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Independent Auditor’s Report on Consolidated Financial Statements 
and Supplementary Information 

 
 
Board of Trustees 
Mercyhurst University 
Erie, Pennsylvania 
 
 
Report on the Financial Statements  
 
We have audited the accompanying consolidated financial statements of Mercyhurst University, 
which comprise the consolidated statements of financial position as of May 31, 2014 and 2013, 
and the related consolidated statements of activities and cash flows for the years then ended, 
and the related notes to the consolidated financial statements. 
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these consolidated 
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 consolidated 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 consolidated financial statements based on 
our audits.  We conducted our audits 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 consolidated financial statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the consolidated financial statements.  The procedures selected depend on the 
auditor's judgment, including the assessment of the risks of material misstatement of the 
consolidated financial statements, whether due to fraud or error.  In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair 
presentation of the consolidated 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.  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 consolidated financial statements.   
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinion. 
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Opinion 
 
In our opinion, the consolidated financial statements referred to above present fairly, in all 
material respects, the financial position of Mercyhurst University as of May 31, 2014 and 2013, 
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. 
 
Supplementary Information 
 
Our audits were conducted for the purpose of forming an opinion on the consolidated financial 
statements as a whole.  The accompanying schedule of expenditures of federal awards required 
by OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, as 
listed in the table of contents, is presented for purposes of additional analysis and is not a 
required part of the consolidated 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 consolidated financial statements.  The information has been 
subjected to the auditing procedures applied in the audit of the consolidated financial 
statements and certain additional procedures, including comparing and reconciling such 
information directly to the underlying accounting and other records used to prepare the 
consolidated financial statements or to the consolidated 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 consolidated 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 10, 2014, on our consideration of the entity’s internal control over financial reporting 
and 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 the 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 Mercyhurst University's internal control over financial reporting and 
compliance. 
 

 
 
Cincinnati, Ohio 
October 10, 2014 
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2014 2013

12,038,738$     12,692,331$     

2,060,966        2,111,582        

1,224,030        1,611,531        

820,484           691,403           

2,347,534        2,396,320        

414,218           425,708           

837,530           338,056           

395,661           444,512           

3,110,417        3,063,686        

32,939,972       29,852,993       

97,376,354       98,597,032       

153,565,904$   152,225,154$   

1,975,323$       2,244,163$       

4,601,819        4,384,555        

324,983           342,595           

997,188           1,324,483        

3,059,611        360,633           

990,090           1,314,079        

36,275,000       38,775,000       

2,249,266        2,264,652        

42,793             44,888             

50,516,073       51,055,048       

80,468,630       79,869,073       

4,912,339        4,134,084        

17,668,862       17,166,949       

103,049,831     101,170,106     

153,565,904$   152,225,154$   

Assets

Liabilities and Net Assets

Liabilities

Accounts payable

Accrued expenses and other liabilities

Prepaid expenses and other assets

Bond discount and issuance costs, net

Deposits with trustees

Long-term investments 

Land, buildings and equipment, net

Total assets

Cash and cash equivalents

Accounts receivable, net of allowance of $508,346 in 2014 and $550,000 in 2013

Contributions receivable, net 

Student deposits

Deferred revenue

Beneficial interest in charitable remainder trust

Loans receivable, net of allowance of $118,677

Inventories

Accrued interest

Notes payable and capital leases

Bonds and bank note payable

Federal government advances for student loans

Total liabilities and net assets

Total liabilities

Net Assets

Unrestricted

Temporarily restricted

Permanently restricted

Total net assets

Trusts payable
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Unrestricted

Temporarily

Restricted

Permanently

Restricted Total

Tuition and fees 96,332,232$     —$                —$                96,332,232$     

Less: university funded financial aid 46,814,930       —                  —                  46,814,930       

Net tuition and fees 49,517,302       —                  —                  49,517,302       

Government grants and other contracts 9,206,396        —                  —                  9,206,396        

Private gifts 1,025,020        485,903           501,913           2,012,836        

Appropriation of endowment investment return 13,046             719,204           —                  732,250           

Other investment return 535,972           39,600             —                  575,572           

Other revenues 1,567,605        —                  —                  1,567,605        

Auxiliary enterprises 21,806,137       —                  —                  21,806,137       

Change in value of split interest agreements —                  129,081           —                  129,081           

Net assets released from restrictions 1,162,163        (1,162,163)       —                  —                  

Total revenues, gains and other support 84,833,641       211,625           501,913           85,547,179       

Expenses and Other Deductions

Instruction 39,038,106       —                  —                  39,038,106       

Public service 227,321           —                  —                  227,321           

Academic support 4,147,638        —                  —                  4,147,638        

Student services 15,491,704       —                  —                  15,491,704       

Institutional support 12,441,017       —                  —                  12,441,017       

Auxiliary enterprises 13,724,858       —                  —                  13,724,858       

Interest 1,681,725        —                  —                  1,681,725        

Total expenses and other deductions 86,752,369       —                  —                  86,752,369       

Change in net assets from operating activities (1,918,728)       211,625           501,913           (1,205,190)       

Non-Operating Activities

Contributions for capital expenditures 334,031           9,083               —                  343,114           

Grants and contracts for capital expenditures 313,207           —                  —                  313,207           

Investment return on funds for plant assets 54,173             —                  —                  54,173             

Net gain on retirement of assets 15,825             —                  —                  15,825             

Net assets released from restrictions

   for capital assets 202,109           (202,109)          —                  —                  

Endowment investment return, 

   in excess of appropriation 1,598,940        759,656           —                  2,358,596        

Change in net assets from non-operating activities 2,518,285        566,630           —                  3,084,915        

Change in Net Assets 599,557           778,255           501,913           1,879,725        

Net Assets, Beginning of Year 79,869,073       4,134,084        17,166,949       101,170,106     

Net Assets, End of Year 80,468,630$     4,912,339$       17,668,862$     103,049,831$   

Revenues, Gains and Other Support
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Unrestricted

Temporarily

Restricted

Permanently

Restricted Total

Tuition and fees 96,610,087$     —$                —$                96,610,087$     

Less: university funded financial aid 45,600,221       —                  —                  45,600,221       

Net tuition and fees 51,009,866       —                  —                  51,009,866       

Government grants and other contracts 9,013,975        —                  —                  9,013,975        

Private gifts 870,476           193,869           321,472           1,385,817        

Appropriation of endowment investment return 10,227             953,297           —                  963,524           

Other investment return 822,193           234,480           —                  1,056,673        

Other revenues 1,521,143        —                  —                  1,521,143        

Auxiliary enterprises 22,960,197       —                  —                  22,960,197       

Change in value of split interest agreements —                  114,907           —                  114,907           

Net assets released from restrictions 1,418,320        (1,418,320)       —                  —                  

Total revenues, gains and other support 87,626,397       78,233             321,472           88,026,102       

Expenses and Other Deductions

Instruction 38,336,166       —                  —                  38,336,166       

Public service 266,670           —                  —                  266,670           

Academic support 3,656,715        —                  —                  3,656,715        

Student services 15,152,985       —                  —                  15,152,985       

Institutional support 12,299,731       —                  —                  12,299,731       

Auxiliary enterprises 14,371,803       —                  —                  14,371,803       

Interest 1,849,563        —                  —                  1,849,563        

Total expenses and other deductions 85,933,633       —                  —                  85,933,633       

Change in net assets from operating activities 1,692,764        78,233             321,472           2,092,469        

Non-Operating Activities

Change in fair value of interest rate swap 60,702             —                  —                  60,702             

Contributions for capital expenditures 74,770             138,595           —                  213,365           

Grants and contracts for capital expenditures 1,018,104        —                  —                  1,018,104        

Investment return on funds for plant assets 71,251             —                  —                  71,251             

Net loss on retirement of assets (113,280)          —                  —                  (113,280)          

Net assets released from restrictions

   for capital assets 2,137,669        (2,137,669)       —                  —                  

Endowment investment return, 

   in excess of appropriation 1,991,375        920,769           —                  2,912,144        

Change in net assets from non-operating activities 5,240,591        (1,078,305)       —                  4,162,286        

Change in Net Assets 6,933,355        (1,000,072)       321,472           6,254,755        

Net Assets, Beginning of Year 72,935,718       5,134,156        16,845,477       94,915,351       

Net Assets, End of Year 79,869,073$     4,134,084$       17,166,949$     101,170,106$   

Revenues, Gains and Other Support
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2014 2013

Operating Activities

1,879,725$       6,254,755$       

4,610,130        4,516,121        

(2,685,710)       (4,290,597)       

(129,081)          (114,907)          

(501,913)          (321,472)          

486,903           1,294,635        

11,490             79,455             

(499,474)          42,079             

(268,840)          (548,831)          

197,557           190,038           

(327,295)          (227,985)          

2,698,978        49,612             

(15,386)            (5,134)              

5,457,084        6,917,769        

(3,340,601)       (6,427,838)       

(6,246,658)       (6,597,876)       

5,845,389        5,981,202        

(46,731)            (2,040)              

(3,788,601)       (7,046,552)       

(2,500,000)       (2,440,000)       

(323,989)          (16,656)            

501,913           321,472           

(2,322,076)       (2,135,184)       

(653,593)          (2,263,967)       

12,692,331       14,956,298       

12,038,738$     12,692,331$     

 $      1,699,337  $      1,798,969 

 $          17,452  $          27,487 

Cash and Cash Equivalents, End of Year

Supplemental Cash Flows Information

Interest paid

Income taxes paid

Principal payments on bonds

Principal payments on notes payable

Proceeds from contributions restricted for long-term investment

Net cash used in financing activities

Decrease in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Financing Activities

Accrued expenses and other liabilities

Student deposits

Deferred revenue

Federal government advances for student loans

Net cash provided by operating activities

Investing Activities

Purchase of land, buildings and equipment

Purchase of long-term investments 

Proceeds from disposition of long-term investments 

Change in deposits with trustees

Net cash used in investing activities

Accounts payable

Change in net assets

Items not requiring (providing) operating cash flows

Depreciation and amortization

Net realized and unrealized gains on investments

Change in value of split interest agreements

Contributions received restricted for long-term investment

Changes in :

Receivables

Inventories

Prepaid expenses and other assets



Mercyhurst University 
Notes to Consolidated Financial Statements 

May 31, 2014 and 2013 
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Note 1: Nature of Operations and Summary of Significant Accounting Policies 

 Nature of Operations 

Mercyhurst University (“University”) operates as a private, not-for-profit institution in northwestern Pennsylvania. A 
majority of its students are from Pennsylvania and surrounding states.  The majority of the University’s revenues are 
derived from tuition and fees charged to students. 

Principles of Consolidation 

The consolidated financial statements include the accounts of the University and Mercyhurst College, Ireland (“MCI”).  
MCI was incorporated under the Companies Acts 1963 to 2009 of Ireland as a company limited by guarantee on March 
12, 2012.  MCI is located at Dungarvan Enterprise Centre, Dungarvan, County Waterford, Ireland.  The purpose of MCI 
is threefold:  1. to offer term-length undergraduate courses to U.S. students through its Centre for International 
Education; 2. to provide graduate training and certificate programs in analytics and competitive intelligence to students 
from the European Union through its Center for Intelligence Research Analysis and Training (“CIRAT”) Europe; and 3. 
to deliver courses, in cooperation with Irish Universities, through its Centre for International Academic Partnerships. All 
significant intercompany accounts and transactions have been eliminated in consolidation. 

Use of Estimates 

The preparation of financial statements in conformity with accounting principles generally accepted in the United States 
of America requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported 
amounts of revenues, expenses, gains, losses and other changes in net assets during the reporting period.  Actual 
results could differ from those estimates. 

Operating and Non-Operating Activities 

For the purpose of the consolidated statement of activities, the University considers its changes in unrestricted net 
assets to be operational changes, except for the University’s  interest rate swap and realized and unrealized gains and 
losses on endowment investments in excess of the University’s spending rate.  In addition, contributions, grants and 
contracts, and investment return received or earned of a capital nature, that is, to be used for facilities and equipment 
or to be invested by the University to generate a return that will support operations, are included in non-operating 
activities and classified as unrestricted, temporarily restricted, or permanently restricted net assets.  Gains and losses 
related to the sale or disposal of facilities and equipment are also recorded in this category. 

Cash and Cash Equivalents 

With the exception of certain investments held in the endowment fund, the University considers all liquid investments 
with original maturities of three months or less to be cash equivalents.  At May 31, 2014 and 2013, cash equivalents 
consisted primarily of money market accounts with brokers and certificates of deposit. 

At May 31, 2014 and 2013, the University’s cash accounts exceeded federally insured limits by approximately 
$12,810,000 and $12,453,000, respectively. 



Mercyhurst University 
Notes to Consolidated Financial Statements 

May 31, 2014 and 2013 
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Fair Value of Financial Instruments 

The University’s financial instruments which include cash, cash equivalents, receivables, investments, accounts 
payable, accrued expenses, other liabilities and debt are carried at amounts which approximate fair value. 

Investments and Investment Return 

Investments in equity securities having a readily determinable fair value and all debt securities are carried at fair value.  
Investment return includes investment income, which includes interest and dividends; realized and unrealized gains 
and losses on investments carried at fair value; and realized gains and losses on other investments. 

The University maintains pooled investment accounts for its endowments.  Investment income and realized and 
unrealized gains and losses from securities in the pooled investment accounts are allocated quarterly to the individual 
endowments based on the relationship of the fair value of the interest of each endowment to the total fair value of the 
pooled investments accounts, as adjusted for additions to or deductions from those accounts. 

Accounts Receivable 

Accounts receivable are stated at the amount of tuition, room and board and fees billed to students adjusted for the 
allowance for uncollectible accounts.  Student receivables are normally due two weeks prior to the first day of the fall 
semester, and three weeks prior to the first day of the spring semester.  The University also offers payment plans which 
allow students to make payments throughout the semester.  Accounts that are unpaid after the due date may be subject 
to a late fee.  A financial hold is placed on delinquent accounts, which bars a student from registering for any new 
classes until they make payment arrangements and bars a student from receiving transcripts or a diploma.  The 
University provides an allowance for doubtful accounts, which is based upon a review of the outstanding student 
receivables along with current and historical collection information.  

Loans Receivable 

Student loans receivable under the Federal Perkins Loan Program are reported at the outstanding principal balances, 
net of allowance for collectability.  The repayment period begins after an initial grace period of nine months after the 
student ceases to be at least a half-time student.  Interest income is recorded as monthly payments are received. 

Land, Buildings and Equipment 

Land is recorded at cost and not depreciated.  Land improvements, buildings and equipment are recorded at cost and 
depreciated on a straight-line basis over the estimated useful life of each asset.  Repairs, maintenance and minor 
replacements of existing facilities are charged to expense as incurred. 

The University capitalizes interest costs as a component of construction in progress, based on interest costs of 
borrowing specifically for the project, net of interest earned on investments acquired with the proceeds of the borrowing.  

Deferred Revenue 

Deferred revenue represents unearned student fees and advances on grants and contract awards for which the 
University has not met all of the applicable eligibility requirements. 



Mercyhurst University 
Notes to Consolidated Financial Statements 

May 31, 2014 and 2013 
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Temporarily and Permanently Restricted Net Assets 

Temporarily restricted net assets are those whose use by the University has been limited by donors to a specific time 
period or purpose.  Permanently restricted net assets have been restricted by donors to be maintained by the University 
in perpetuity.  Generally, the donors of these assets permit the University to use all or part of the income earned on 
related investments for general or specific purposes. 

Contributions 

Gifts of cash and other assets received without donor stipulations are reported as unrestricted revenue and net assets.  
Gifts received with a donor stipulation that limits their use are reported as temporarily or permanently restricted revenue 
and net assets.  When a donor 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.  Gifts and investment income that are originally restricted by the donor and for which the 
restriction is met in the same time period are recorded as temporarily restricted and then released from restriction. 
Contributions other than cash are recorded at their estimated fair value. 

Unconditional gifts expected to be collected within one year are reported at their net realizable value.  Unconditional gifts 
expected to be collected in future years are reported at the present value of estimated future cash flows.  The resulting 
discount is amortized and reported as contribution revenue using the level-yield method. 

Conditional gifts depend on the occurrence of a specified future and uncertain event to bind the potential donor and are 
recognized as assets and revenue when the conditions are substantially met and the gift becomes unconditional.  

An allowance for uncollectible contributions, which is based on management’s judgment of the risks, is provided as a 
reduction of the amount of contributions received. 

Collections 

Collections of works of art, historical treasures and similar assets are not capitalized in as much as the items are 
preserved and cared for continuously.  Contributions of collection items are not reported in the consolidated financial 
statements.  The University’s collections consist primarily of paintings, sculptures, and other works of art, books, and 
antique furniture.   

Inventory Pricing 

Inventories consist primarily of books, clothing, and other merchandise at the University’s bookstores that are stated at 
the lower of cost or market using the first-in, first-out (FIFO) method. 

Federal Government Advances for Student Loans 

The University administers federally funded loan programs for the benefit of its students.  This liability represents the 
amount that must be returned to the federal government upon termination of the program. 

Government Grants 

Support funded by grants is recognized as the University performs the contracted services or expends funds eligible for 
reimbursement under the grant agreements.  Grant activities and outlays are subject to audit and acceptance by the 
granting agency and, as a result of such audit, adjustments could be required. 



Mercyhurst University 
Notes to Consolidated Financial Statements 

May 31, 2014 and 2013 
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Auxiliary Enterprises 

Revenues and expenditures from auxiliary enterprises include the student dormitories, food service, bookstore, special 
events, and outside sales.  Certain indirect expenditures, such as depreciation and interest on indebtedness, are not 
charged to the auxiliary enterprises. 

Accreditation 

 The University is accredited by the Middle States Commission on Higher Education (MSCHE).  The University was 
reaccredited in June 2013. The University was required to submit a follow-up monitoring report on September 1, 2013 
regarding Standard 2, incorporating the use of assessment results in budgeting and planning and Standards 7 and 14, 
assessing student and institutional effectiveness.  A small team visit occurred on September 19, 2013, wherein the 
team notified the University that, in its opinion, the University was not in compliance with standards 2, 7, and 14. At its 
November 2013 meeting, MSCHE  warned the University that it has not, as yet, provided sufficient evidence that it is in 
compliance with Standards 2, 7, and 14.  The University remains accredited while on warning.  MSCHE requested a 
monitoring report, which was submitted September 1, 2014, documenting evidence that the institution has achieved 
and can sustain ongoing compliance with Standards 2, 7, and 14.  A small team visit occurred on September 21-23, 
2014.  The visiting team found the University to be in compliance with Standards 2, 7, and 14.  The visiting team also 
indicated that their report to the Middle States Commission will include multiple commendations across the three 
standards.  The full Middle States Commission will meet in late November 2014 to review the visiting team’s report and 
their recommendation to remove the University from warning status.  University management is confident that the Middle 
States Commission will agree with the visiting team’s recommendation.  

Income Taxes 

The University is exempt from income taxes under Section 501(a) of the Internal Revenue Code (the Code) as an 
organization described under Section 501(c) of the Code, as well as a similar provision of state law.  However, the 
University is subject to federal income tax on any unrelated business income. 

The University files tax returns in the U.S. Federal jurisdiction.  With a few exceptions, the University is no longer subject 
to U.S. Federal examinations by tax authorities for years before 2010. 

Self-Insurance 

The University has elected to self-insure certain costs related to employee health and accident benefit programs.  Costs 
resulting from noninsured losses are charged to income when incurred.  The University has purchased insurance that 
limits its exposure for individual claims over $125,000, and that limits its aggregate exposure to approximately 
$3,730,000. 

Financial Statement Reclassifications 

Certain reclassifications have been made to the 2013 consolidated financial statements to conform to the 2014 
consolidated financial statement presentation. These reclassifications had no effect on the change in net assets. 



Mercyhurst University 
Notes to Consolidated Financial Statements 

May 31, 2014 and 2013 
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Note 2:  Contributions Receivable and Conditional Gifts 

Contributions receivable at May 31 consisted of the following: 

2014
Unrestricted

 Temporarily

Restricted 

 Permanently

Restricted Total

Due in:

One year 227,143$         93,962$           310,189$         631,294$         

One to five years 179,113           101,604           648,507           929,224           

More than five years —                  —                  —                  —                  

406,256           195,566           958,696           1,560,518        

Less:

Allowance for uncollectible contributions 26,033             12,532             61,435             100,000           

Unamortized discount 54,913             28,245             153,330           236,488           

325,310$         154,789$         743,931$         1,224,030$       

2013
Unrestricted

 Temporarily

Restricted 

 Permanently

Restricted Total

Due in:

One year 116,174$         49,492$           360,083$         525,749$         

One to five years 404,995           210,388           924,117           1,539,500        

More than five years —                  13,604             4,750               18,354             

521,169           273,484           1,288,950        2,083,603        

Less:

Allowance for uncollectible contributions 25,013             13,126             61,861             100,000           

Unamortized discount 86,714             53,465             231,893           372,072           

409,442$         206,893$         995,196$         1,611,531$       

 

The discount rate used was 6% for 2014 and 2013. 

The University has been named in will commitments totaling $2,830,400 at May 31, 2014 and 2013, respectively, which are 
not reflected in the consolidated financial statements, as they are considered conditional promises to give.  

 

Note 3: Beneficial Interest in Charitable Remainder Trust 

The University is the beneficiary under a charitable remainder trust for which it is not the trustee.  The University’s beneficial 
interest in this trust is recorded at fair value, measured by the present value of the estimated expected future benefits to be 
received when the trust assets are distributed.  At May 31, 2014 and 2013, the University’s beneficial interest in the 
remainder trust administered by an outside party is $820,484 and $691,403, respectively. 
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Notes to Consolidated Financial Statements 
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Note 4:  Long-Term Investments and Investment Return 

Investments, including deposits with trustees, at May 31, consisted of the following: 

2014 2013

Money market mutual funds 1,763,806$       1,651,716$       

Equity securities 2,084,483        1,798,226        

U.S. Treasury securities 1,480,615        1,478,820        

Equity mutual funds:

Index funds 7,111,325        5,835,041        

Growth funds 4,778               4,100               

Value funds 3,224,235        2,592,394        

Blended funds 4,240,427        3,537,842        

International funds 5,409,952        4,720,948        

Fixed income mutual funds:

Aggregate bond intermediate 1,206,233        2,976,810        

Aggregate bond 1,679,530        1,563,988        

Bank loans 1,405,562        1,349,705        

Foreign government bond 1,480,762        1,419,469        

Real estate 1,575,651        1,471,139        

Hedge fund-of-funds 2,960,862        2,094,313        

Other 422,168           422,168           

36,050,389$     32,916,679$     

Total investment return is comprised of the following:

Interest and dividend income 1,034,881$       712,995$         

Net realized and unrealized gains and losses 2,685,710        4,290,597        

3,720,591$       5,003,592$       

Total investment return is reflected in the statements of activities as follows:

Operating income 1,307,822$       2,020,197$       

Nonoperating income 2,412,769        2,983,395        

3,720,591$       5,003,592$       

 



Mercyhurst University 
Notes to Consolidated Financial Statements 

May 31, 2014 and 2013 

 

 

13 

Alternative Investments 

The fair value of the Hedge fund-of-funds has been estimated using the net asset value per share of the investments.  
Alternative investments held at May 31, 2014 and 2013 consist of the following: 

 
 

2014
 Fair

Value 

 Unfunded

Commitments 

 Redemption

Frequency 

PA Stable Value - Fund (A) 2,857,335$    —$             
 Semi-

Annual 

Common Sense -   Fund (B) 103,527$      —$             Quarterly

2013  Fair

Value 

 Unfunded

Commitments 

 Redemption

Frequency 

PA Stable Value - Fund (A) 1,000,793$    —$             
 Semi-

Annual 

Common Sense -   Fund (B) 1,093,520$    —$             Quarterly

Redemption notice period - Redemption on June 30 and 

December 31 with 95 days written notice.

Redemption notice period - Redemption of up to 25% of 

account on the last day of each calendar quarter of all or any 

portion as of December 31 with 100 days written notice.

Redemption notice period - Redemption on June 30 and 

December 31 with 95 days written notice.

Redemption notice period - Redemption of up to 25% of 

account on the last day of each calendar quarter of all or any 

portion as of December 31 with 100 days written notice.

 

(A) This category includes an investment in a hedge fund that pursues multiple strategies to diversify risks and reduce 
volatility.  The fund’s composite portfolio includes investments in U.S. common stocks, global real estate projects, 
arbitrage investments, fixed income and other related strategies.   

(B) This category includes an investment in a hedge fund that takes both long and short positions, primarily in U.S. 
common stocks.  Management of the funds has the ability to shift investments among differing investment 
strategies.  The University is in the process of liquidating its investment in this fund. 
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Note 5:  Endowment 

The University’s endowment consists of 175 individual funds established for a variety of purposes.  The endowment includes 
both donor-restricted endowment funds and funds designated by the Board of Trustees to function as endowments (board-
designated endowment funds).  As required by accounting principles generally accepted in the United States of America 
(GAAP), net assets associated with endowment funds, including board-designated endowment funds, are classified and 
reported based on the existence or absence of donor-imposed restrictions. The minimum protected endowment of $500,000 
as required by the University’s Articles of Incorporation is included in Board-designated endowment funds. 

The composition of net assets by type of endowment fund for the years ended at May 31, 2014 and 2013 consisted of the 
following: 

2014
Unrestricted

 Temporarily

Restricted 

 Permanently

Restricted Total

Donor restricted endowment funds (613,868)$        3,671,872$       17,668,862$     20,726,866$     

Board designated endowment funds 10,280,899       —                  —                  10,280,899       

Total endowment funds 9,667,031$       3,671,872$       17,668,862$     31,007,765$     

2013
Unrestricted

 Temporarily

Restricted 

 Permanently

Restricted Total

Donor restricted endowment funds (1,389,080)$      2,899,234$       17,166,949$     18,677,103$     

Board designated endowment funds 9,577,547        —                  —                  9,577,547        

Total endowment funds 8,188,467$       2,899,234$       17,166,949$     28,254,650$     

 

The changes in endowment net assets for the years ended at May 31, 2014 and 2013 consisted of the following: 

 

2014
Unrestricted

 Temporarily

Restricted 

 Permanently

Restricted Total

Endowment net assets, beginning of year 8,188,467$       2,899,234$       17,166,949$     28,254,650$     

Investment return:

Investment income 236,757           637,954           —                  874,711           

Net appreciation 1,375,229        840,906           —                  2,216,135        

Total investment return/(loss) 1,611,986        1,478,860        —                  3,090,846        

Contributions —                  17,327             501,913           519,240           

Appropriation of endowment assets for expenditure (13,046)            (719,204)          —                  (732,250)          

Other changes —

Change in value of split interest agreement —                  129,081           —                  129,081           

Net asset transfers (120,376)          (133,426)          —                  (253,802)          

Endowment net assets, end of year 9,667,031$       3,671,872$       17,668,862$     31,007,765$     
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2013
Unrestricted

 Temporarily

Restricted 

 Permanently

Restricted Total

Endowment net assets, beginning of year 6,310,527$       1,859,605$       16,845,477$     25,015,609$     

Investment return: —                  

Investment income 203,795           493,640           —                  697,435           

Net appreciation 1,797,807        1,380,426        —                  3,178,233        

Total investment return/(loss) 2,001,602        1,874,066        —                  3,875,668        

Contributions —                  200                 321,472           321,672           

Appropriation of endowment assets for expenditure (10,227)            (953,297)          —                  (963,524)          

Other changes —

Change in value of split interest agreement —                  115,425           —                  115,425           

Net asset transfers (113,435)          3,235               —                  (110,200)          

Endowment net assets, end of year 8,188,467$       2,899,234$       17,166,949$     28,254,650$     

 
 
Amounts of donor-restricted endowment funds classified as permanently and temporarily restricted net assets at May 31, 
2014 and 2013 consisted of: 

2014 2013

17,668,862$     17,166,949$     

With purpose restrictions 2,459,184$       2,051,707$       

Without purpose restrictions 1,212,688        847,527           

3,671,872$       2,899,234$       

Permanently restricted net assets – portion of perpetual endowment funds 

   required to be retained permanently by explicit donor stipulation 

Temporarily restricted net assets – portion of perpetual endowment funds 

   subject to a time restriction

 
 

From time to time, the fair value of assets associated with individual donor-restricted endowment funds may fall below the 
level the University is required to retain as a fund of perpetual duration pursuant to donor stipulation.  In accordance with 
GAAP, deficiencies of this nature are reported in unrestricted net assets and aggregated $613,868 and $1,389,080 at May 
31, 2014 and 2013, respectively.  These deficiencies resulted from unfavorable market fluctuations, and continued 
appropriation for certain purposes that was deemed prudent by the Board of Trustees. 

The University has adopted investment and spending policies for endowment assets that attempt to provide a predictable 
stream of funding to student scholarships and other programs supported by its endowment while seeking to maintain the 
purchasing power of the endowment.  Endowment assets include those assets of donor-restricted endowment funds the 
University must hold in perpetuity or for donor-specified periods, as well as those of board-designated endowment funds.  
Under the University’s policies, endowment assets are invested in a manner that is intended to produce results that exceed 
inflation while assuming a moderate level of investment risk.  The University expects its endowment funds to provide an 
average rate of return of approximately CPI plus 2% annually over time.  Actual returns in any given year may vary from 
this amount.  
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To satisfy its long-term rate of return objectives, the University relies on a total return strategy in which investment returns 
are achieved through both current yield (investment income such as dividends and interest) and capital appreciation (both 
realized and unrealized).  The University targets a diversified asset allocation that places a greater emphasis on equity-
based investments to achieve its long-term return objectives within prudent risk constraints. 

The University has a policy (the spending policy) of appropriating for expenditure each year 4.5% of invested endowment 
assets using a rolling quarter average market value calculation through March 31st of the year preceding the year in which 
expenditure is planned.  For the years ending May 31, 2014 and 2013, the calculation was based on a rolling 20 quarter 
average market value.  In order to fund the costs of the University’s current capital campaign, the University amended the 
spending policy in November of 2009 to permit an additional 1.5% of invested endowment assets based on a rolling quarter 
average market value, as noted above, over each of the next 10 years subject to the annual amount shall not exceed one 
third of the funds raised for the endowment in cash and pledges during the previous twelve months.  In establishing this 
policy, the University considered the long-term expected return on its endowment.  Accordingly, over the long term, the 
University expects the current spending policy to allow its endowment to grow at an average of CPI plus 2% annually.  This 
is consistent with the University’s objective to maintain the purchasing power of endowment assets held in perpetuity or for 
a specified term, as well as to provide additional real growth through new gifts and investment return. 

 

Note 6:  Land, Buildings, and Equipment 

Land, buildings, and equipment at May 31, 2014 and 2013 consist of: 

2014 2013

Land 3,934,567$       3,934,567$       

Land improvements 10,588,559       10,412,954       

Buildings and improvements 119,363,478     116,803,957     

Furnishings and equipment 25,574,050       25,008,009       

Library books 4,841,572        4,823,410        

Construction-in-progress 152,054           158,852           

164,454,280     161,141,749     

Less: accumulated depreciation 67,077,926       62,544,717       

97,376,354$     98,597,032$     

 
Note 7:  Disclosures about the Fair Value of Assets and Liabilities 

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.  Fair value measurements must maximize the use of observable inputs and 
minimize the use of unobservable inputs.  There is a hierarchy of three levels of inputs that may be used to measure fair 
value: 

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

Level 2 – Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted 
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market 
data for substantially the full term of the assets or liabilities. 

Level 3 – Unobservable inputs supported by little or no market activity and are significant to the fair value of the assets 
or liabilities 
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Recurring Measurements 

The following table presents the fair value measurements of assets and liabilities recognized in the accompanying 
statements of financial position measured at fair value on a recurring basis and the level within the fair value hierarchy in 
which the fair value measurements fall at May 31, 2014 and 2013: 

 

2014

 Level 1  Level 2  Level 3 

Money market mutual funds 12,591,446$     12,591,446$     —$                —$                

Beneficial interest in charitable remainder trust 820,484           —                  820,484           —                  

Equity securities 2,084,483        2,084,483        —                  —                  

U.S. Treasury securities 1,480,615        1,480,615        —                  —                  

Equity mutual funds:

Index 7,111,325        7,111,325        —                  —                  

Growth 4,778               4,778               —                  —                  

Value 3,224,235        3,224,235        —                  —                  

Blended 4,240,427        4,240,427        —                  —                  

International 5,409,952        5,409,952        —                  —                  

Fixed income mutual funds: —                  —                  

Aggregate bond intermediate 1,206,233        1,206,233        —                  —                  

Aggregate bond 1,679,530        1,679,530        —                  —                  

Bank loans 1,405,562        1,405,562        —                  —                  

Foreign government bond 1,480,762        1,480,762        —                  —                  

Real estate 1,575,651        1,575,651        —                  —                  

Hedge fund-of-funds 2,960,862        —                  2,960,862        —                  

Other investments 422,168           —                  422,168           —                  

47,698,513$     43,494,999$     4,203,514$       —$                

Fair Value Measurements Using Fair

Value 
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2013

 Level 1  Level 2  Level 3 

Money market mutual funds 12,472,663$     12,472,663$     —$                —$                

Beneficial interest in charitable remainder trust 691,403           —                  691,403           —                  

Equity securities 1,798,226        1,798,226        —                  —                  

U.S. Treasury securities 1,478,820        1,478,820        —                  —                  

Equity mutual funds:

Index 5,835,041        5,835,041        —                  —                  

Growth 4,100               4,100               —                  —                  

Value 2,592,394        2,592,394        —                  —                  

Blended 3,537,842        3,537,842        —                  —                  

International 4,720,948        4,720,948        —                  —                  

Fixed income mutual funds: —                  —                  

Aggregate bond intermediate 2,976,810        2,976,810        —                  —                  

Aggregate bond 1,563,988        1,563,988        —                  —                  

Bank loans 1,349,705        1,349,705        —                  —                  

Foreign government bond 1,419,469        1,419,469        —                  —                  

Real estate 1,471,139        1,471,139        —                  —                  

Hedge fund-of-funds 2,094,313        —                  2,094,313        —                  

Other investments 422,168           —                  422,168           —                  

44,429,029$     41,221,145$     3,207,884$       —$                

Fair Value Measurements Using Fair

Value 

 

The following is a description of the valuation methodologies and inputs used for assets and liabilities measured at fair value 
on a recurring basis and recognized in the accompanying statements of financial position, as well as the general 
classification of such assets and liabilities pursuant to the valuation hierarchy: 



Mercyhurst University 
Notes to Consolidated Financial Statements 

May 31, 2014 and 2013 

 

 

19 

Investments 

Where quoted market prices are available in an active market, securities are classified within Level 1 of the valuation 
hierarchy.  If quoted market prices are not available, then fair values are estimated by using quoted prices of securities 
with similar characteristics or independent asset pricing services and pricing models, the inputs of which are market-
based or independently sourced market parameters, including, but not limited to, yield curves, interest rates, volatilities, 
prepayments, defaults, cumulative loss projections and cash flows.  Such securities are classified in Level 2 of the 
valuation hierarchy.  In certain cases where Level 1 or Level 2 inputs are not available, securities are classified within 
Level 3 of the hierarchy.   

The value of certain investments, classified as alternative investments, is determined using net asset value (or its 
equivalent) as a practical expedient.  Investments for which the University expects to have the ability to redeem its 
investments with the investee within 12 months after the reporting date are categorized as Level 2.  Investments for 
which the University does not expect to be able to redeem its investments with the investee within 12 months after the 
reporting date are categorized as Level 3.  The University has no level 3 investments.  

Interest Rate Swap Agreement 

The fair value is estimated using forward-looking interest rate curves and discounted cash flows that are observable or 
can be corroborated by observable market data and, therefore, are classified within Level 2 of the valuation hierarchy. 

Beneficial Interest in Charitable Remainder Trusts 

Fair value is estimated at the present value of the future distributions expected to be received over the term of the 
agreement.  Due to the nature of the valuation inputs, the interest is classified within Level 2 of the hierarchy. 

 

Note 8:  Accrued Expenses and Other Liabilities 

Accrued expenses and other liabilities at May 31, 2014 and 2013 consist of: 

2014 2013

Accrued payroll 3,137,809$       2,946,701$       

Accrued payroll taxes and withholdings 585,101           588,851           

Accrued vacation 772,801           741,979           

Other accrued expenses 106,108           107,024           

4,601,819$       4,384,555$       
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Note 9:  Long-term Debt 

Long-term debt at May 31, 2014 and 2013 consists of the following: 

2014 2013

899,921$         1,204,364$       

90,169             109,715           

990,090           1,314,079        

8,000,000        8,800,000        

7,565,000        8,830,000        

20,710,000       21,145,000       

36,275,000       38,775,000       

37,265,090$     40,089,079$     

Capital lease obligation includes a ten year lease covering washer and dryer 

equipment used in the University’s dormitories and housing facilities. The lease 

expires in the year 2017

Capital lease obligation

Bank note

Tax-exempt Qualified Revenue Note, Series of 2011, maturing at varying amounts 

through 2019, with interest at 1.734% at May 31, 2014 and at variable rates 

thereafter that are based upon 65% of LIBOR on each reset date, plus 1.25%

Bonds payable

Notes payable

Lines of credit

Total notes payable and capital lease obligation

University Revenue Refunding Bonds Series A and B of 2004, maturing at varying 

amounts through 2023, with interest rates ranging from 4.801% to 5.00%

University Revenue Bonds of 2008, maturing at varying amounts through 2038, 

with interest rates ranging from 4.40% to 5.50%

Total bonds and bank note payable

Total long-term debt

 

The University currently has two line of credit arrangements with two local banks that provide the University up to a total of 
$2,700,000 for physical plant improvement projects and working capital.  The first agreement is for capital expenditures and 
expires on May 31, 2016.  The original amount of the note was $1,000,000, and was amended to $1,700,000 on March 10, 
2005.  The note accrues interest on outstanding borrowings at a rate equal to the (i) bank’s prime lending rate minus .5%, 
or (ii) a LIBOR–Rate plus 1.50% for the applicable LIBOR-Rate Interest Period.  Borrowings are secured by the gross 
revenues of the University, on parity with the Borrower’s bondholders.  On March 23, 2006, the University entered into a 
one year $1,000,000 revolving line of credit for short term working capital with a bank to replace a line of credit with another 
bank which expired March 1, 2006.  Borrowings on the line are unsecured and are a general obligation of the University.  
The line of credit expires on May 31, 2016.  The note accrues interest on outstanding borrowings at a rate equal to the 
LIBOR-flex rate plus 1.25%.  A commitment fee of 0.125% is assessed on any unused portion of the line of credit.  At May 
31, 2014 and 2013 the balances outstanding under the lines of credit were $899,921 and $1,204,364 respectively.
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On October 1, 2004, the University issued $13,225,000 University Revenue Refunding Bonds, Series A of 2004 and 
$5,140,000 University Revenue Refunding Bonds, Series B of 2004 (collectively, the 2004 Bonds) through the City of Erie 
Higher Education Building Authority (the Authority).  The 2004 Bond proceeds were used to finance a project consisting of 
(a) current refunding of all 1993 Bonds; and (b) the financing of the costs relating to the issuance of the 2004 Bonds.  The 
1993 Bond proceeds were used to finance a project consisting of (a) advance refunding of all outstanding debt under 
previously issued Bonds; (b) the construction of on-campus apartment buildings, townhouses and a parking deck; (c) the 
purchase of certain land and buildings on which the University is situated; (d) a portion of the costs associated with the 
construction of a concert hall; (e) the funding of a debt service reserve fund; and (f) the financing of the costs relating to the 
issuance of the 1993 Bonds.  

On June 1, 2008, the University issued $21,970,000 University Revenue Bonds through the Authority.  The 2008 Bond 
proceeds were used to finance a project consisting of (a) current refunding of all 1997 Bonds, (b) the financing of the 
construction of a four-story, approximately 100,000 square foot 320-bed residence hall on the University’s Erie campus, (c) 
the financing of the construction of a two-story, approximately 22,000 square foot 75-bed residence hall on the University’s 
North East campus, (d) the funding of a debt service reserve fund; and (e) the financing of the costs relating to the issuance 
of the 2008 Bonds.  The 1997 Bond proceeds were used to finance a project consisting of (a) the acquisition of apartment 
buildings for student housing; (b) the completion and automation of the University’s library; (c) the renovation of McAuley 
Hall; (d) the construction of additional University facilities; (e) the funding of a debt service reserve fund; and (f) the financing 
of all or a portion of the costs relating to the issuance of the 1997 Bonds.   

As part of the 1993, 1997, 2004, and 2008 Bond issues, the Authority entered into a Sublease and Security Agreement, a 
Supplemental Sublease and Security Agreement, a Second Supplemental Sublease and Security Agreement, and a Third 
Supplemental Sublease and Security Agreement (the Agreements) with the University.  Pursuant to the Agreements, the 
University is charged with operating and maintaining the related construction projects and making installment payments 
from its gross revenues in amounts sufficient to meet debt service requirements of the 2004 and 2008 Bonds. 

The 2004 and 2008 Bonds are secured by all gross revenues of the University, subject to certain permitted encumbrances, 
and all existing and future equipment and fixtures of the University. 

On December 15, 2011, the University retired the 1999, 2001, and 2003 Variable Rate Bond Issues and issued a Tax-
Exempt Revenue Note, Series of 2011 through the Authority with a local bank for the remaining outstanding principal of the 
three Variable Rate Bond Issues of $9,600,000.  The three Variable Rate Bond Issues funded various construction projects 
on the Erie and North East campuses as well as certain costs of issuing the bonds. The bank simultaneously issued the put 
option set forth in the note, thereby establishing the maturity date of the note at November 1, 2018.  The University may 
request an extension of the maturity date through a written request to the bank no more than one year prior to the maturity 
date.  Within ninety (90) days following receipt of such request, the bank shall provide the University with a written notice of 
its determination whether or not to extend the maturity date.  

The University is subject to certain financial and reporting covenants under the 2004 and 2008 Bond Issues, the 2011 Tax-
Exempt Revenue Note, and a line of credit with a local bank.  Subsequent to May 31, 2014, the University determined that 
the covenants under the 2008 Bond Issue were not correctly defined, and therefore, were not calculated correctly.  The 
University worked with bond counsel to document the correct definition for the covenant calculations for the 2008 Bond 
Issue.  Also, the University determined that the definition for the debt coverage covenant for the line of credit with the same 
bank that issued the 2011 Tax-Exempt Revenue Note were not the same.  The bank amended the definition of the debt 
coverage covenant in the line of credit to agree with the definition of the debt coverage covenant in the 2011 Tax-Exempt 
Revenue Note.  At May 31, 2014, the University is in compliance with these covenants. 
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The mandatory redemption and sinking fund requirements to redeem or otherwise retire principal amounts of the 2004 and 
2008 Bonds and the 2011 Tax-Exempt Revenue Note are as follows: 

 2004 Series A Bonds – Ranging from $1,060,000 in 2015 to $1,150,000 in 2017, $660,000 in 2018, $695,000 in 

2019, and $80,000 in 2020 at maturity. 

 2004 Series B Bonds – Ranging from $270,000 in 2015 to $345,000 in 2020, $315,000 in 2021, $330,000 in 2022, 

and $340,000 in 2023 at maturity. 

 2008 Bonds – Ranging from $455,000 in 2015 to $1,480,000 in 2038 at maturity. 

 2011 Tax-Exempt Revenue Note – Ranging from $800,000 in 2015 to $4,500,000 in 2019 at maturity. 

 

Aggregate annual maturities and sinking fund requirements of long-term debt (excluding capital leases) and payments on 
capital lease obligations at May 31, 2014: 

Long-Term 

Debt

Capital

Lease

Obligations

2,585,000$       35,820$           

3,659,921        35,820             

2,845,000        35,820             

2,395,000        8,955               

6,075,000        —                  

19,615,000       —                  

37,174,921$     116,415           

26,246             

90,169$           

Less: amount representing interest payments

2017..............................................................................................................

2018..............................................................................................................

2019..............................................................................................................

Thereafter......................................................................................................

2016..............................................................................................................

2015..............................................................................................................

 

Note 10:  Derivative Financial Instruments 

As a strategy to maintain acceptable levels of exposure to the risk of changes in future cash flows due to interest rate 
fluctuations, the University entered into an interest rate swap agreement for a portion of its floating rate debt.  The agreement 
provides for the University to receive interest from the counterparty at 67% of LIBOR and to pay interest to the counterparty 
at a fixed rate of 3.82% on a notional amount of $4,000,000 at May 31, 2012.  Under the agreement, the University pays or 
receives the net interest amount monthly, with the monthly settlements included in interest expense.  The agreement is 
recorded at its fair value with subsequent changes in fair value included in expenses and other deductions.  The swap 
agreement matured November 1, 2012 and was not renewed.  
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Note 11:  Operating Leases  

The University has various operating lease agreements primarily involving facilities, office equipment and vehicles.  These 
leases are non-cancellable and expire on various dates through the year 2018. 

Total rental expense for 2014 and 2013 was $3,044,267 and $3,181,422, respectively.

Future minimum lease payments at May 31, 2014 were:

1,519,544$       

887,941           

366,795           

20,550             

2,794,830$       

2015........................................................................................................................................

2016........................................................................................................................................

2017........................................................................................................................................

2018........................................................................................................................................

Note 12:  Trusts Payable 

The University administers a charitable remainder trust.  A charitable remainder trust provides for the payment of 
distributions to the grantor or other designated beneficiaries over the trust’s term (usually the designated beneficiary’s 
lifetime).  At the end of the trust’s term, the remaining assets are available for the University’s use.  The portion of the trust 
attributable to the future interest of the University is recorded in the consolidated statement of activities as temporarily 
restricted contributions in the period the trust is established.  Assets held in the charitable remainder trusts are recorded at 
fair market value in the University’s consolidated statement of financial position.  On an annual basis, the University revalues 
the liability to make distributions to the designated beneficiaries based on actuarial assumptions.  The present value of the 
estimated future payments is calculated using discount rates available at the date of the trust’s inception which was 7.0% 
and applicable mortality tables. 

 

Note 13:  Pension Plan 

Retirement benefits are provided for University employees through the Teachers Insurance and Annuity Association 
University Retirement Equities Fund (TIAA-CREF) a national organization used to fund pension benefits for educational 
institutions.  Under the arrangement, the University and plan participants make monthly contributions to TIAA-CREF to fund 
retirement benefits through a defined contribution plan.  The plan covers a majority of all eligible employees.  The 
University’s share of the cost of these benefits for the year ended May 31, 2014 and 2013 was $1,498,438 and $1,453,687. 

 

Note 14:  Contingencies and Commitments 

The University is subject to claims and lawsuits that can arise primarily in the ordinary course of its activities.  It is the opinion 
of management that the disposition or ultimate resolution of such claims and lawsuits, if they were to occur, will not have a 
material adverse effect on the consolidated financial position, change in net assets and cash flows of the University. 
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Note 15:  Net Assets 

Net assets are classified based on the existence or absence of donor-imposed restrictions. 

 

Temporarily Restricted Net Assets 

Temporarily restricted net assets at May 31 are available for the following purposes or future periods: 

2014 2013

Institutional support 2,072,291$       1,600,816$       

Instruction 1,586,348        1,377,711        

Academic support 81,405             108,589           

Scholarships 710,244           578,157           

Plant operations 418,355           437,145           

Public service 43,696             31,666             

4,912,339$       4,134,084$       

 

Permanently Restricted Net Assets 

Permanently restricted net assets at May 31 are restricted to investments in perpetuity, the income from which is 
expendable to support: 

2014 2013

Institutional support 3,988,076$       3,730,117$       

Instruction 2,388,306        2,315,368        

Scholarships 11,122,271       10,951,255       

Student services 108,000           108,000           

Public service 62,209             62,209             

17,668,862$     17,166,949$     
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Net Assets Released from Restrictions 

Net assets were released from donor restrictions by incurring expenses satisfying the restricted purposes or by occurrence 
of other events specified by donors. 

2014 2013

Instruction 45,707$           53,762$           

Academic support 66,120             22,192             

Student services 15,811             134,693           

Institutional support 214,406           77,022             

Operation and maintenance of plant 18,913             49,351             

Scholarships 801,206           1,081,300        

1,162,163        1,418,320        

Plant fund expenditures (non-operating) 202,109           2,137,669        

1,364,272$       3,555,989$       

 

Note 16:  Functional Expenses 

The University’s expenses on a functional basis, allocating interest to the appropriate functions and identifying fundraising, 
are as follows: 

2014 2013

Instruction 38,474,382$     37,722,435$     

Public service 227,321           266,670           

Academic support 4,157,323        3,669,160        

Student services 15,452,166       15,159,760       

Institutional support 13,207,509       13,435,112       

Fund raising 951,153           1,023,257        

Auxiliary enterprises 14,282,515       14,657,239       

86,752,369$     85,933,633$     
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Note 17:  Expense Summary 

Expenses classified by natural classification are summarized as follows: 

2014 2013

Salaries and wages 33,791,186$     33,643,009$     

Fringe benefits 10,348,479       10,312,138       

Contract services 11,097,437       10,584,695       

Cost of sales for auxiliary enterprises 6,668,366        6,989,348        

Depreciation and amortization 4,610,130        4,516,121        

Rents and leases 3,054,812        3,181,442        

Utilities 2,301,802        2,242,460        

Travel, recruiting and athletic game expenses 2,268,645        2,182,108        

Interest on indebtedness 1,681,725        1,849,563        

Supplies, copying, printing and postage 1,742,224        1,835,717        

Non-capital equipment 1,551,546        1,195,336        

Repairs and maintenance 994,411           1,067,035        

Periodicals and software 1,131,253        924,887           

Insurance 727,665           817,343           

Meetings and events 718,827           772,916           

Advertising 725,842           569,877           

Conferences and seminars 479,899           502,771           

Bad debts 353,174           261,458           

Other 2,504,946        2,485,409        

86,752,369$     85,933,633$     

 
Note 18:  Subsequent Events 

Subsequent events have been evaluated through the date of the Independent Auditor’s Report, which is the date the 
consolidated financial statements were issued. 
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Federal Agency/Pass-Through Entity/Cluster/Program

CFDA

Number

Grant or

Identifying No. Amount

Student Financial Aid Cluster

Department of Education

Federal Work Study Program 84.033 554,391$         

Federal Pell Grant Program 84.063 6,329,344        

Federal Supplemental Education Opportunity Grants 84.007 187,365           

Federal Perkins Loan Program 84.038 2,755,330        

Federal Direct Student Loans 84.268 28,317,310       

Total Student Financial Aid Cluster 38,143,740       

Department of Education

Pass-through from Pennsylvania Department of Education

Career and Technical Education 84.048 23-600-3115 186,481           

Twenty-first Century Community Learning Centers 84.287 4100058697 458,701           

Total Pennsylvania Department of Education 645,182           

Total Department of Education 38,788,922       

Research and Development Cluster

Department of Commerce

Ocean Exploration 11.011 NA11OAR0110051 2,703               

Sea Grant Support 11.417 NA11OAR4170061 34,574             

Total Department of Commerce 37,277             

Department of Defense

Collaborative Research and Development 12.114 1,287               

Total Department of Defense 1,287               

Department of the Interior

Cultural Resources Management 15.511 29,934             

George Mason University 15.000 9,968               

Boeing Sirius 15.000 69,089             

Total Department of the Interior 108,991           

Department of Justice

Project Safe Neighborhoods 16.609 37,009             

Byrne Criminal Justice Innovation Grant 16.817 39,032             

Total Department of Justice 76,041             
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Federal Agency/Pass-Through Entity/Cluster/Program

CFDA

Number

Grant or

Identifying No. Amount

Department of State

Antiterrorism Assistance - Domestic Training Programs 19.030 S-LMQM-13-CA-1090 180,410           

Total Department of State 180,410           

National Aeronautics and Space Administration

Planetary Science 43.001 11-PMDAP11-0024 16,635             

Total National Aeronautics and Space Administration 16,635             

National Science Foundation

Geosciences 47.050 14,273             

Total National Science Foundation 14,273             

Department of Energy

Office of Scientific and Technical Information 81.064 4000129566 1,994               

Total Department of Energy 1,994               

Total Research And Development Cluster 436,908           

T.A.N.F. Cluster

Department of Health and Human Services

Temporary Assistance for Needy Families 93.558 3,311               

Total Department of Health and Human Services 3,311               

Total T.A.N.F. Cluster 3,311               

All Other Federal Awards

Department of Agriculture

Child and Adult Care Food Program 10.558 43,617             

Summer Food Service Program for Children 10.559 5,231               

Total Department of Agriculture 48,848             

Department of Labor

Trade Adjustment Assistance 17.245 23-600-3107 25,514             

H-1B Job Training Grants 17.268 251293830 14,245             

Total Department of Labor 39,759             

Executive Office of the President

Office of National Drug Control Policy

High Intensity Drug Trafficking Areas Program 95.001 G090WB0004A 5,341,241        

Total Executive Office of the President 5,341,241        

Total Federal Assistance 44,658,989$     

20130038-MHU

20140012-MHU

Pass-through from Pennsylvania Department of Labor & Industry
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Notes to Schedule 

1. This schedule includes the federal awards activity of Mercyhurst University and is presented on the accrual basis of 
accounting.  The information in this schedule is presented in accordance with the requirements of OMB Circular A-133, 
Audits of States, Local Governments, and Non-Profit Organizations.  Therefore, some amounts presented in this 
schedule may differ from amounts presented in, or used in the preparation of, the basic financial statements. 

2. Mercyhurst University provided $42,907 in federal awards to Penn State Behrend, a subrecipient, to the Department of 
Education, Twenty-first Century Community Learning Centers grant. 

3. During 2014, the University distributed $292,094 in Perkins Loans.  Perkins Loans outstanding at May 31, 2014, 
including the portion distributed from University funds, totaled $2,404,705. 

4. The Federal Direct Lending Program consists of subsidized and unsubsidized Federal Loans (for students) and Federal 
PLUS Loans (for parents and graduate students).  Federal statute requires that proceeds from Federal Direct Lending 
Loans (subsidized, unsubsidized, and PLUS) be disbursed to the University to be directly applied to students’ accounts.  
New loans processed for students during the year ended May 31, 2014 were as follows: 

Federal Direct Lending Programs :

9,693,658$       

13,513,841       

5,109,811        

28,317,310$     

Subsidized...........................................................................................................................

Unsubsidized........................................................................................................................

PLUS...................................................................................................................................
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Report on Internal Control Over  
Financial Reporting and on Compliance and Other Matters Based  
on an Audit of the Financial Statements Performed in Accordance  

with Government Auditing Standards 
 

Independent Auditor's Report 
 

Board of Trustees 
Mercyhurst University 
Erie, Pennsylvania 
 
 
We have audited, 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, the consolidated financial 
statements of Mercyhurst University, which comprise the consolidated statement of financial 
position as of May 31, 2014, and the related consolidated statements of activities and cash 
flows for the year then ended, and the related notes to the consolidated financial statements, 
and have issued our report thereon dated October 10, 2014. 
 
Internal Control Over Financial Reporting 
 
Management of the University is responsible for establishing and maintaining effective internal 
control over financial reporting (internal control).  In planning and performing our audit, we 
considered the University’s internal control to determine the audit procedures that are 
appropriate in the circumstances for the purpose of expressing our opinion on the consolidated 
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the 
University’s internal control.  Accordingly, we do not express an opinion on the effectiveness of 
the University’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 University’s consolidated 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 would not necessarily identify all deficiencies in internal control that might be 
material weaknesses or significant deficiencies.  Given these limitations, during our audit we did 
not identify any deficiencies in internal control that we consider to be material weaknesses as 
defined above.  However, material weaknesses may exist that have not been identified.  We 
identified certain deficiencies in internal control described in the accompanying schedule of 
findings and questioned costs as items 14-001 and 14-002 that we consider to be significant 
deficiencies in internal control. 
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the University’s consolidated financial 
statements are free of 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. 
 
Mercyhurst University's Response to Findings 
 
The University's response to the findings identified in our audit are described in the 
accompanying schedule of findings and questioned costs.  The University's response was not 
subjected to the auditing procedures applied in the audit of the consolidated financial 
statements and, accordingly, we express no opinion on it. 
 
We also noted certain matters that we reported to the University’s management in a separate 
letter dated October 10, 2014. 
 
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 University’s 
internal control and compliance.  Accordingly, this communication is not suitable for any other 
purpose.  
 

 
 
Cincinnati, Ohio 
October 10, 2014 
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Report on Compliance for Each Major Federal Program 
and Report on Internal Control Over Compliance 

 
 

Independent Auditor's Report 
 
Board of Trustees 
Mercyhurst University 
Erie, Pennsylvania 
 
 
Report on Compliance for Each Major Federal Program 
 
We have audited the compliance of Mercyhurst University with the types of compliance 
requirements described in the OMB Circular A-133 Compliance Supplement that could have a 
direct and material effect on each of its major federal programs for the year ended May 31, 
2014.  The University’s major federal programs are identified in the summary of auditor’s results 
section of the accompanying schedule of findings and questioned costs.  
 
Management’s Responsibility 
 
Management is responsible for compliance with the requirements of laws, regulations, contracts 
and grants applicable to its federal programs.  
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion on compliance for each of Mercyhurst University's 
major federal programs based on our audit of the types of compliance requirements referred to 
above. 
 
We conducted our audit of compliance in accordance with auditing standards generally 
accepted in the United States of America; the standards applicable to financial audits contained 
in Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program 
occurred.  An audit includes examining, on a test basis, evidence about the University’s 
compliance with those requirements and performing such other procedures as we considered 
necessary in the circumstances.   
 
We believe that our audit provides a reasonable basis for our opinion on compliance for each 
major federal program.  However, our audit does not provide a legal determination of the 
University’s compliance. 



 

 33 

Basis for Qualified Opinion on Research and Development Cluster 
 
As described in item 14-003 in the accompanying schedule of findings and questioned costs, 
Mercyhurst University did not comply with requirements regarding Reporting for its Research 
and Development Cluster.  Compliance with such requirement is necessary, in our opinion, for 
Mercyhurst University to comply with requirements applicable to that program 
 
Qualified Opinion on Research and Development Cluster 
 
In our opinion, except for the noncompliance described in the Basis for Qualified Opinion 
paragraph, Mercyhurst University complied, in all material respects, with the types of 
compliance requirements referred to above that could have a direct and material effect on the 
Research and Development Cluster for the year ended May 31, 2014.   
 
Unmodified Opinion on Student Financial Aid Cluster 
 
In our opinion, Mercyhurst University complied, in all material respects, with the types of 
compliance requirements referred to above that could have a direct and material effect on the 
Student Financial Aid Cluster for the year ended May 31, 2014. 
 
Other Matters 
 
The University’s response to the finding identified in our audit is described in the accompanying 
schedule of findings and questioned costs.  The University’s response was not subjected to the 
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion 
on the response. 
 
Report on Internal Control Over Compliance 
 
Management of Mercyhurst University is responsible for establishing and maintaining effective 
internal control over compliance with the types of compliance requirements referred to above.  
In planning and performing our audit of compliance, we considered the University’s internal 
control over compliance with the types of requirements that could have a direct and material 
effect on each major federal program to determine the auditing procedures that are appropriate 
in the circumstances for the purpose of expressing our opinion on compliance for each major 
federal program and to test and report on internal control over compliance in accordance with 
OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of 
internal control over compliance.  Accordingly, we do not express an opinion on the 
effectiveness of the University’s internal control over compliance. 
 
A deficiency in internal control over compliance exists when the design or operation of a control 
over compliance does not allow management or employees, in the normal course of performing 
their assigned functions, to prevent, or detect and correct, noncompliance with a type of 
compliance requirement of a federal program on a timely basis.  A material weakness in internal 
control over compliance is a deficiency, or combination of deficiencies, in internal control over 
compliance such that there is a reasonable possibility that material noncompliance with a type 
of compliance requirement of a federal program will not be prevented, or detected and 
corrected, on a timely basis.  A significant deficiency in internal control over compliance is a 
deficiency, or a combination of deficiencies, in internal control over compliance with a type of 
compliance requirement of a federal program that is less severe than a material weakness in 
internal control over compliance, yet important enough to merit attention by those charged with 
governance. 
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Our consideration of internal control over compliance was for the limited purpose described in 
the first paragraph of this section and was not designed to identify all deficiencies in internal 
control over compliance that might be material weaknesses and therefore, material weaknesses 
may exist that were not identified.  We consider the deficiency in internal control over 
compliance described in the accompanying schedule of findings and questioned costs as item 
14-003 to be a material weakness. 
 
The University's response to the finding identified in our audit is described in the accompanying 
schedule of findings and questioned costs.  The University’s response was not subjected to the 
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion 
on the response. 
 
The purpose of this report on internal control over compliance is solely to describe the scope of 
our testing of internal control over compliance and the results of that testing based on the 
requirements of OMB Circular A-133.  Accordingly, this report is not suitable for any other 
purpose. 
 

 
 
Cincinnati, Ohio 
October 10, 2014 
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Summary of Auditor’s Results 

1. The opinion expressed in the independent auditor’s report was: 

  

 Unmodified    Qualified    Adverse   Disclaimer 
 

2. The independent auditor’s report on internal control over financial reporting disclosed: 

Significant deficiencies?  Yes  None reported 

Material weakness?  Yes   No  

 

3. Noncompliance considered material to the financial statements 
was disclosed by the audit? 

 
 Yes 

 
 No 

 

4. The independent auditor’s report on internal control over compliance for major federal awards 
programs disclosed: 

Significant deficiency?  Yes  None reported  

Material weakness?  Yes   No  

 

5. The opinion expressed in the independent auditor’s report on compliance for major federal awards was: 

 

 Unmodified – 
Student 
Financial Aid 
Cluster 

  Qualified – Research 
and Development 
Cluster  

  Adverse   Disclaimer 

 

6. The audit disclosed findings required to be reported by OMB 
Circular A-133? 

 

 
 Yes 

 
 No 
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7. The Organization’s major programs were: 

Cluster/Program   CFDA Number  

Student Financial Aid Cluster  84.007, 84.033 
  84.038, 84.063 
  84.268 
 
Research and Development Cluster  11.011, 11.417 
  12.114, 15.000 
  15.511, 16.609, 16.817 
  19.030, 43.001 
  47.050, 81.064 
 

8. The threshold used to distinguish between Type A and Type B programs as those terms are defined in 
OMB Circular A-133 was $300,000. 
 

9. The Organization qualified as a low-risk auditee as that term is 
defined in OMB Circular A-133? 

 

 
 Yes 

 
 No 
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Findings Required to be Reported by Government Auditing Standards 

Reference 
Number  Finding  

Questioned 
Cost 

14-001  Criteria or specific requirement – Management is responsible for establishing 
and maintaining effective internal control over financial reporting. 

Condition – Numerous, non-federal outside aid account balances recorded in the 
general ledger were not supported by reconciliations agreeing aid drawn down or 
received, amounts applied to students’ accounts and amounts due to/from outside 
agencies. 

Context – We noted these reconciliations did not occur during the year. 

Effect – Certain balances could be improperly recorded. 

Cause – It appears the Finance Office and Student Financial Services have not 
reconciled these accounts. 

Recommendation – We recommend management implement formal policies and 
procedures regarding timely collaboration between the Finance Office and 
Student Financial Services to reconcile all outside aid funds. 

Views of responsible officials and planned corrective actions – We agree with 
the recommendation.  The Student Financial Services and Finance Offices meet 
monthly to review reconciliation progress on student related and loan receivable 
accounts.  To date, we have had limited success in our ability to reconcile the 
outside aid receivable accounts.  Our focus has been on the Federal Direct 
Lending program, which is required to be reconciled monthly. We believe the risk 
that either the University owes outside agencies significant amounts, or 
conversely that we are owed significant amounts from outside agencies for these 
past years is remote.  Furthermore, since we closely monitor student accounts 
receivable balances, a student would notify us if an expected outside grant or loan 
was not posted. 

However, that being said, we do recognize the importance of having receivable 
account balances that represent legitimate, accurate and current amounts owed 
to the University, both from a financial accounting perspective and from a 
management oversight perspective. During the coming year we will prioritize the 
outside aid receivable accounts and begin to establish the regular monthly 
reconciliation processes so that all receivable balances remain up to date. 

 

 None 
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Findings Required to be Reported by Government Auditing Standards 

Reference 
Number  Finding  

Questioned 
Cost 

14-002  Criteria or specific requirement – Management is responsible for establishing 
and maintaining effective internal control over financial reporting. 

Condition – Grants receivable balances were overstated. 

Context – We noted formal review and approval for certain reconciliations, journal 
entries, and year-end close processes did not occur. 

Effect – Assets and revenues were overstated and accordingly, an audit 
adjustment was proposed. 

Cause – It appears there was no review of the grants receivable sub-ledger. 

Recommendation – We recommend the Finance Office implement more formal 
review procedures as a control to help ensure the financial integrity of the quarterly 
and year-end financial statements. 

Views of responsible officials and planned corrective actions – While we 
believe the nature of the error noted above is such that it still would have resulted 
even if we had strengthened the reconciliation, journal entry, and year-end close 
processes, we agree that there are opportunities to enhance these processes.  
Specifically we are enhancing processes in two areas. We are now utilizing the 
accounting system’s journal entry approval process, and have established 
appropriate thresholds whereby supervisory personnel approve those journal 
entries. We have determined that performing a detailed review of all of the 
separate and unique processes that result in our final trial balance and ultimately 
the audited financial statements will not provide the desired results especially 
considering the time and effort necessary to complete those tasks.  However, we 
are going to continue to closely review our quarterly financial statements and 
document the process and results of those reviews.  We will perform that same 
type of review on the final audited financial statements utilizing and following up 
on the information gathered from the quarterly reviews and document the process 
and the findings.  In conjunction with this process, we will prepare the year-end 
calculations and reconciliations with a raised awareness that a more detailed 
explanation of variances will be required. 

 

 None 
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Findings Required to be Reported by OMB Circular A-133 

Reference 
Number  Finding 

 

 Questioned 
Cost 

14-003  Federal Program – Research and Development Cluster – Sea Grant Support, 
CFDA No. 11.417, Department of Commerce, Program Year 2013; Boeing Sirius, 
CFDA No. 15.000, Department of the Interior, Program Year 2013; Byrne Criminal 
Justice Innovation Grant, CFDA No. 16.817, Department of Justice, Program Year 
2013. 

Criteria or specific requirement – Reporting - Management is responsible for 
various reporting requirements as indicated in grant agreements. 

Condition – Several grant reports were not submitted or were not submitted timely 
in accordance with grant agreements. 

Context – Out of 20 reports required to be filed from the grants selected for testing, 
we noted four instances of reports not submitted and five instances of reports not 
submitted timely in accordance with the respective grant agreements. 

Effect – The University is not in compliance with grant agreements. 

Cause – In several instances, management indicated the grantors had approved 
late filings or did not require certain filings, however documentation was not 
obtained to support these variations from the grant agreement.  In the other 
instances, reports were filed after receiving notification from the grantor that a 
report was past its due date. 

Recommendation – We recommend the University implement a more formal 
tracking of reporting requirements and report submissions to ensure proper 
reporting is performed in accordance with grant agreements.  In addition, the 
University should obtain formal grant revisions or written documentation from the 
grantor when receiving communication that contradicts the requirements of the 
grant agreement. 

Views of responsible officials and planned corrective actions – Management 
agrees with the recommendation and will institute a review of existing controls 
over reporting requirements for all grants to ensure all required reports are 
submitted on or before the due dates.  In several instances reports were submitted 
only a few days after the required due date.  In another instance, because of the 
sequester, there was confusion over when the grant period actually began. The 
grant was signed at the end of January, but the grant technically began in October, 
and the Federal agency did not announce the funds until November.  The 
administrator contacted the project director at the end of January to obtain 
clarification on all reporting requirements, and was told that the fiscal administrator 
for the grant would prefer that we bill the agency in a lump sum after the completion 
of each phase of the project.   The administrator billed for the planning phase of 
the grant (the first of two phases of the grant), and included an assessment 
document that outlined the work that was conducted. The administrator was 
informed that this was sufficient demonstration of the work that was completed, 
and did not need to provide separate documentation that would be repetitive of 
the information that was submitted.  Management takes its responsibilities for 
compliance and reporting requirements seriously, and as stated previously, will 
review existing controls over reporting requirements for all grants to ensure timely 
submission of required reports. 

 None 
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Reference 
Number 

 

Summary of Finding 

 

 
Status 

  No matters are reportable.   

     

     

     

 


