. 45, Accouniing and Financial Reporting by Employers
for Post-Employment Benefits Other than Pensions.

In addition to providing pension benefits, under Chapter 32A of the Massachusetts
General Laws, the State is required to provide certain health care and life insurance
benefits for retired employees of the State, housing authorities, redevelopment
authorities, and certain other governmental agencies. Substantially all of the State’s
employees may become eligible for these benefits, if they reach retirement age while
working for the State. Eligible retirees are required to contribute a specified
percentage of the health care benefit costs, which is comparable to contributions
required from employees. The State is reimbursed for the cost of benefits to retirees of
the eligible authorities and non-state agencies.

Group Insurance Commission

The State’s Group Insurance Commission (GIC) was established by the Legislature in
1955 to provide and administer health insurance and other benefits to the State’s
employees and retirees, and their dependents and survivors. The GIC also covers

S
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Note 15 -

Note 16 -

(an agency of the Commonwealth of Massachusetts)
Notes to the Financial Statements - Continued

June 30, 2015

Fringe Benefits - Continued

Group Insurance Commission - Continued

housing and redevelopment authorities’ personnel, certain authorities and other offline
agencies, retired municipal teachers from certain cities and towns and a small amount
of municipalities as an agent multiple employer program, accounted for as an agency
fund activity of the State, not the College.

The GIC administers a plan included within the State Retiree Benefits Trust Fund, an
irrevocable trust. Any assets accumulated in excess of liabilities to pay premiums or
benefits or administrative expenses are retained in that fund. The GIC’s administrative
costs are financed through appropriations by the State and employee investment
returns. The Legislature determines employees’ and retirees’ contribution ratios.

The GIC is a quasi-independent state agency governed by an eleven member body (the
“Commission”) appointed by the Governor. The GIC is administratively located
within the Executive Office of Administration and Finance and is responsible for
providing health insurance and other benefits to the State’s employees and retirees, and
their survivors and dependents. During the year ended June 30, 2015, the GIC
provided health insurance for its members through indemnity, PPO, and HMO plans.
The GIC also administers carve-outs for pharmacy, mental health, and substance abuse
benefits for certain health plans. In addition to health insurance, the GIC sponsors life
insurance, long-term disability insurance (for active employees only), dental and vision
coverage (for employees not covered by collective bargaining), retiree discount vision
and dental plans, and a pre-tax health care spending account and dependent care
assistance program (for active employees only).

Related Party Transactions

Massachusetts College of Art and Design Foundation, Inc. is a separate tax-exempt
corporation organized for the purpose of fund-raising through private donations for the
ultimate benefit of the College. The College received contributions from the
Foundation totaling approximately $2,872,000, included within other operating
revenues, for the year ended June 30, 2015.
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Note 17 - Pass-Through Student Federal Loans

The College distributed $12,657,414 for student loans through the United States
Department of Education federal direct lending program for the year ended June 30,
2015. These distributions and related funding sources are not included as revenues and
expenses or as cash receipts and cash disbursements in the accompanying financial
statements.

Note 18 - Commitments

The College entered into a management services agreement (the “Agreement”) with
nine other institutions within the Commonwealth of Massachusetts (the “Institutions™)
for the management of their bookstores. The Agreement is effective July 1, 2015 and
expires June 30, 2020, unless sooner terminated as provided for in the Agreement, and
contains automatic one year renewals requiring 120 days written notice by either party.
The agreement provides for minimum annual guaranteed payments for the Institutions
of $3,000,000 in total in each of years one and two. Minimum annual guaranteed
payments in subsequent years, including renewal years, will be 95% of the preceding
years’ actual commission payment. If any single institution terminates its involvement
in the Agreement, the payments shall then be based on the percentage of
commissionable sales, and the minimum annual guarantee shall not apply. In addition,
the College will receive a one-time bonus of $103,300 subject to amortization over the
initial life of the Agreement, annual textbook scholarships of $5,200 and leasehold
improvements of $87,000.

The College entered into an operating lease agreement for certain equipment during
July 2015, The lease term is over 5 years and requires monthly payments in the
amount of $14,250.

Note 19 - Litigation

The College is periodically involved in legal actions arising in the ordinary course of
business. Costs for all known claims not covered by insurance, if any, are recognized
in the financial statements. Although the ultimate outcome of certain of these actions
cannot be determined, management’s opinion is that the College has adequate legal
defense with respect to each of these actions, and that the amount of any additional
liability would not have a material impact on the financial statements.
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Note 20 - Massachusetts Management Accounting and Reporting System

Section 15C of Chapter 15A of the Massachusetts General Laws requires State
colleges and universities to report activity of campus based funds to the Comptroller of
the Commonwealth on the State’s Statewide Accounting System, Massachusetts
Management Accounting and Reporting System (MMARS), on the statutory basis of
accounting. The statutory basis of accounting is a modified accrual basis of accounting
and differs from the information included in these financial statements. Management
believes the amounts reported on MMARS meet the guidelines of the Comptroller’s
Guide for Higher Education Audited Financial Statements.

The College’s state appropriations are comprised of the following at June 30, 2015:

Direct unrestricted appropriations $ 17,446,652
Less: 9C reduction (245,302)
Total direct unrestricted appropriations 17201350
Fringe benefits for benefited employees on

the State payroll 6,821,085
Total unrestricted appropriations $ 24,022,435

In 2004, the College entered into an agreement with the State that allows the College
to retain all tuition and fees rececived by the College. As such, the College is not
required to remit day school tuition back to the State.

A reconciliation of revenue between the College and MMARS as of June 30, 2015, is

as follows:
Revenue per MMARS $ 51,744,964
Revenue per College 51,744,964
Difference $ -
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Note 20 - Massachusetts Management Accounting and Reporting System - Continued

A reconciliation of expenditures between the College and MMARS as of June 30,
2015, is as follows:

Expenditures per MMARS $ 51,268,286
Expenditures per College 51,289,805
Difference $ (21,519)

Note 21 - Title to Various Assets and Liabilities

The College is an agency of the Commonwealth of Massachusetts. Therefore, in
accordance with GASB Statement No. 39, the College will ultimately be included in
the State’s financial statements.

For financial reporting purposes, all capital assets used in the operation of the College
will be recorded as investment in plant. In addition to the treatment of capital assets,
the College’s proportionate share of various other asset and liability accounts has been
recorded on the College’s financial statements in order for them to be in accordance
with generally accepted accounting principles (GAAP). The cumulative effect of these
asset and liability accounts is reflected in the unrestricted net position balance.
Included in the unrestricted net position balance are the State’s portions of inventories,
accrued salaries and wages, compensated absences, workers” compensation, deferred
outflows and inflows and net pension liability.

The College’s policy is not to record these assets and liabilities on its internal financial
statements,
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Note 21 - Title to Various Assets and Liabilities - Continued

Massachusetts College of Art and Design's Preliminary

Unrestricted Net Position at June 30, 2015 $ 16,130,308
Local State Total
Reconciling items:

Inventorics $ 131,134 § - $ 131,134
Deferred outflows of resources - 195,336 195,336
Deferred inflows of resources (1,972,634) (242,973)  (2,215,607)
Accrued salaries and wages - (1,745,104)  (1,745,104)
Accrued compensated absences

and benefits (231,089)  (4,392,485)  (4,623,574)
Net pension liability . (1,181,800) (1,181,800)

Total (9.439.615)

Massachusetts College of Art and Design's Audited
Unrestricted Net Position at June 30, 2015 $ 6,690,693

Distribution of Unrestricted Net Position:

Local funds $§ 14,057,719
State funds (1367.026)
$ 6,690,693

Note 22 - Massachusetts State College Building Authority (Unaudited)

The Massachusetts State College Building Authority was created pursuant to Chapter
703 of the Act of 1963 of the Commonwealth as a public instrumentality for the
general purpose of providing dormitories for use by students of the State colleges. The
College has three dormitories in which payments are made to the Building Authority.
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Note 22 - Massachusetts State College Building Authority (Unaudited) - Continued

Smith Hall is assessed on a student and building formula by the Building Authority
based on a pool of the State colleges. For fiscal year 2015, the College expended
$414,199 for Smith Hall. The College also makes payments to the Building Authority
for the Artist Residence and Treehouse Residence. For the year ended June 30, 2015,
the College expended $1,974,110 for the Artist Residence and $3,788.389 for the
Treehouse Residence. Dormitory trust fund reports included as supplemental
information include revenues and expenses, which are included in auxiliary enterprises
revenues and expenses. The Commonwealth of Massachusetts requires all state
colleges and universities to include the dormitory trust fund reports as supplemental
information.
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)

Schedule of Proportionate Share of the Net Pension Liability (Unaudited)

Valuation was performed as of January 1, 2014 and adjusted through June 30, 2014 (measurement date)
Proportion of the collective net pension liability 0.017%

Proportionate share of the collective net
pension liability $ 1,181,800

Covered-employee payroll $ 1,180,782
Proportionate share of the net
pension liability as a percentage of its

covered-employee payroll 100.09%

Plan fiduciary net position as a percentage of the
plan's total pension liability 76.32%

Notes:

The Schedule is intended to show ten years. Information is only available for one year.
The valuation was performed as of January 1, 2014 and adjusted through June 30, 2014.

See accompanying notes to the required supplementary information.
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(an agency of the Commonwealth of Massachusetts)

Schedule of Contributions (Unaudited)

For the Year Ended June 30, 2015

Valuation was performed as of January 1, 2014 and adjusted through June 30, 2014 (measurement date)
Contractually required contribution $ 133,684

Contributions in relation to the contractually required

contribution 133,684
Contribution excess % %
Covered-employee payroll $ 1,286,662

Contribution as a percentage of covered-employee
payroll 10.39%

Notes:

Employers participating in the Massachusetts State Employees' Retirement System are required by MA
General Laws, Section 32, to contribute an actually determined contribution rate each year.

The Schedule is intended to show ten years. Information is only available for one year.

See accompanying notes o the required supplementary information.
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For the Year Ended June 30, 2015

Note 1 - Change in Assumptions

Changes in assumptions about future economic or demographic factors and inputs
resulted in additional plan wide pension expense of $102 million dollars to be
charged to income over an amortization period of 5.5 years beginning with the fiscal
year ended 2015. The unamortized portion of the change is reported as a deferred
outflow of resources in the statement of net position. The College's proportionate
share of the net pension liability and the results of changes in assumptions is .017%,
as shown on the Schedule of Proportionate Share of Net Pension Liability, and
represents the relationship of contributions made by the College to total contributions
by all participating State Agencies.

The College's portion of these amounts is as follows:

1. Changes in assumptions $ 16,237
2. Recognized in current year pension expense $§ 2,952
3. Deferred outflow of resources $13,285
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Board of Trustees of
Massachusetts College of Art and Design
Boston, Massachusetts

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, the financial
statements of Massachusetts College of Art and Design (an agency of the Commonwealth of
Massachusetts) (the "College") as of and for the year ended June 30, 2015, and the related notes
to the financial statements, which collectively comprise the College’s basic financial statements,
and we have issued our report thereon dated October 13, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the College’s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the College’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the College’s

internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or, significant deficiencies. Given these limitations, during our audits we
did not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the College’s financial statements are
free from material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Certified Public Accountants
Braintree, Massachusetts

October 13, 2015
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MASSACHUSETTS COLLEGE OF ART AND DESIGN

(an agency of the Commonwealth of Massachusetts)

Schedule of Net Position -
Dormitory Trust Fund Report (Unaudited)

June 30, 2015
Assets
Asset:
Cash and equivalents $ 3.921.800
Total Dormitory Trust Fund Assets § 3921,800
Liabilities and Net Position
Liabilities:
Compensated absences $ 42,692
Workers' compensation 3.540
Total Dormitory Trust Fund Liabilities 46,232

Net Position:

Dormitory Trust Net Position - Smith Hall 361,664
Dormitory Trust Net Position - Artist Residence 2,547,158
Dormitory Trust Net Position - Treehouse 966.746
Total Net Position 3,875,568
Total Dormitory Trust Fund Liabilities and Net Position S 3.921,800

*_ At June 30, 2015, a portion of the College's $1,181,800 net pension liability would be allocated to the
Dormitory Trust Fund's net position balance.
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(an agency of the Commonwealth of Massachusetts)

Schedule of Revenues, Expenses, and Changes in Net Position -

Dormitory Trust Fund Report (Unaudited)

For the Year Ended June 30, 2015

Revenues:
Student rents
Contract rents
Other

Total Revenues

Expenses:
Loans and special payments
Operational services
Regular employee compensation
Information technology
Pension and insurance related
Consultant services
Administrative
Regular employee related
Equipment purchases
Special employee compensation
Equipment leases
Facility operational

Total Expenses
Decrease of Revenues Over Expenses
Transfers
Total Decrease in Net Position
Net Position, Beginning of Year

Net Position, End of Year

S

$ 6,623,333
3,279,433
760,550

10,663.316

6,176,698
3,970,125
254,263
149,111
77,048
11,810
8,957
8,434
2573
5,504
2,814

1.270

10,673,907
(10,591)
(27.449)
(38,040)

3.913.608

§ 3,875,568



