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JANSEN VALK THOMPSON REAHM PC

Certified Public Accountants and Cor

Report of Independent Auditors

Board of Trustees
Grand Rapids Art Museum

Report on the Financial Statements

We have audited the accompanying combined financial statements of Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation {collectively, the Organization), which comprise the
combined statements of financial position as of September 30, 2013 and 2012, and the related
combined statements of activities and cash flows for the years then ended, and the related notes to
the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the combined 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 combined financial statements that are free from material
misstatement, whether due to fraud or error.

. Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the combined financial statements. The procedures selected depend on the auditor’s
judgment,ﬂincluding the assessment of the risks of material misstatement of the combined financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the Organization’s preparation and fair presentatior of the combined
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 Organization’s internal
control. Accordingly, we express no such opinion. 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 combined
financial statements.

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

J' 7171 Stadium Drive | Kalamazoo, Michigan 49009-4943 | ph (269) 381 7600 | fax (269) 3817620 |  www.jvir.com
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JANSEN VALK THOMPSON REAHM PC

Opinion

In our opinion, the combined financial statements referred to above present fairly, in all material
respects, the financial position of the Organization as of September 30, 2013 and 2012, 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.

Report on Combining Information

Our audits were conducted for the purpose of forming an opinion on the combined financial
statements as a whole. The combining information on pages 25 through 30 is presented for
purposes of additional analysis of the combined financial statements rather than to present the
financial position, changes in net assets, and cash flows of the individual entities, and is not a
required part of the combined 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 combined financial statements. The combining information has been
subjected to the auditing procedures applied in the audits of the combined financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the combined financial statements or to
the combined financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the
combining information is fairly stated in all material respects in relation to the combined financial
statements as a whole.
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Grand Rapids Art Museum

and Grand Rapids Art Museum Foundation

Combined Statements of Financia!l Position

September 30
2013 2012
Assets
Cash $ 2,003,385 S 1,572,847
Accounts receivable 75,462 110,053
inventories 95,006 108,286
Prepaid expenses 154,490 135,183
Prepaid exhibitions 184,605 19,780
Contributions receivable 570,527 1,000,884
Contributions receivable—split-interest agreement 538,000 514,000
Investments 16,847,663 16,089,706
Collections (Note G) - -
Assets restricted for investment in property and equipment:
Cash 1,413 1,413
Contributions receivable - 7,000
Property and equipment, less accumulated depreciation 69,442,171 71,267,465
Beverage license 42,444 42,444
Total assets $ 89,955,166 S 90,869,061
Liabilities
. .Accounts payable $ 401,425 $ 301,214
" Other payables 205,581 194,807
Advance deposits 72,306 54,853
Long-term debt 9,425,836 9,507,409
Total liabilities 10,105,148 10,058,283
Net Assets
Unrestricted:
Board-designated for operations 75,000 75,000
Endowment:
Board-designated 1,132,248 1,073,033
Donor-restricted (91,436) (515,000}
Und_e;sié?ﬁated 60,491,552 62,031,659
Total unrestricted 61,607,364 62,664,692
Temporarily restricted 2,460,072 2,397,502
Permanently restricted for endowment 15,782,582 15,748,584
Total net assets 79,850,018 80,810,778
Total liabilities and net assets $ 89,955,166 S 90,869,061

See accompanying notes to financial statements.




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Combined Statement of Activities

Year ended September 30, 2013

Support and revenue:
Contributions
Retail sales
Membership programs
Food and beverage
Investment return
Change in value of split-interest

agreement

Special events
Admissions
Facilities rental
Other income

Total support and revenue

Net assets released from
restrictions

Total support, revenue and
reclassifications -

Temporarily Permanently

Unrestricted Restricted Restricted Total
S 550,418 $ 2,177,667 S 9,998 2,738,083
242,267 - - 242,267
323,039 - - 323,039
323,462 - - 323,462
1,229,150 143,517 - 1,372,667
- - 24,000 24,000
276,812 - - 276,812
194,896 - - 194,896
205,303 - - 205,303
1,148 - - 1,148
3,346,495 2,321,184 33,998 5,701,677
2,203,189 (2,203,189) - -
5,549,684 117,995 33,998 5,701,677
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Combined Statement of Activities (continued)
Year ended September 30, 2013

Temporarily Permanently

*

Net assets, end of year

Y

Unrestricted Restricted Restricted Total
Expenses:
Administration 675,312 - - 675,312
Bond related fees 4,176 - - 4,176
Building operations 1,477,718 - - 1,477,718
Community relations 116,547 - - 116,547
Curatorial 345,389 - - 345,389
Depreciation 1,904,488 - - 1,904,488
Development/membership 423,480 - - 423,480
Education 277,553 - - 277,553
Exhibitions 417,163 - - 417,163
Food and beverage 309,332 - - 309,332
Interest 12,847 - - 12,847
Investment management fees 70,278 - - 70,278
Library 3,805 - - 3,805
Public relations/marketing 197,915 - - 197,915
Retail sales 242,751 - - 242,751
Special events 128,258 - - 128,258
Total expenses 6,607,012 - - 6,607,012
,Support, revenue and reclassifications
" over {(under) expenses (1,057,328} 117,995 33,998 (905,335)
Collection items purchased - {55,425) - {55,425}
Change in net assets {1,057,328) 62,570 33,998 {960,760)
Net assets, beginning of year 62,664,692 2,397,502 15,748,584 80,810,778

$ 61,607,364 S 2,460,072 S 15,782,582

$ 79,850,018

See accompanying notes to financial statements.




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Combined Statement of Activities
Year ended September 30, 2012

Support and revenue:
Contributions
Retail sales
Membership programs
Food and beverage
Investment return
Change in value of split-interest

agreement

Special events
Admissions
Facilities rental
Other income

Total support and revenue

Net assets released from
restrictions

Total support, revenue and
reclassifications

e

A
!

Temporarily Permanently

Unrestricted Restricted Restricted Total
S 726,870 $ 1,299,681 § 5,820 § 2,032,371
217,621 - - 217,621
276,577 - - 276,577
336,941 - - 336,941
2,067,202 172,907 - 2,240,109
- - 63,000 63,000
193,251 - - 193,251
132,429 - - 132,429
139,610 - - 139,610
376 - - 376
4,090,877 1,472,588 68,820 5,632,285
2,050,174 (2,050, 174) - -
6,141,051 (577,586) 68,820 5,632,285




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Combined Statement of Activities (continued)
Year ended September 30, 2012

Temporarily Permanently

Unrestricted Restricted Restricted Total
Expenses:
Administration 673,569 - - 673,569
Bond related fees 7,118 - - 7,118
Building operations 1,487,812 - - 1,487,812
Community relations 125,150 - - 125,150
Curatorial 333,125 - - 333,125
Depreciation 2,041,780 - - 2,041,780
Development/membership 466,121 - - 466,121
Education 246,605 - - 246,605
Exhibitions 310,466 - - 310,466
Food and beverage 323,389 - - 323,389
Interest 11,974 - - 11,974
Investment management fees 75,763 - - 75,763
Library 3,583 - - 3,583
Public relations/marketing 167,639 - - 167,639
Retail sales 199,769 - - 199,769
Special events 85,235 - - 85,235
Total expenses 6,559,098 - - 6,559,098
Support, revenue and reclassifications
*= over {(under) expenses (418,047} (577,586) 68,820 {926,813)
Collection items purchased - {49,410) - (49,410)
Change in net assets (418,047} {626,996) 68,820 (976,223)
Net assets, beginning of year 63,082,739 3,024,498 15,679,764 81,787,001
Net assets, end of year $ 62,664,692 S 2,397,502 S 15,748,584 S 80,810,778

K
5

See accompanying nhotes to financial statements.
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Combined Statements of Cash Flows

Year ended September 30
2013 2012

Operating activities
Change in net assets $ (960,760) S  (976,223)
Adjustments to reconcile change in net assets to net cash

provided by operating activities:

Depreciation 1,904,488 2,041,780
Collection items purchased 55,425 49,410
Realized and unrealized net gain on investments (908,513) (1,651,574)
Amortization of discount—contributions receivable (14,153) {38,309)
Change in value of split-interest agreement (24,000) (63,000)
Changes in operating assets and liabilities:
Accounts/contributions receivable 481,101 649,409
Inventories 13,280 {5,537}
Prepaid expenses (19,307) (55,817)
Prepaid exhibitions (164,825) 21,238
Accounts payable 100,211 (5,411)
Other payables 10,774 38,039
Advance deposits 17,453 10,193
Total adjustments 1,451,934 990,421
_, +Net cash provided by operating activities 491,174 14,198

Investing activities
Decrease in cash restricted for investment in property and

equipment - 651,698
Purchases of investments (2,016,254} (1,843,964)
Proceeds from sales of investments 2,166,810 2,266,233
Property and equipment expenditures (79,194) (2,533)
Collection items purchased (55,425) (49,410}
Net cash provided by investing activities 15,937 1,022,024

Financing activities
Proceeds from contributions restricted for investment in

property and equipment 5,000 ¢ 7,000
Principal payments on long-term debt (81,573) (501,576)
Net cash used in financing activities (76,573) (494,576)
Net increase in cash 430,538 541,646
Cash, beginning of year 1,572,847 1,031,201
Cash, end of year $ 2,003,385 S 1,572,847

See accompanying notes to financial statements.
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements
September 30, 2013

Note A—Summary of Accounting Policies
Reporting Entity

The accompanying combined financial statements include the accounts of the Grand Rapids Art
Museum (the Museum) and the Grand Rapids Art Museum Foundation (the Foundation)
(collectively, the Organization). All inter-organization accounts and transactions have been
eliminated in combination.

Nature of Activities

The Museum provides a gathering place where people of all ages and backgrounds enrich their lives
through interaction with works of art of the finest quality in a thought provoking and creative way.

The Foundation was formed to generate and receive contributions of property of any kind, both
real and personal, and to administer such property in a manner consistent with and in support of
the principles, objectives and programs of the Museum by providing financial support for the
Museum’s operations and special projects.

"‘Approximately 54% and 50% of the Organization’s support was provided by contributions from one

foundation in 2013 and 2012, respectively. The Organization has a concentration of credit risk with
respect to contributions receivable from one foundation of approximately $300,000 and $752,000
at September 30, 2013 and 2012, respectively.

Basis of Presentation

The Organization follows net asset accounting methods whereby revenues are classified for
accounting and reporting purposes into one of three net asset classes:

¢ Upréstricted net assets—Net assets which are not subject to donor-imposed restrictions.

g
e Temporarily restricted net assets—Net assets subject to donor-imposed restrictions that
may or will be met either by actions of the Organization or the passage of time, or both.




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements {continued)

Note A—Summary of Accounting Policies (continued)

Basis of Presentation (continued)

* Permanently restricted net assets—Net assets subject to donor-imposed restrictions that
they be maintained permanently by the Organization. The Organization uses a spending
policy—4.75% of the average of the fair market value of endowment assets over a

defined period of time—to compute the portion of earnings which will be utilized for
unrestricted purposes.

Use of Estimates

Management uses estimates and assumptions in preparing the Organization’s financial statements.
Those estimates and assumptions affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities, and the reported revenues and expenses. Actual
results could differ from those estimates.

Cash

Cash received with donor-imposed restrictions limiting its use to long-term purposes is not
considered cash for purposes of the statements of cash flows.

Investments

Investments are stated at their fair valyes. Fair value is the price that would be received to sell an

asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. See Note C for discussion of fair value measurements,

Realized gains and losses are computed using the specific identification method. Unrealized gains
and losses are included in the change in net assets.

Inventgriés
Inventories are valued at the lower of cost (first-in, first-out) or market.

Property, Equipment and Depreciation

The Organization capitalizes all expenditures for property and equipment in excess of $1,000.
Property and equipment are stated at cost or, if donated, at the approximate fair value at the date

of donation. Depreciation is computed over the estimated useful lives of the assets by the straight-
line method.

10
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“reported as increases in temporarily or permanently restricted net assets, depending on the nature

Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note A—Summary of Accounting Policies (continued)
Property, Equipment and Depreciation (continued)

Donations of property and equipment are reported as increases in unrestricted net assets unless
the donor has restricted the donated asset to a specific purpose. Assets donated with explicit
restrictions regarding their use and contributions of cash that must be used to acquire property and
equipment are reported as restricted contributions. Absent donor stipulations regarding how long
those donated assets must be maintained, the Organization reports expirations of donor
restrictions when the donated or acquired assets are placed in service as instructed by the donor.
The Organization reclassifies temporarily restricted net assets to unrestricted net assets at that
time.

Revenue Recognition

Contributions are recognized when the donor makes a promise to give to the Organization that is
unconditional. Conditional promises to give are recognized only when the conditions on which they
depend are substantially met and the promises become unconditional. Unconditional promises to
give are stated at their net realizable value. Contributions that are restricted by the donor are

of the restrictions. When a restriction expires (that is, when a stipulated time restriction ends or
purpose restriction is accomplished), temporarily restricted net assets are reclassified to
unrestricted net assets and reported in the statement of activities as net assets released from
restrictions.

Donated noncash assets and services are recorded at their fair values in the period received.
Donated services that create or enhance nonfinancial assets or that require specialized skills, are
provided by individuals possessing those skills, and would typically need to be purchased if not
provided by donation, are recorded at their fair values in the period received.

A substantial number of unpaid volunteers have made significant contributions of their time to
develop the Museum’s programs. The value of this time cannot be determined objectively and
therefore is not reflected in the financial statements.

Income Taxes
The Museum and Foundation are exempt organizations for federal income tax purposes under

Internal Revenue Code (IRC) Section 501(a) as organizations described in Section 501(c) of the
internal Revenue Code.

11




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements {continued)

Note A—Summary of Accounting Policies (continued)

Subsequent Events

Subsequent events were evaluated through January 15, 2014, which is the date the financial
statements were available to be issued.

Note B—Cash

The Museum maintains all of its cash balances, exclusive of money market funds held in an
investment account, in two financial institutions. The Museum’s cash balances are insured by the
Federal Deposit Insurance Corporation (FDIC) up to $250,000 per financial institution. Management
does not consider uninsured cash to be a significant risk.

Note C—Fair Value Measurements
The Organization's assets measured at fair value on a recurring basis are as follows:

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
September 30, 2013
Investments $16,847,663 $14,380,587 $ - $ 2,467,076
Split-interest agreement 538,000 — — 538,000
Tgtaji $17,385,663 514,380,587 $ - $ 3,005,076
4
September 30, 2012
Investments $16,089,706  $13,700,806 S 19,150 $ 2,369,750
Split-interest agreement 514,000 — — 514,000
Total $16,603,706  $13,700,806 S 19,150 $ 2,883,750

12




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note C—Fair Value Measurements (continued)

For the assets measured at fair value, the following inputs were used:

Level 1—Fair Value Measurements

The fair value of mutual funds is based on quoted net asset values of the shares held by the
Organization at year-end.

Level 2—Fair Value Measurements

The fair value of the fixed global notes is based on the net asset values of underlying
securities.

Level 3—Fair Value Measurements

The fair value of investments determined by Level 3 inputs, consisting of a publicly traded
partnership and a hedge fund, are based on the net asset values of the underlying securities
held tzy the partnership and the fund. The split-interest agreement is not actively traded
anﬂ*fﬁi‘gniﬁcant other observable inputs are not available. Thus, the fair value of the split-
interest agreement is determined by calculating the present value of the futyre distribution
expected to be received, using published life expectancy tables and a discount rate of 3%
for 2013 and 4% for 2012.

The fair value measurement accounting literature establishes a fair value hierarchy that prioritizes
the inputs to valuation techniques used to measure fair value. This hierarchy consists of three broad
levels: Level 1 inputs consist of unadjusted quoted prices in active markets for identical assets and
have the highest priority, Level 2 inputs consist of observable inputs other than quoted prices in
active markets for identical assets, and Level 3 inputs are unobservable and have the lowest
priority. The Organization uses appropriate valuation techniques based on the available inputs to
measure the fair value of its assets. When available, the Organization measures fair value using
Level 1 inputs because they generally provide the most reliable evidence of fair value. Level 3 inputs
are used only when Level 1 or Level 2 inputs are not available.

13




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note C—Fair Value Measurements (continued)

Information about the changes in the investments and the split-interest agreement, which are
measured at fair value on a recurring basis using significant unobservable inputs, is as follows:

Split-Interest

Investments Agreement Total

Year ended September 30, 2013
Beginning balance $ 2,369,750 $ 514,000 $ 2,883,750
Unrealized appreciation includedin

change in net assets 97,326 24,000 121,326
Ending balance $ 2,467,076 $ 538,000 $ 3,005,076
Year ended September 30, 2012
Beginning balance $ 2,298,230 § 451,000 $ 2,749,230
Unrealized appreciation included in

change in net assets 71,520 63,000 134,520
Ending balance $ 2,369,750 $ 514,000 $ 2,883,750

Unrealized appreciation in investments is reported in investment return in the statements of
activities. Unrealized appreciation in the split-interest agreement is reported as change in value of
split-interest agreement in the statements of activities.

Ay
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note D—Investments

Investments consist of:

Mutual funds:
Equities
* Fixed income
. Commodities
Real estate and infrastructure
‘ Other
Total mutual funds
Fixed global notes
Publicly traded partnership
- Hedge fund
Total

Note E—Contributions Receivable

Contributions receivable are summarized as follows:

‘ 2013 2012
~ Receivable in less than one year S 447,990 S 747,000
, Receivable in one year to five years 125,000 277,500
Total contributions receivable 572,990 1,024,500
) Less discount to net present value 2,463 16,616
‘ Net contributions receivable $ 570,527 $ 1,007,884
"* Contributions receivable in more than one year were discounted at 1% per annum for 2013 and 3%

per annum for 2012.

2013

2012

$ 8,254,425

$ 7,457,592

3,694,752 3,844,750
1,231,024 716,782
719,996 679,376
480,390 1,002,306
14,380,587 13,700,806
— 19,150
1,041,731 1,081,816
1,425,345 1,287,934

$16,847,663

$ 16,089,706

15




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note E—Contributions Receivable (continued)

Contributions receivable have been included in the accompanying statements of financial position
under the following captions:

2013 2012
Contributions receivable $ 570,527 S 1,000,834
Contributions receivable restricted for investment in
property and equipment — 7,000
Total $ 570,527 S 1,007,884

Note F—Contributions Receivable—Split-Interest Agreement

The Foundation is named as one of the beneficiaries under a Trust Agreement. Annual earnings
from the Trust are paid to the designated beneficiary of the Trust. The Trust will terminate at the
death of the income beneficiary, at which date the Foundation will receive its share of the Trust’s
_,-assets. The Foundation’s beneficial interest in the Trust was $538,000 and $514,000 at September
. 30, 2013 and 2012, respectively. These interests, based on the fair market value of the underlying
assets, have been recorded at the present value of the future distribution expected to be received
based on the beneficiary’s life expectancy, using a discount rate of 3% for 2013 and 4% for 2012.

Note G—Collections

The Museum’s art collections consist of donated and purchased art objects, principally drawings,
prints, study items and a reference library. Collection items acquired either through purchase or
donations are not capitalized and so are not included in the statements of financial position.
Purchasés-of collection items are recorded as decreases in unrestricted net assets if purchased with
unrestricted assets and as decreases in temporarily restricted net assets if purchased with donor-
restricted assets. Contributions of collection items are not recognized in the statements of
activities.

< 16




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements {continued)

L&

Note H—Property and Equipment

Property and equipment are summarized by major classifications as follows:

2013 2012
Land $ 7,575,615 S 7,575,615
Building 73,032,908 72,979,013
Leasehold improvements 3,800 3,800
Furniture and equipment 1,860,003 1,834,704
Vehicles 61,919 61,919
Total property and equipment 82,534,245 82,455,051
Less accumulated depreciation 13,092,074 11,187,586
Net property and equipment S 69,442,171 S 71,267,465

The Museum’s facility is located in downtown Grand Rapids. Part of the land was acquired from the
Downtown Development Authority of the City of Grand Rapids (DDA) for $1. The deed on this land
contains a covenant that, in the event the Museum discontinues operating a public art museum on
the site and does not construct a new facility within a defined area of metropolitan Grand Rapids,
the property and all structures thereon must be transferred to the DDA for $1. If the Museum
discontinues operating a public art museum on the site and constructs a new facility within the
defined area, it must pay the then fair market value of the land to the DDA.

Note I—Long-term Debt

In December 2007, the Museum entered into a loan agreement with the Michigan Strategic Fund to
borrow $10,000,000 to finance the construction, furnishing and equipping of the facility. The
Michigan Strategic Fund issued tax exempt variable rate demand limited obligation revenue bonds
(Series a;y-ft'és provide the funds loaned to the Museum. The Series B bonds underlying the loan
agreement mature in a lump sum on May 1, 2041. g

In October 2007, the Museum entered into a loan agreement with an unrelated company to borrow
$150,000 to finance the purchase of equipment. The loan agreement has no stated interest rate
and is payable in monthly installments of $1,250. The loan was paid down to $4,500 at September
30, 2013 and the balance will be paid in 2014,

17




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note |—Long-term Debt (continued)
Estimated principal repayments on long-term debt are as follows:

Year ending

September 30 Amount
2014 S 5,836
2015 —
2016 —
2017 —
2018 —
Thereafter 9,420,000
Total S 9,425,836

Note j—Restricted Net Assets

.+Temporarily restricted net assets are available for the following purposes:

2013 2012
General operations S 937,577 S 1,078,525
Exhibitions 387,129 249,500
Property and equipment 93,230 163,105
Furniture restoration and maintenance 12,163 11,244
Collections 592,588 614,464
American Art acquisitions 272,481 187,543
Library acquisitions and education programs 164,904 93,121
Total $ 2460072 S 2,397,502

B
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note J—Restricted Net Assets (continued)

Permanently restricted net assets are restricted to investment in perpetuity, the income from which
is expendable to support:

2013 2012
General operations S 14,143,834 S 14,119,334
American Art acquisitions 1,000,000 1,000,000
Education programs 543,756 534,258
Exhibitions 57,011 57,011
Library acquisitions 37,981 37,981
Total S 15,782,582 S 15,748,584

Note K—Endowment Funds

The Foundation’s endowment consists of eight individual funds established for a variety of
purposes. Its endowment includes both donor-restricted funds and funds designated by the

“Foundation’s Board of Trustees to function as endowment. As required by generally accepted

accounting principles, net assets associated with endowment funds, including funds designated by
the Board of Trustees to function as endowment, are classified and reported based on the existence
or absence of donor-imposed restrictions.

The Board of Trustees has interpreted the Michigan Prudent Management of Institutional Funds Act
(MPMIFA) as requiring the preservation of the fair value of the original gift as of the gift date of the
donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result of
this interpretation, the Foundation classifies as permanently restricted net assets (a) the original
value of gifts donated to the permanent endowment, and (b) accumulations to the permanent
endowmgnf: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 that is not classified as permanently restricted net assets is classified as
temporarily restricted net assets until those amounts are appropriated for expenditure by the
Foundation in a manner consistent with the standard of prudence prescribed by MPMIFA. In
accordance with MPMIFA, the Foundation considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds: (1) the duration
and preservation of the various funds, (2) the purposes of the donor-restricted endowment funds,
(3) general economic conditions, (4) the possible effect of inflation and deflation, (5) the expected
total return from income and the appreciation of investments, (6) other resources of the
Organization, and (7) the Foundation’s investment policies.

19




Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note K—Endowment Funds (continued)

Investment Return Objectives, Risk Parameters and Strategies. The Foundation has adopted
investment and spending policies, approved by the Board of Trustees, for endowment assets that
attempt to provide a predictable stream of funding to programs supported by its endowment funds,
including funds designated by the Board of Trustees to function as endowments, while also
maintaining the purchasing power of those endowment assets over the long-term. Accordingly, the
investment process seeks to achieve an after-cost total real rate of return, including investment
income and capital appreciation, which exceeds the annual distribution with acceptable levels of
risk. Endowment assets are invested in a well-diversified asset mix, which includes equity securities,
debt securities and alternative strategies, which are intended to result in a consistent inflation-
protected rate of return that has sufficient liquidity to make an annual distribution of 4.75% (4.50%
effective October 1, 2013), while growing the funds. Therefore, the Foundation expects its
endowment assets, over time, to produce an average rate of return of approximately the consumer
price index plus 4.75% annually. Actual returns in any given year may vary from this amount.
Investment risk is measured in terms of the total endowment fund; investment assets and
allocation between asset classes and strategies are managed so as not to expose the fund to
unacceptable levels of risk.

PN

Spending Policy. The Organization has a policy of appropriating for distribution each year 4.75% i
(4.50% effective October 1, 2013) of its endowment fund’s average fair value of the prior 16 ‘
quarters through the calendar year-end preceding the fiscal year in which the distribution is planned I
for all amounts except for those received as part of the “Imagine a Place” campaign. Funds received
as part of the “Imagine a Place” campaign are distributed at 4.75% (4.50% effective October 1,
2013) of the balance without consideration of the prior 16 quarter average balance. In establishing
this policy, the Foundation considered the long-term expected return on its investment assets, the
nature and duration of the individual endowment funds, many of which must be maintained in
perpetuity because of donor-restrictions, and the possible effects of inflation. The Foundation
expects the current spending policy to allow its endowment funds to grow at the consumer price
index rate. This is consistent with the Foundation’s objective to maintain the purchasing power of
the endowment assets as well as to provide additional real growth through new gifts and
investment return.
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note K—Endowment Funds (continued)

Endowment net asset composition by type of fund is as follows:

Temporarily

Permanently

September 30, 2013
Donor-restricted
endowment funds S
Unrestricted board-
designated funds

Total funds S

September 30, 2012
Donor-restricted
endowment funds S
Unrestricted board-
designated funds

Unrestricted Restricted Restricted Total
(91,436) S 328,648 $ 15,782,582 $16,019,794
1,132,248 — — 1,132,248
1,040,812 S 328,648 $ 15,782,582 $17,152,042
(515,000) S 228,939 S 15,748,584 $ 15,462,523
1,073,033 —_— — 1,073,033
558,033 S 228,939 S 15,748,584 $ 16,535,556

< Total funds S

A«"?‘
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note K—Endowment Funds (continued)

Changes in endowment net assets for the year ended September 30, 2013 are as follows:

Temporarily

Permanently

Endowment net assets,
beginning of year $

Contributions

Investment income

Change in value of split-
interest agreement

Net appreciation

Amounts appropriated for
expenditure

Endowment net assets, end

Unrestricted Restricted Restricted Total
558,033 S 228,939 $ 15,748,584 $ 16,535,556
— — 9,998 9,998
422,176 36,569 — 458,745
— — 24,000 24,000
792,168 106,948 — 899,116
(731,565) (43,808) — (775,373)
$ 1,040,812 S 328,648 $ 15,782,582 $ 17,152,042

of year

Changes in endowment net assets for the year ended September 30, 2012 are as follows:

Temporarily

Permanently

Endowment net assets,
beginning of year S

Contributions

Investment income

Changé in value of split-
interest agreement

Net appreciation

Amounts appropriated for
expenditure

Endowment net assets, end

Unrestricted Restricted Restricted Total

(649,545) S 76,518 S 15,679,764 $ 15,106,737

— — 5,820 5,820
529,305 48,503 — 577,808

— — 63,000 g 63,000
1,509,495 124,404 — 1,633,899
(831,222) {(20,486) — (851,708)
558,033 S 228,939 S 15,748,584 $ 16,535,556

of year $
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note L—Investment Return

Investment return is summarized as follows:

2013 2012
Interest and dividends $ 464,154 S 588,535
Realized and unrealized net gain on
investments 908,513 1,651,574
Total $ 1,372,667 S 2,240,109

Note M—Miaintenance Contracts

The Museum entered into two five-year maintenance contracts covering certain security
equipment. Expense for these maintenance contracts totaled $55,008 in 2013 and in 2012.

_Note N—Retirement Plan
The Museum has an IRC Section 401(k) retirement plan covering all eligible employees. The
Museum’s matching contributions to the plan totaled $27,101in 2013 and $21,237 in 2012.

Note O—Deferred Compensation Plan

The Museum established an IRC Section 457 deferred compensation plan in 2002. Eligibility in the
Plan is determined by the Board of Trustees in its sole discretion. Deferred compensation expense
under the Plan was $13,753 in 2013 and $22,493 in 2012.
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Notes to Combined Financial Statements (continued)

Note P—Risk and Uncertainties

The Organization holds investments in various financial instruments under an investment objective
consisting of any combination of stocks, mutual funds and other investment securities. investment
securities are exposed to various risks, such as interest rate, market, and credit risks. Due to the
level of risk associated with certain investment securities, it is at least reasonably possible that
changes in the values of investment securities will occur in the near term and that such changes
could materially affect the investment amount reported in the statements of financial position.

Note Q—Supplemental Cash Flow information

Cash paid for interest was $12,413 in 2013 and $11,974 in 2012.

Note R—Reclassifications

.+’Certain amounts related to the year ended September 30, 2012 have been reclassified to conform
to the presentation for the year ended September 30, 2013.
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Grand Rapids Art Museum
and Grand Rapids Art Museum Foundation

Combining Statement of Financial Position
September 30, 2013

Grand Rapids
Grand Rapids Art Museum

Art Museum Foundation Eliminations Combined

Assets
Cash $ 1,897,420 S 105,965 $ - S 2,003,385
Accounts receivable 247,732 5,645 (177,915) 75,462
Inventories 95,006 - - 95,006
Prepaid expenses 154,490 - - 154,490
Prepaid exhibitions 184,605 - - 184,605
Contributions receivable 570,277 250 - 570,527
Contributions receivable—split-

interest agreement - 538,000 - 538,000
Investments 167,566 16,680,097 - 16,847,663
Cash restricted for investment

in property and equipment 1,413 - - 1,413
Property and equipment, less

accumulated depreciation 69,442,171 - - 69,442,171
Beverage license 42,444 - - 42,444
Total assets $ 72,803,124 $ 17,329,957 $ (177,915} S 89,955,166

.+1iabilities.

Accounts payable $ 401,425 S 177,915 §  (177,915) & 401,425
Other payables 205,581 - - 205,581
Advance deposits 72,306 - - 72,306
Long-term debt 9,425,836 - - 9,425,836
Total liabilities 10,105,148 177,915 (177,915} 10,105,148
Net Assets
Unrestricted 60,566,552 1,040,812 - 61,607,364
Temporarily restricted 2,131,424 328,648 - 2,460,072
Permanently restricted for

endowment - 15,782,582 - 15,782,582
Total ne't%éEets 62,697,976 17,152,042 - 79,850,018
Total liabilities and net assets $ 72,803,124 $ 17,329,957 §  (177,915) #S 89,955,166
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Grand Rapids Art Museum

and Grand Rapids Art Museum Foundation

Combining Statement of Financial Position
September 30, 2012

Assets
Cash
Accounts receivable
Inventories
Prepaid expenses
Prepaid exhibitions
Contributions receivable
Contributions receivable—split-
interest agreement
Investments
Assets restricted for investment in
property and equipment:
Cash
Contributions receivable
Property and equipment, less
accumulated depreciation
Beverage license
'Eq_tal assets

Liabilities
Accounts payable
Other payables
Advance deposits
Long-term debt
Total liabilities

Net Assets

Unrestricted

Temporarily restricted

Permanent} restricted for
endowment

Total net assets

Total liabilities and net assets

Grand Rapids

Grand Rapids Art Museum

Art Museum Foundation Eliminations Combined
S 1,077,207 S 495,640 S - S 1,572,847
520,550 11,379 (421,876} 110,053
108,286 - - 108,286
135,163 20 - 135,183
19,780 - - 19,780
1,000,384 500 - 1,000,884
- 514,000 - 514,000

153,813 15,935,893 - 16,089,706
1,413 - - 1,413
7,000 - - 7,000
71,267,465 - - 71,267,465
42,444 - - 42,444
$ 74,333,505 $ 16,957,432 S (421,876) $ 90,869,061
S 301,214 S 421,876 S {421,876) S 301,214
194,807 - - 194,807
54,853 - - 54,853
9,507,409 - - 9,507,409
10,058,283 421,876 (421,876) 10,058,283
62,106,659 558,033 - 62,664,692
2,168,563 228,939 - 2,397,502
- 15,748,584 - 715,748,584
64,275,222 16,535,556 - 80,810,778
$ 74,333,505  $16,957,432 5 (421,876) $ 90,869,061
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