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As Naval Academy graduates who each served 
in the fleet for nearly 40 years, we have a unique 
understanding of the impact that an Academy 
education has on the preparation of young officers 
and on the naval service in theaters around 
the world. 

The experiences midshipmen encounter during 
their four years at the Academy—the moral, 
mental and physical challenges they surmount—
are designed not just to prepare them for the Navy 
and Marine Corps they will enter upon graduation 
and commissioning but to give them the tools 
they will need to lead in the increasingly complex 
environment they will navigate for the rest of 
their careers.

These tools are particularly well suited for the 
success and advancement of officers in a Navy 
and Marine Corps shaped ever more dramatically 
by technology and globalization, but they also 

provide exceptional preparation for the men and 
women who will one day lead our nation and our 
industries. The United States Naval Academy has 
a vital role to play in readying these extraordinary 
individuals for the tests they will face. In providing 
the resources the Academy needs to fulfill its 
mission, so too do the Naval Academy Alumni 
Association and Foundation. 

We take great pride in knowing that our 
alumni and donors embrace their responsibilities 
in helping the Academy meet its objectives and 
in fulfilling their commitment to supporting the 
Academy and its leadership in achieving the vision 
set forth in Naval Academy Strategic Plan 2020. We 
are also immensely grateful for the difference you 
have made and continue to make.

Thank you for your critical support of the 
Naval Academy and those who serve. 

Message from the CHAIRMEN

Vice Admiral John R. Ryan ’67, USN (Ret.) 
Chairman, Board of Directors 
United States Naval Academy 
Foundation, Inc.

Admiral Robert J. Natter ’67, USN (Ret.) 
Chairman, Board of Trustees 
United States Naval Academy 
Alumni Association, Inc.
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Working as closely as we do with our colleagues 
at the Naval Academy, it is difficult for those of 
us at the Naval Academy Alumni Association and 
Foundation not to be inspired by the dedication 
the midshipmen, faculty and staff bring to their 
mission. Day in and day out, we watch Naval 
Academy community members focus on doing 
everything they can to ensure that our next 
generation of Navy and Marine Corps officers 
receive their commissions prepared to fight and 
win, to lead with integrity, to serve their nation 
and to build on the enduring legacy that has 
shaped the Academy and its graduates since 1845. 

We know that they strive for excellence not for 
its own sake but because the world our graduates 
will enter demands it. The Academy prepares our 
midshipmen not merely for the challenges of today 
but for the greater obstacles and opportunities 
of tomorrow. 

We see and are moved by their commitment, 
and their dedication inspires our dedication. We 
have redoubled our focus on our mission, working 
to strengthen the bonds between the Academy 
and its alumni, parents and friends and providing 
the resources the Academy needs to realize the 
objectives laid out in Naval Academy Strategic Plan 
2020. This inspiration and focus has pushed our 
Alumni Association membership to 59,328 and 

attracted donor contributions of more than $36.4 
million in fiscal year 2014, including $9.7 million 
in Annual Fund gifts. This level of engagement 
from alumni, parents and other friends, coupled 
with prudent and careful stewardship of our 
investments, has pushed our total assets to $247.6 
million, up 13 percent from 2013, and driven the 
support we have been able to provide the Academy 
to more than $23.2 million in fiscal year 2014, an 
increase of 48.7 percent over fiscal year 2013. But 
we recognize that the Academy’s needs and our 
obligation to help fulfill them will only grow. 

We have had a remarkable year, but make no 
mistake—we will not rest on these laurels. We 
recognize that our energies must be placed not on 
the present but on what lies ahead. We hope we 
have earned your confidence in our commitment. 

Thank you for your support of the 
Naval Academy and our Alumni Association 
and Foundation. 

Go Navy!

Message from the PRESIDENT & CEO

Byron F. Marchant ’78 
President and CEO
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The Brigade of Midshipmen attracts some of the 
nation’s most accomplished young men and women—
natural leaders who from a very early age excel in 
academics, athletics and matters of character. 
They come to the Naval Academy, committed to 
and energized by the opportunity to serve their 
nation, and are quickly challenged in all three areas 
in ways most of their peers would find difficult 
to imagine. They face these challenges and meet 
them, driven not just by their innate desire to 
succeed today but by the knowledge that the 
experiences they have at the Academy will have an 
immeasurable impact on their success as Navy and 
Marine Corps officers tomorrow. 

Naval Academy Strategic Plan 2020 has 
provided a road map to ensure that these 
midshipmen will be prepared to lead the sailors 

and Marines under their command in a world 
marked by rapid technological change and 
increasingly complex and intertwined geopolitical 
relationships. The plan’s demands are ambitious, 
for its requirements go beyond the resources made 
possible by federal appropriations. Without the 
continued support of the Naval Academy Alumni 
Association and Foundation, fully realizing 
its objectives would likely be impossible. But 
the plan’s message resonates with the Alumni 
Association and Foundation’s members, donors 
and friends—most of whom are Academy alumni 
themselves. They know the role the Academy 
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played in their own preparation as officers, and 
they know that today’s Navy and Marine Corps 
need officers with an even more advanced degree of 
knowledge, perspective and adaptability. 

Their support for the Academy and its 
priorities continues to grow. In the past year 
alone, their generosity has supported initiatives as 
varied as visiting professorships and lecture series 
in cybersecurity studies, funding for a significant 
number of midshipmen study-abroad experiences, 
the Naval Academy Science and Engineering 
Conference, the advancement of a Stockdale 
Center for Ethical Leadership professional 
development program geared toward Academy 
faculty, staff and coaches with considerable 
influence over midshipmen, additional admissions 
outreach efforts to youth from underrepresented 
backgrounds in communities across the country 
and improvements to athletic facilities, including 
Navy-Marine Corps Memorial Stadium. They 
have also directed record contributions to the 
Annual Fund, ensuring that the Naval Academy 
Superintendent has the flexibility and resources to 
respond to emerging opportunities and challenges 
in advance of government funding. 

Their engagement and their gifts of their time 
and expertise have also strengthened alumni and 
parent activities nationwide and overseas. In 
so doing, they have ensured that when today’s 
midshipmen enter the fleet, they can turn not 
just to the preparation and training they have 
received to that point but to a powerful network 
of alumni and friends around the world who can 
offer wisdom and guidance on the circumstances 
they encounter. 

Naval Academy graduates play a vital role in 
the leadership of our Navy, Marine Corps and 
our nation, and their potential influence will only 
grow in the years to come. The Naval Academy 
Alumni Association and Foundation are proud to 
support each member of the alumni community 
and eager to help continue to build the Academy’s 
extraordinary legacy.    ♦

(continued from page 5)
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As the chief financial officer and treasurer of 
the Naval Academy Alumni Association and 
Foundation, I am pleased to present a true and 
accurate picture of the financial condition of 
both organizations. 

The consolidated financial statements in 
this report accurately present the organizations’ 
financial positions, results of operations and 
workflows. The financial information is prepared 
in accordance with generally accepted accounting 
principles in the United States. The financial 
statements in this document are the complete 
set presented to our auditors. The CEO and 
I have reviewed them, and, to the best of our 
knowledge, they contain no materially untrue 
statements, nor do they omit any material facts. 
Independent auditor McGladrey LLP audited our 
financial statements and expressed an unmodified 
(unqualified) opinion thereon. The auditor 
considered our internal controls to the extent 
they believe necessary to determine and conduct 
the audit to render an opinion. They found no 

significant deficiencies or material weaknesses 
during their audit, and no adjustments were made. 
Our internal controls ensure that transactions are 
authorized, executed and recorded properly. 

The Joint Finance and Audit Committee—nine 
members who are neither officers nor employees 
of the Alumni Association or Foundation—meets 
quarterly with management to ensure that the 
team fulfills its responsibility for accounting 
controls and preparation of the financial 
statements and related data. 

Your pride in your relationship with the Naval 
Academy and your confidence in our ability to 
support its mission are essential to our success. We 
thank you for your support and generosity. 

Message from the 

CHIEF FINANCIAL OFFICER

Captain Henry J. Sanford, USN (Ret.) 
Chief Financial Officer and Treasurer
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INVESTMENT Portfolio Review

The total investment portfolio of the Alumni 
Association and Foundation was valued at $213.9 
million on June 30, 2014. This total represents 
a market value gain of $33.1 million from the 
previous year. This increase consists of $23.1 
million in net investment gains and $10 million in 
net additions. The current makeup of the portfolio 
and annual market values of the total investment 
portfolio for each of the last 10 years is below.

The Core Portfolio holds the majority of 
endowed and long-term restricted gift funds. It is 
a pooled fund managed by The Investment Fund 
for Foundations (TIFF) under the oversight of the 

Joint Investment Committee. The Core Portfolio 
is invested with an objective of preserving the 
purchasing power of invested assets over the long 
term commensurate with the organization’s risk 
tolerance while supporting current spending. The 
Core Portfolio’s targeted asset allocation, known 
as the Policy Portfolio, has been built with the 
long term in mind, and the organization takes 
action in the shorter term to add value and reduce 
risk when deemed prudent. As the chart below 
indicates, the Core Portfolio returned 14.1 percent 
for the year ending June 30, 2014, outperforming 
the composite Policy Portfolio benchmark by about 
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20 basis points but lagging behind the passive 
portfolio benchmark by 210 basis points due to our 
cautious positioning. More importantly, the Core 
Portfolio’s performance against these benchmarks 
has been solid over the longer three-, five- and 
10-year periods.

The Planned Gift Portfolio consists of 
nonpooled investment accounts for charitable 
trusts assets, charitable gift annuities and a pooled 

income fund, and it continues to be managed by 
SunTrust Bank. 

The Special Investments hold a number of 
stand-alone investment accounts that do not fit 
within the Core or Planned Gift Portfolios. These 
accounts have a broad assortment of objectives and 
hold a wide variety of investments.    ♦



Mission of the United States Naval Academy Foundation

To support, promote and advance the mission of the Naval Academy by 
working in conjunction with Academy leadership to identify strategic 
institutional priorities and by raising, managing and disbursing private gift 
funds that provide a margin of excellence in support of the nation’s premier 
leadership institution.

Mission of the United States Naval Academy Alumni Association

To serve and support the United States, the Naval Service, the Naval 
Academy, and its Alumni:

By furthering the highest standards at the Naval Academy;
By seeking out, informing, encouraging and assisting outstanding, 

qualified young men and women to pursue careers as officers in the Navy 
and Marine Corps through the Naval Academy; and

By initiating and sponsoring activities which will perpetuate the 
history, traditions, memories and growth of the Naval Academy and bind 
alumni together in support of the highest ideals of command, citizenship 
and government.
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Report on the Financial Statements

We have audited the accompanying consolidated 

financial statements of The United States Naval 

Academy Alumni Association, Inc . (the Alumni 

Association) and the United States Naval Academy 

Foundation, Inc . (the Foundation), which comprise the 

consolidated statements of financial position as of 

June 30, 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 . 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 .

To the Board of Trustees of
The United States Naval Academy Alumni Association, Inc.

To the Board of Directors of
United States Naval Academy Foundation, Inc.
Annapolis, Maryland

Independent Auditor’s Report 
June 30, 2014 and 2013
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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 the Alumni Association and the 

Foundation as of June 30, 2014 and 2013, and the results 

of their operations and their cash flows for the years then 

ended in accordance with accounting principles generally 

accepted in the United States of America .

Baltimore, Maryland

October 15, 2014
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  2014   2013

ASSETS

Cash and cash equivalents  $ 3,609,226  $  1,825,156

Accounts receivable and other current assets   483,406   504,209

Contributions receivable, net (Note 2)   20,516,112   26,768,631

Investments (Notes 3 and 4)   213,906,139   180,776,648

Property and equipment, net (Note 6)   6,056,773   6,237,666

Interest in third-party trusts (Note 4)   3,070,590   3,202,165

Total Assets  $ 247,642,246  $  219,314,475

LIABILITIES AND NET ASSETS
LIABILITIES

Accounts payable and accrued expenses  $  1,844,959  $  1,643,225

Deposits on life memberships (Note 7)   563,406   563,658

Class savings accounts   2,653,418   2,488,587

Deferred income and deposits   1,890,341   873,655

Split-interest agreements   6,184,320   6,197,715

Accrued key employees’ retirement (Note 10)   1,013,885   839,766

Unamortized life memberships deferred revenue (Note 7)   15,318,885   14,963,804

Total Liabilities   29,469,214   27,570,410

Commitments (Note 4)

NET ASSETS

Unrestricted   17,874,871   12,850,523

Temporarily restricted (Notes 11 and 13)   139,378,856   118,150,179

Permanently restricted (Notes 12 and 13)   60,919,305   60,743,363

Total net assets   218,173,032   191,744,065

Total Liabilities and Net Assets  $  247,642,246  $  219,314,475

See Notes to Consolidated Financial Statements.

Consolidated Statements of Financial Position 
June 30, 2014 and 2013
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Consolidated Statement of Activities 
Year Ended June 30, 2014

 
  UNRESTRICTED

  TEMPORARILY 
  RESTRICTED

 PERMANENTLY 
  RESTRICTED

 
  TOTAL

REVENUE, GAINS AND  
OTHER SUPPORT

Contributions (Note 5)  $ 11,152,273  $ 24,979,017  $ 248,478  $ 36,379,768

Membership dues   202,301   -   -   202,301

Life member amortization (Note 7)   330,188   -   -   330,188

Merchandise sales   41,898   -   -   41,898

Net investment income (Note 3)   3,402,748   19,585,030   179,390   23,167,168

Publications and advertising   304,462   -   -   304,462

House activities   158,838   -   -   158,838

Career transition services   660,975   -   -   660,975

Homecoming and conference fees   86,525   -     86,525

Fund administrative fee   1,854,129   -   -   1,854,129

Royalties   349,975   -   -   349,975

Travel income   44,979   -   -   44,979

Other   171,337   -   -   171,337

OTHER SUPPORT

Change in value of  
split-interest agreements   (163,815)   (318,057)   61,283   (420,589)

Changes in donors’ intent (Note 9)   610   312,599   (313,209)   -

Net assets released 
from restrictions (Note 9)   23,329,912   (23,329,912)   -   -

Total revenue and gains   41,927,335   21,228,677   175,942   63,331,954

EXPENSES
PROGRAM SERVICES

Support to the Naval Academy (Note 5)   23,244,934   -   -   23,244,934

Alumni publications   1,382,574   -   -   1,382,574

Membership support   2,046,617   -   -   2,046,617

Partnership marketing   557,713   -   -   557,713

Alumni communications   1,049,793   -   -   1,049,793

Career transitions   731,629   -   -   731,629

Total program services   29,013,260   -   -   29,013,260

SUPPORTING SERVICES

Development   5,885,786   -   -   5,885,786

General and administrative   2,003,941   -   -   2,003,941

Total supporting services   7,889,727   -   -   7,889,727

Total expenses   36,902,987   -   -   36,902,987

Change in net assets   5,024,348   21,228,677   175,942   26,428,967

NET ASSETS

Beginning   12,850,523   118,150,179   60,743,363   191,744,065

Ending  $ 17,874,871  $ 139,378,856  $ 60,919,305  $ 218,173,032

See Notes to Consolidated Financial Statements.
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Consolidated Statement of Activities 
Year Ended June 30, 2013

 UNRESTRICTED
  TEMPORARILY 
  RESTRICTED

  PERMANENTLY 
  RESTRICTED

 
  TOTAL

REVENUE, GAINS AND  
OTHER SUPPORT

Contributions (Note 5)  $ 7,407,345  $ 21,541,005  $ 1,684,460  $ 30,632,810

Membership dues   213,619   -   -   213,619

Life member amortization (Note 7)   318,705   -   -   318,705

Merchandise sales   36,517   -   -   36,517

Net investment income (Note 3)   2,895,459   12,113,775   168,002   15,177,236

Publications and advertising   225,615   -   -   225,615

House activities   211,916   -   -   211,916

Career transition services   743,939   -   -   743,939

Homecoming and conference fees   331,973   -   -   331,973

Fund administrative fee   1,389,197   -   -   1,389,197

Royalties   568,052   -   -   568,052

Travel income   53,390   -   -   53,390

Other   149,646   -   -   149,646

OTHER SUPPORT

Change in value of  
split-interest agreements   431,995   563,139   27,211   1,022,345

Changes in donors’ intent (Note 9)   8,199   238,710   (246,909)   -

Net assets released
from restrictions (Note 9)   16,926,711   (16,926,711)   -   -

Total revenue and gains   31,912,278   17,529,918   1,632,764   51,074,960

EXPENSES
PROGRAM SERVICES

Support to the Naval Academy (Note 5)   15,609,982   -   -   15,609,982

Alumni publications   1,314,710   -   -   1,314,710

Membership support   1,970,123   -   -   1,970,123

Partnership marketing   540,537   -   -   540,537

Alumni communications   1,073,894   -   -   1,073,894

Career transitions   695,548   -   -   695,548

Total program services   21,204,794   -   -   21,204,794

SUPPORTING SERVICES

Development   6,429,366   -   -   6,429,366

General and administrative   1,903,460   -   -   1,903,460

Total supporting services   8,332,826   -   -   8,332,826

Total expenses   29,537,620   -   -   29,537,620

Change in net assets   2,374,658   17,529,918   1,632,764   21,537,340

NET ASSETS

Beginning   10,475,865   100,620,261   59,110,599   170,206,725

Ending  $ 12,850,523  $ 118,150,179  $ 60,743,363  $ 191,744,065

See Notes to Consolidated Financial Statements.
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Consolidated Statements of Cash Flows 
Years Ended June 30, 2014 and 2013

  2014   2013

CASH FLOWS FROM OPERATING ACTIVITIES

Change in net assets  $ 26,428,967  $ 21,537,340

Adjustments to reconcile change in net assets to net cash 
(used in) provided by operating activities:

Depreciation and amortization   483,590   506,052

Change in discount and allowance on contributions receivable   635,080   458,293

Amortization of life memberships   (330,188)   (318,705)

Net realized and unrealized gains on investments   (21,281,593)   (12,874,975)

Split-interest agreements   (13,395)   (845,787)

Interest in third-party trusts   131,575   (139,992)

Loss on disposal of property and equipment   32   -

Contributed securities   (13,380,646)   (2,654,704)

Contributions restricted for long-term investment   (1,613,394)   (8,454,602)

Changes in assets and liabilities:

(Increase) decrease in assets:

Accounts receivable and other current assets   20,803   52,539

Contributions receivable   (1,755,110)   2,193,052

Increase (decrease) in liabilities:

Accounts payable and accrued expenses   201,734   5,106

Deposits on life memberships   (252)   (4,707)

Class savings accounts   164,831   (8,853)

Deferred income and deposits   1,016,686   (11,888)

Accrued key employees’ retirement   174,119   9,625

Unamortized life memberships deferred revenue   685,269   678,271

Net cash (used in) provided by operating activities   (8,431,892)   126,065

CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of property and equipment   (308,039)   (147,091)

Proceeds from sales of equipment   5,310   -

Purchase of investments   (62,861,852)   (42,268,631)

Proceeds from sales or maturities of investments   64,394,600   40,479,340

Net cash provided by (used in) investing activities   1,230,019   (1,936,382)

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from contributions restricted for long-term investment   8,985,943   669,084

Net cash provided by financing activities   8,985,943   669,084

Net increase (decrease) in cash and cash equivalents   1,784,070   (1,141,233)

CASH AND CASH EQUIVALENTS

Beginning of year   1,825,156   2,966,389

End of year  $ 3,609,226  $ 1,825,156

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND FINANCING ACTIVITIES

Contributed securities  $ 13,380,646  $ 2,654,704

See Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements 

The consolidated financial statements of The United 

States Naval Academy Alumni Association, Inc . (the 

Alumni Association) and the United States Naval 

Academy Foundation, Inc . (the Foundation) have 

been prepared on the accrual basis of accounting . 

The two entities are collectively referred to herein as 

the Associations. Significant intercompany amounts 

have been eliminated in consolidation. The significant 

accounting policies are described below .

Organization: The Alumni Association is a not-for-profit, 

independent, self-supporting corporation of the Naval 

Academy alumni . First formed in 1886 as the United 

States Naval Academy Graduates Association, it was 

organized for educational and charitable purposes in 

1931 . It is dedicated to serve and support the nation, 

the naval service, the Naval Academy and its alumni .

The Foundation was established in 1944 as an 

organization to support Naval Academy athletics and 

candidates for admission to the Naval Academy . The 

private giving arm of the Foundation was established 

in 1968 under the name of the United States Academy 

Memorial Fund, Inc . (the Memorial Fund) .

During 1996, the name of the Memorial Fund was 

changed to the Naval Academy Associates, Inc . During 

1997, the name of the Associates was changed to the 

Naval Academy Endowment Trust, Inc . (the Endowment 

Trust) . As of December 31, 1999, the Endowment 

Trust amalgamated with the U .S . Naval Academy 

Foundation and changed its name to United States 

Naval Academy Foundation, Inc . The Foundation is 

a not-for-profit, independent organization created to 

raise private contributions to benefit the United States 

Naval Academy, the Brigade of Midshipmen (the Naval 

Academy) and the Alumni Association . The Alumni 

Association manages the investment and administrative 

functions of the Foundation . The Foundation records 

its share of actual expenses incurred by the Alumni 

Association for such services .

Net Assets Classification: Net assets, revenues, gains 

and losses are classified based on the existence or 

absence of donor-imposed restrictions . Accordingly, the 

net assets of the Associations and changes therein are 

classified and reported as follows:

Unrestricted net assets: Net assets that are not 

subject to donor-imposed stipulations .

Temporarily restricted net assets: Net assets subject 

to donor-imposed stipulations that may or will be  

met either by actions of the Associations and/or the 

passage of time .

Permanently restricted net assets: Net assets 

subject to donor-imposed stipulations that the 

Associations maintain them permanently . Generally, 

the donors of these assets permit the Associations 

to use all or a part of the income earned on related 

investments for general or specific purposes.

Revenue Recognition: Contributions, including 

unconditional promises to give (pledges), are recognized 

as revenues in the year received . Promises to give are 

reported net of current year adjustments and discounts . 

Contributions for the benefit of the Naval Academy are 

recorded as contribution revenue when received and as 

support expenses when paid . The Alumni Association 

recognizes income from life membership dues over the 

life expectancy of the member at the time he or she 

becomes a member .

Contributions and Investment Income: Contributions 

and investment income are reported as increases in 

unrestricted net assets, unless use of the related assets 

is limited by donor-imposed purpose or time restrictions . 

Expirations of temporary restrictions on net assets (i .e ., 

the donor-stipulated purpose has been fulfilled and/or 

the stipulated time period has elapsed) are reported as 

net assets released from restrictions in the consolidated 

statements of activities (see Note 9) .

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
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NOTE 1.  (CONTINUED)

Contributions with donor-imposed time restrictions 

are reported as unrestricted revenues when those 

restrictions are met in the same year the contribution  

is received .

Functional Expenses: The costs of providing various 

programs and other activities have been summarized 

on a functional basis in the consolidated statements of 

activities . Accordingly, certain costs have been allocated 

among the programs and supporting services benefited.

Career transitions program expenses relate to the 

Service Academies Career Conference and career 

transition programs . Membership support expenses 

are the costs to provide services to members of the 

Alumni Association for class and chapter support and for 

special alumni events . Partnership marketing expenses 

relate to affinity programs and the cost of sales of 

merchandise . Alumni publication expenses consist 

primarily of the cost to produce Shipmate magazine 

and the Service Academy Business Resource Directory 

(SABRD) . Alumni communication expenses support 

all electronic and website-based communications . 

Development expenses are the costs to raise funds for 

the Naval Academy and the Associations .

Cash and Cash Equivalents: Cash equivalents are 

short-term investments with original maturities of three 

months or less at the date of purchase, excluding those 

short-term investments managed by the Associations’ 

investment managers as part of their long-term 

investment strategies .

Accounts Receivable: Accounts receivable consists 

of current amounts due to the Alumni Association for 

life and corporate membership dues, advertising in 

Shipmate magazine and events held at Alumni House . 

Accounts receivable are carried at original invoice 

amount less an estimate made for doubtful receivables 

based on a review of all outstanding amounts on a 

monthly basis . Management determines the allowance 

for doubtful accounts by identifying troubled accounts 

and by using historical experience applied to an aging 

of accounts . Accounts receivable are written off 

when deemed uncollectible . Recoveries of accounts 

receivable previously written off are recorded when 

received . An account receivable is considered to be 

past due if any portion of the receivable balance is 

outstanding for more than 90 days . Interest is not 

charged on receivables that are outstanding for more 

than 30 days . Management has determined that an 

allowance for doubtful accounts on accounts receivable 

was not necessary at June 30, 2014 and 2013 .

Contributions Receivable: Contributions are 

recognized when the donor makes a promise to give to 

the Associations that is, in substance, unconditional .

In accordance with Financial Accounting Standards 

Board (FASB) Accounting Standards Codification (ASC) 

958-605-15-2 and FASB ASC 958-605-15-4, Revenue 

Recognition – Contributions Received, contributions  

to be received in a future period are discounted to their  

net present value at the time the revenue is recorded . 

The Associations’ contributions are discounted at  

a rate of 5% .

The Associations use the allowance method to 

determine uncollectible contributions . Management 

determines the allowance for uncollectible contributions 

by identifying troubled accounts and by using historical 

experience applied to an aging of accounts .

Investments: In accordance with FASB ASC 820, Fair 

Value Measurements and Disclosure, the Associations 

report all investments at fair value (see Note 4) .



   2014 ANNUAL REPORT TODAY FOR TOMORROW 9

Investments are used for operations, class savings 

accounts, split-interest agreements, board-designated 

life membership funds, support for the Naval Academy 

and the Associations’ endowments . Both entities initially 

record donated securities at the fair value on the date of 

the gift . These investments are exposed to various risks 

such as interest rate, market and credit . Due to the level 

of risk associated with such investments and the related 

changes in value, it is at least reasonably possible that 

changes in risks in the near term would materially affect 

investment balances from the amounts reported in the 

consolidated financial statements.

The Associations’ core portfolio largely consists of 

various mutual funds under a principal investment 

manager . The multi-asset mutual funds provide 

exposure to several asset class segments: global stocks, 

absolute return, high yield bonds, real estate investment 

trusts (REITs), commodities, resource-related stocks, 

inflation linked bonds, conventional bonds and  

cash equivalents .

Property and Equipment: Property and equipment 

is stated at cost, less accumulated depreciation . 

Depreciation of property and equipment and 

amortization of software are computed using the 

straight-line method at rates adequate to depreciate 

and amortize the applicable assets over their  

expected useful lives, as follows:

Buildings and improvements 27 – 50 years

Furniture and equipment 5 – 10 years

Computer equipment and software 3 – 5 years

Maintenance and repair expenses are charged against 

operations . Expenditures for improvements that extend 

the useful lives of the assets are capitalized .

Valuation of Long-Lived Assets: The Associations 

account for long-lived assets under FASB ASC 360-10-20, 

Accounting for the Impairment or Disposal of Long-Lived 

Assets . FASB ASC 360-10-20 requires that long-lived 

assets and certain identifiable intangible assets be 

reviewed for impairment whenever events or changes 

in circumstances indicate that the carrying amount of 

an asset may not be recoverable . Recoverability of the 

long-lived asset is measured by a comparison of the 

carrying amount of the asset to future undiscounted net 

cash flow expected to be generated by the asset. If such 

assets are considered to be impaired, the impairment to 

be recognized is measured by the amount by which the 

carrying amount of the assets exceeds the estimated 

fair value of the assets . Assets to be disposed of are 

reportable at the lower of the carrying amount or fair 

value, less costs to sell .

Class Savings Accounts: The Alumni Association 

is the custodian of various class savings accounts . 

These funds are invested and included in the 

Alumni Association’s investments ($2,653,418 and 

$2,488,587 at June 30, 2014 and 2013, respectively), 

but are restricted for use by the alumni classes on 

alumni events . The Alumni Association charges an 

administrative fee equal to 20% of the interest and 

realized and unrealized gains earned on each class’s 

account balance, which is included in investment 

income in the consolidated statements of activities .

Deferred Income and Deposits: Funds received for an 

affinity credit card agreement are recognized as royalty 

revenue over the life of the agreement . The remainder 

of deferred income and deposits consists of prepaid 

annual dues . Annual dues are amortized monthly into 

income over a period of one year .
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NOTE 1.  (CONTINUED)

Split-Interest Agreements: The Associations are 

the beneficiaries of several split-interest agreements, 

including charitable remainder unitrusts for which the 

Associations act as the trustee, charitable gift annuities 

and a pooled income fund . Under charitable remainder 

trust agreements, the donor establishes and funds 

a trust. As trustee, the Associations make specified 

distributions to designated beneficiaries over the trust’s 

term . Upon termination of the trust, the Associations 

receive all or portions of the remaining trust assets, 

as set forth in the trust agreement . Under charitable 

gift annuity agreements, the Associations pay a fixed 

annuity amount for the life of the beneficiary(ies) and 

receive the remaining assets upon the death of the 

beneficiary(ies) as set forth in the annuity agreements. 

Under pooled income fund agreements, donors are 

assigned a specific number of units based on the 

proportion of the fair value of their contributions to 

the total fair value of the pooled income fund . Until 

a donor’s death, the donor is paid the actual income 

earned on the donor’s assigned units . Upon the donor’s 

death, the value of these assigned units reverts to the 

Alumni Association .

In the year of the gift, contribution revenue is recognized 

based on the net amount of the assets and liabilities 

of split-interest agreements . The contribution revenue 

recognized under such agreements was $69,050 and 

$63,602 during the years ended June 30, 2014 and 

2013, respectively . The fair value of the assets held 

for all split-interest agreements was $11,667,121 

and $10,757,497 as of June 30, 2014 and 2013, 

respectively. The liability to beneficiaries from the life-

contingent agreements represents the present value 

of the estimated future payments based on actuarial 

assumptions. The liability for fixed-term charitable 

remainder unitrusts is calculated in accordance with 

ASC 815, Derivatives and Hedging, by summing the 

present value of the debt host and the fair value of the 

embedded derivative . Adjustments to the liability

to reflect any changes in actuarial assumptions and 

amortization of the discount are recognized as change 

in values in the consolidated statements of activities . 

The discount rates were determined at the time of 

initial contribution and range from 1 .0% to 8 .2% . The 

estimated life expectancies used for the charitable gift 

annuity agreements are from the Annuity 2000 Mortality 

Tables and the 2000CM tables for all trusts .

Interest in Third-Party Trusts: The Associations are 

the beneficiary of certain third-party trusts held and 

administered by others . The estimated fair values 

of the trust assets, which approximate the present 

values of expected future cash flows from the trust, 

are recognized as assets and as gift revenue when 

the trusts are established or when reported to the 

Associations . Subsequent changes to the fair values  

of the trust assets are recognized as investment  

income for permanent trusts and change in value for 

term trusts .

Fund Administrative Fees: Restricted cash gifts are 

subject to an implementation fee of 5% in the year 

of receipt of the gift, which helps defray the cost of 

fundraising and communication . Balances of restricted 

accounts of funds collected in a prior year are subject 

to fees for administrative services . Restricted accounts 

are subject to a  .85% fee paid quarterly based on the 

cash balance at the beginning of the year . The fees are 

recorded as fund administrative fees in the consolidated 

statements of activities . Beginning July 1, 2013, this 

administrative fee was increased to 1 .25% .

Income Taxes: The Alumni Association has been 

recognized by the Internal Revenue Service (IRS) as 

exempt from federal income taxes under section 

501(c)(3) of the Internal Revenue Code (the Code), 

except for taxes on income generated from unrelated 

business activities such as the Alumni Travel Program, 

certain sponsorship income, advertising income from 

Shipmate magazine and certain investment income . The 

Foundation has also been recognized by the IRS  

as exempt from federal income taxes under section  

501(c)(3) of the Code .
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The Associations have adopted the accounting for 

uncertainty in income taxes, which addresses the 

determination of whether tax benefits claimed or 

expected to be claimed on a tax return should be 

recorded in the financial statements. Under this policy, 

the Associations may recognize the tax benefit from an 

uncertain tax position only if it is more likely than not 

that the tax position would be sustained on examination 

by taxing authorities, based on the technical merits 

of the position . Management has evaluated the 

Associations’ tax positions and has concluded that the 

Associations have taken no uncertain tax positions 

that require adjustment to the consolidated financial 

statements to comply with provisions of this guidance .

As of June 30, 2014, there are no material 

unrecognized/derecognized tax benefits or tax penalties 

or interest . Generally, the Associations are no longer 

subject to U .S . federal, state or local tax examinations 

by tax authorities for years ended before June 30, 2011 .

Fair Value of Financial Instruments: The carrying 

amounts reported on the consolidated statements 

of financial position for cash and cash equivalents, 

receivables, accounts payable and accrued expenses 

approximate their fair values . The fair value of 

the Associations’ notes and other long-term debt 

approximate the carrying amounts because the interest 

rates on these instruments fluctuate with market 

interest rates .

Credit Risk: At certain times during the year, the 

Associations have funds on deposit with a financial 

institution in excess of federally insured amounts . 

The Associations have not experienced any losses on 

cash accounts, and management believes they are not 

exposed to significant credit risk on cash.

Use of Estimates: Management of the Associations  

has made a number of estimates and assumptions 

relating to the reporting of assets and liabilities, the 

disclosure of contingent assets and liabilities, and the 

reporting of revenues and expenses to prepare these 

consolidated financial statements in conformity with 

accounting principles generally accepted in the United 

States of America . Actual results could differ from  

those estimates .

Development Expense: During the years ended June 

30, 2014 and 2013, pledges totaling $808,594 and 

$1,759,195, respectively, were written off by the 

Associations . The pledges were written off as a result 

of the change in financial ability of donors. Bad debt 

expense is included in Development expense in the 

consolidated statements of activities and reported in 

the year the pledge becomes uncollectible .

Accounting Standard Adopted: In October 2012, the 

Financial Accounting Standards Board (FASB) issued 

Accounting Standards Update 2012-05, Not-for-Profit 

Entities: Classification of the Sale Proceeds of Donated 

Financial Assets in the Statement of Cash Flows . In 

accordance with ASU 2012-05, cash receipts from the 

sale of donated financial assets must be classified 

consistently with cash donations received in the 

statement of cash flows if those cash receipts were from 

the sale of donated financial assets that upon receipt 

were directed without any imposed limitations for sale 

and were converted nearly immediately into cash . ASU 

2012-05 was adopted by the Associations during the 

fiscal year ending June 30, 2014. The adoption of this 

Update was not significant to these financial statements.

Subsequent Events: The Associations have evaluated 

subsequent events through October 15, 2014, which 

is the date the consolidated financial statements were 

available to be issued .
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Notes to Consolidated Financial Statements 

  2014   2013

UNCONDITIONAL PROMISES EXPECTED TO BE COLLECTED IN

Less than one year  $ 9,247,252  $ 18,191,775

One year to five years   10,388,837   7,298,920

More than five years   5,539,908   6,572,901

  25,175,997   32,063,596

Less allowance for uncollectible amounts   (2,348,721)   (3,106,325)

Less discount to present value (5%)   (2,311,164)   (2,188,640)

 $ 20,516,112  $ 26,768,631

NOTE 2. CONTRIBUTIONS RECEIVABLE

Contributions receivable at June 30, 2014 and 2013, are summarized as follows:

  2014   2013

Cash and cash equivalents  $ 3,568,268  $ 974,741

Share certificates   8,355,055   1,996,228

Debt securities bonds and notes   1,470,342   1,568,909

Equity securities stocks   6,804   3,175

Total cash, cash equivalents, certificates and securities   13,400,470   4,543,053

MUTUAL FUNDS

Fixed income and debt mutual funds   7,155,570   13,309,460

Equity mutual funds   9,531,976   8,604,085

Combined fixed income and equity mutual funds   634,271   554,232

Multi-asset mutual funds   134,970,696   114,095,054

Total mutual funds   152,292,513   136,562,831

OTHER INVESTMENTS

Limited partnerships   13,338   12,379

Private equity funds   21,431,934   16,641,785

Private realty and resources funds   7,075,055   6,963,535

Hedge funds   16,189,103   14,799,900

Charitable life insurance policies   3,503,726   1,253,165

Total other investments   48,213,156   39,670,764

 $ 213,906,139  $ 180,776,648

NOTE 3. INVESTMENTS

Investments at fair value at June 30, 2014 and 2013, are summarized as follows:
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NOTE 3.  (CONTINUED)

Net investment income for the years ended June 30, 2014 and 2013, is as follows:

2014

  UNRESTRICTED
  TEMPORARILY 
  RESTRICTED

  PERMANENTLY 
  RESTRICTED   TOTAL

Interest and dividends  $ 439,939  $ 1,722,101  $ -  $ 2,162,040

Net realized gains   2,537,957   11,597,476   -   14,135,433

Net unrealized gains   511,565   6,634,595   179,390   7,325,550

Less management fees   (86,713)   (369,142)   -   (455,855)

Net investment income  $ 3,402,748  $ 19,585,030  $ 179,390  $ 23,167,168

2013

  UNRESTRICTED
  TEMPORARILY 
  RESTRICTED

  PERMANENTLY 
  RESTRICTED   TOTAL

Interest and dividends  $ 597,441  $  2,013,488  $ -  $ 2,610,929

Net realized gains   817,523   3,385,418   -   4,202,941

Net unrealized gains   1,569,314   7,102,719   168,002   8,840,035

Less management fees   (99,061)   (377,608)   -   (476,669)

  2,885,217   12,124,017   168,002   15,177,236

Transfer to restore corpus   10,242   (10,242)   -   -

Net investment income $ 2,895,459  $ 12,113,775  $ 168,002  $ 15,177,236

NOTE 4. FAIR VALUE MEASUREMENTS

Accounting guidance defines fair value as the price that 

would be received to sell an asset or paid to transfer 

a liability in an orderly transaction between market 

participants at the measurement date, and sets out a 

fair value hierarchy .

Observable inputs reflect market data obtained from 

independent sources. Unobservable inputs reflect 

assumptions based on the best information available 

under the circumstances . The Associations’ investment 

managers and staff use valuation techniques that 

maximize the use of observable inputs and minimize 

the use of unobservable inputs . Certain alternative 

investments are carried at estimated fair value as 

of March 31 and adjusted for cash receipts, cash 

distributions and security distributions through June 30 .

During fiscal year 2009, a number of the permanently 

restricted endowment funds sustained realized and 

unrealized investment losses, which resulted in the fund 

balances falling below corpus . A portion of unrestricted 

net assets had been reclassified as temporarily 

restricted to restore these balances to corpus levels . 

When the permanently restricted endowment funds’ 

balances rose above corpus, the unrestricted net assets 

that had been previously reclassified as temporarily 

restricted were transferred back to unrestricted . There 

were no deficiencies as of June 30, 2014 and 2013.
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NOTE 4.  (CONTINUED)

Level 1  Quoted prices (unadjusted) in active markets 

that are accessible at the measurement date for 

identical assets .

Level 2  Quoted prices for similar assets and liabilities 

in active markets; quoted prices for identical or similar 

assets and liabilities in markets that are not active; 

inputs other than quoted market prices that are 

observable for the asset or liability; and inputs that are 

derived principally from or corroborated by observable 

market data .

Level 3  Unobservable inputs for the asset or liability 

that are supported by little or no market activity and that 

are significant to the fair values.

The following tables set forth by level within the fair 

value hierarchy assets measured and reported at 

fair value on a recurring basis in the consolidated 

statements of financial position at June 30, 2014 and 

2013, respectively:

JUNE 30, 2014

  LEVEL 1   LEVEL 2   LEVEL 3   TOTAL

Debt securities

U .S . Government  $ 1,459,630  $ -  $ -  $ 1,459,630

Corporate   10,712   -   -   10,712

Equity securities stocks   6,804   -   -   6,804

Mutual funds

Domestic equity funds   6,967,999   -   -   6,967,999

International equity funds   1,649,798   -   -   1,649,798

World equity funds   246,524   -   -   246,524

Emerging markets equity funds   451,830   -   -   451,830

Government bond funds   4,667,931   -   -   4,667,931

Corporate bond funds   888,787   -   -   888,787

Corporate and Government
bond funds   1,353,353   -   -   1,353,353

World bond funds   227,313   -   -   227,313

Multi-asset funds   135,195,159   -   -   135,195,159

Equity and fixed income funds   317,514   -   -   317,514

Other – commodities, convertibles  
and sector funds   326,307   -   -   326,307

Limited partnership   -   -   13,338   13,338

Private equity funds   -   -   21,431,934   21,431,934

Private realty and resources funds   -   -   7,075,055   7,075,055

Hedge funds   -   -   16,189,103   16,189,103

Charitable life insurance policies   -   3,503,726   -   3,503,726

Interest in third-party trusts   -   -   3,070,590   3,070,590

Interest in charitable remainder 
unitrusts with third-party trustees   -   -   5,153,884   5,153,884

 $ 153,769,661  $ 3,503,726  $ 52,933,904  $ 210,207,291
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JUNE 30, 2013

  LEVEL 1   LEVEL 2   LEVEL 3   TOTAL

Debt securities

U .S . Government  $ 1,559,158  $ -  $ -  $ 1,559,158

Corporate   9,751   -   -   9,751

Equity securities stocks   3,175   -   -   3,175

Mutual funds

Domestic equity funds   6,499,363   -   -   6,499,363

International equity funds   1,049,634   -   -   1,049,634

World equity funds   183,253   -   -   183,253

Emerging markets equity funds   667,745   -   -   667,745

Government bond funds   9,577,440   -   -   9,577,440

Corporate bond funds   3,300,885   -   -   3,300,885

Corporate and Government
bond funds   369,808   -   -   369,808

World bond funds   46,478   -   -   46,478

Multi-asset funds   114,095,054   -   -   114,095,054

Equity and fixed income funds   478,256   -   -   478,256

Other – commodities, convertibles  
and sector funds   294,915   -   -   294,915

Limited partnership   -   -   12,379   12,379

Private equity funds   -   -   16,641,785   16,641,785

Private realty and resources funds   -   -   6,963,535   6,963,535

Hedge funds   -   -   14,799,900   14,799,900

Charitable life insurance policies   -   1,253,165   -   1,253,165

Interest in third-party trusts   -   -   3,202,165   3,202,165

Interest in charitable remainder 
unitrusts with third-party trustees   -   -   4,465,439   4,465,439

 $ 138,134,915  $ 1,253,165  $ 46,085,203  $ 185,473,283

Cash and cash equivalents are excluded from the fair 

value hierarchy as cash and cash equivalents are generally 

measured at cost . As such, $3,568,268 and $974,741 

of cash and cash equivalents and $8,355,055 and 

$1,996,228 of share certificates held in the Associations’ 

investment portfolio at June 30, 2014 and 2013, 

respectively, have been excluded from this table . Interest 

in charitable remainder unitrusts with third-party trustees 

of $5,153,884 and $4,465,439 at June 30, 2014 and 

2013, respectively, have been included on the statements 

of financial position within contributions receivable.



16 THE UNITED STATES NAVAL ACADEMY ALUMNI ASSOCIATION AND FOUNDATION, INC .

NOTE 4.  (CONTINUED)

The following is a reconciliation of the beginning and ending balances for assets  
measured at fair value using significant unobservable inputs (Level 3):

  LIMITED
 PARTNERSHIP 

  PRIVATE
  EQUITY
  FUNDS

  PRIVATE
  REALTY AND
  RESOURCES
  FUNDS

  HEDGE
  FUNDS

  INTEREST IN
  THIRD-PARTY
  TRUSTS

  INTEREST IN 
  CRUTs WITH 
  THIRD-PARTY 
  TRUSTEES   TOTAL

Balance, 
June 30, 
2012

 $ 11,945  $ 16,324,758  $ 6,268,680  $ 13,126,273  $ 3,062,173  $ 4,073,821  $ 42,867,650

Realized 
gains     -   1,412,834   314,862   -   -   -   1,727,696

Unrealized 
gains (losses)     434   (857,810)   288,281   1,673,627   168,002   -   1,272,534

Transfer into 
Level 3     -   2,234,800   782,906   -   -   -   3,017,706

Transfer out 
of Level 3     -   (714,755)   (94,137)   -   -   -   (808,892)

Sales     -   (1,758,042)   (597,057)   -   (19,753)   -   (2,374,852)

Change in 
value     -   -   -   -   (8,257)   391,618   383,361

Balance, 
June 30, 
2013

  12,379   16,641,785   6,963,535   14,799,900   3,202,165   4,465,439   46,085,203

Realized 
gains     -   1,828,982   434,373   -   -   -   2,263,355

Unrealized 
gains     959   2,837,501   63,514   1,389,203   179,389   -   4,470,567

Transfer into 
Level 3     -   3,081,498   705,400   -   -   -   3,786,898

Transfer out 
of Level 3     -   (776,419)   (75,000)   -   -   -   (851,419)

Sales     -   (2,181,413)   (1,016,767)   -   -   -   (3,198,180)

Change in 
value     -   -   -   -   (310,964)   688,445   377,481

Balance,  
June 30, 
2014

 $ 13,338  $ 21,431,934  $ 7,075,055  $ 16,189,103  $ 3,070,590  $ 5,153,884  $ 52,933,904

Unrealized 
gains 
(losses) and 
change in 
value relating 
to assets 
still held as 
of June 30, 
2014

 $ 959  $ 2,837,501  $ 63,514  $ 1,389,203  $ (131,574)  $ 688,445  $ 4,848,047
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The Associations categorize assets within the fair 

value hierarchy based on their understanding of the 

valuation process used by their investment managers 

or general partners to derive the fair value and their 

judgment regarding the observability of the related 

inputs . In evaluating the observability of such inputs, the 

Associations’ staff considered factors such as the extent 

of market benchmarks available and the judgments or 

modeling required in the valuation process .

Limited Partnership: The fair value of the limited 

partnership is determined based on the audited 

financial statements which the entity prepares on an 

annual basis as of the Associations’ reporting date . 

The 0 .5% limited partnership interest was gifted to the 

Foundation in 1998 and no other capital commitments 

are required . The underlying assets of the partnership 

primarily consist of bank accounts, marketable 

securities, debt instruments, loans to partners and a 

prepaid inheritance paid to a descendent of a family 

member/limited partner . The partnership shall continue 

until December 31, 2037, unless terminated sooner .

Private Equity Funds: Substantially all of the 

Associations’ investments in private equity represent 

interests in multiple funds of funds private equity 

investment vehicles managed by the Associations’ 

principal investment manager and another designated 

investment manager . The investment funds typically 

pursue such strategies as investments in venture 

capital, buyouts, subordinated debt, restructuring and 

distressed debt and securities, recapitalizations and 

other situations .

In each underlying fund, securities with no readily 

available market are initially valued at cost, with 

subsequent adjustments to values which reflect either 

the basis of meaningful third-party transactions in the 

private market or the fair value deemed appropriate by 

relevant market participants . The fund of funds then 

obtains and independently evaluates its share of the 

valuation from the underlying investment managers .

The private equity vehicles have terms ranging from  

12 to 15 years with respective expiration dates from 

2017 to 2025 . The investment managers have up to 

three to five consecutive one-year extensions at their 

discretion . Interests in these vehicles are subject to 

significant restrictions on transferability.

Under the terms of these private equity investment 

contracts, the Associations are obligated to remit 

additional funding periodically as capital calls are 

exercised . At June 30, 2014, the Associations had 

uncalled commitments of $19,698,767, which 

represents 45% of the original commitments . The 

Associations expect the remaining commitments to  

be called over the next several years .

Private Realty and Resources Funds: Substantially, 

all of the investments in private realty and resources 

are through fund of funds private realty and resources 

investment vehicles managed by the Associations’ 

principal investment manager . The investment funds 

typically pursue such strategies as investments in 

commercial and residential real estate, oil and natural 

gas exploration and production, timberland and 

other natural resources . The valuation for underlying 

investments within each fund is determined in the same 

manner as private equity funds .

The invested private realty and resources vehicles 

have terms ranging from 13 to 15 years with respective 

expiration dates from 2017 to 2028 . The investment 

manager has up to seven consecutive one-year 

extensions at their discretion . Interests in these vehicles 

are subject to significant restrictions on transferability.

The remaining commitments under the terms of 

the private realty and resources funds amounted to 

$4,694,861 as of June 30, 2014, representing 38% of 

the original commitments . The Associations expect the 

remaining commitments to be exercised over the next 

several years .

Hedge Funds: The Associations invest in hedge funds 

through an offshore fund of funds vehicle managed by 

the Associations’ principal investment manager . This 
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Depreciation expense was $483,591 and $506,052 for the years ended June 30, 2014 and 2013, respectively.

NOTE 4. (CONTINUED) 

investment vehicle employs directly, or through other 

managers, in the following strategies: capital structure 

arbitrage, event arbitrage, fixed income arbitrage, 

hedged equity investing, special situations investing 

and possibly derivative investments, as well as buying 

and selling securities for hedging purposes . Valuation 

of interests in underlying investment funds is based on 

an amount equal to the vehicle’s pro-rata interest in 

the net assets, which are at fair value, as reported by 

the management of the investment fund monthly, as 

adjusted for manager and incentive fees, if applicable .

The vehicle has no set termination date . The anniversary 

date for half the shares is June 30, and the other half 

December 31 . Full redemptions may be made on an

 

anniversary date with a 100-day notice to the manager . 

The shares also allow the Associations to elect to take 

annual periodic partial redemptions of 4%, 5% or 6% . 

The Associations have not elected to take any periodic 

partial redemptions . Shares in the vehicle are not 

registered for public sale . The Associations perform 

due diligence procedures to review the valuations of the 

alternative investments described above .

Interest in Third-Party Trusts: The Associations’ 

staff estimates their beneficial interest in the third-

party trusts using the discounted cash flow method of 

the expected future income for a specified term or in 

perpetuity based on the donors’ life expectancy and the 

expected investment return .

NOTE 5. IN-KIND CONTRIBUTIONS 

The Foundation contributes the use of its houses to the 

Naval Academy Athletic Association, which are valued at 

an annual amount of $333,767 and $338,893 in 2014 

and 2013, respectively . Contributed services related 

to property management of the Foundation’s houses 

are donated by the Naval Academy Athletic Association 

and are valued at an annual amount of $74,852 and 

$50,850 in 2014 and 2013, respectively .

During 2014 and 2013, the Associations received non-

cash donations of assets for use by the Naval Academy 

valued at $3,360,497 and $4,229,171, respectively, 

which have been shown as temporarily restricted 

contributions and support to the Naval Academy 

(program expense) in the accompanying consolidated 

statements of activities .

NOTE 6. PROPERTY AND EQUIPMENT

Property and equipment at June 30, 2014 and 2013, is summarized as follows:

  2014   2013

Land  $ 753,197  $ 753,197

Buildings and improvements   8,562,655   8,093,843

Furniture and equipment   884,327   1,209,557

Computer equipment and software   913,203   936,661

  11,113,382   10,993,258

Less accumulated depreciation and amortization   (5,056,609)   (4,755,592)

 $ 6,056,773  $ 6,237,666
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NOTE 8. NOTES PAYABLE AND REVOLVING LINE OF CREDIT

NOTE 7. LIFE MEMBERSHIPS

NOTE 9. NET ASSETS RELEASED FROM RESTRICTIONS AND CHANGES IN DONORS’ INTENT

In 1976, the Alumni Association started its life 

membership program, which enables midshipmen to pay 

a specified life membership fee prior to graduation. In 

exchange for this fee, members receive a subscription 

to Shipmate magazine and various other service 

benefits and opportunities. The Alumni Association 

records the midshipmen’s fees as deposits on life 

memberships until the respective class graduation . At 

June 30, 2014 and 2013, the Alumni Association held 

$563,406 and $563,658, respectively, of midshipman 

life membership fees . After graduation, the fees are 

reclassified as unamortized life membership deferred 

revenue and are amortized over an assumed 61-year 

remaining life expectancy of the graduating midshipmen . 

During the years ended June 30, 2014 and 2013, 

$579,941 and $588,241, respectively, relating to the 

graduating classes of 2014 and 2013, were reclassified 

as unamortized life memberships deferred revenue . 

Payments from alumni who join the life membership 

program after graduation are recorded as deferred 

revenue and amortized over an assumed remaining life 

expectancy of 55 years .

The unamortized life memberships deferred revenue 

represents the deferred revenue from life membership 

cash receipts rather than the liability to service the life 

members over their life expectancies .

On January 31, 2012, the Associations obtained a 

$10,000,000 note from a bank under an unsecured, 

open-end revolving line of credit expiring in January 2017 

for use as an operating line of credit . Principal is due 

on demand, and interest is based on the 30-day LIBOR 

index rate plus 1 .1% (1 .26% and 1 .29% at June 30, 

2014 and 2013, respectively) and is payable monthly . 

No draws on this line of credit were made during the 

fiscal years ended June 30, 2014 and June 30, 2013.

On January 31, 2012, the Associations obtained a 

$10,000,000 note from a bank under an unsecured 

non-revolving line of credit expiring in January 2017 

for short-term cash flow needs on specific restricted 

projects . Principal is due on demand . Interest, which 

is due in monthly installments, is based on the 30-day 

LIBOR index rate plus 1 .1% (1 .26% and 1 .29% at June 

30, 2014 and 2013, respectively) . No draws on this note 

were made during the fiscal years ended June 30, 2014 

and June 30, 2013 .

Net assets of $23,329,912 and $16,926,711 for the 

years ended June 30, 2014 and 2013, respectively, were 

released from donor restrictions due to the passage of 

time or by incurring expenses satisfying the restricted 

purpose specified by the donors. Amounts shown as 

changes in donors’ intent for the year ended June 30, 

2014, represent reclassifications of $610 to unrestricted 

net assets and $312,599 to temporarily restricted  

net assets from permanently restricted net assets . 

Amounts shown as changes in donors’ intent for the 

year ended June 30, 2013, represent reclassifications 

of $8,199 to unrestricted net assets and $238,710 

to temporarily restricted net assets from permanently 

restricted net assets .
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NOTE 10. RETIREMENT PLANS

NOTE 11. TEMPORARILY RESTRICTED NET ASSETS

403(b) Savings Plan: The Alumni Association maintains 

a deferred annuity retirement plan under Section 403(b) 

of the Internal Revenue Code for all eligible employees . 

On a discretionary basis, the Alumni Association 

matches employees’ contributions up to 5% of base 

salary . An independent trustee holds the assets of  

the Plan . During the years ended June 30, 2014 and 

2013, the Alumni Association made contributions of 

$216,160 and $200,455, respectively, on behalf of  

its eligible employees .

457 Plans: The Alumni Association has agreements 

with eight key employees and former employees to 

provide certain retirement and other payments to them 

as part of retention planning. These non-qualified plans 

are administered under Sections 457(b), e(11) and (f) 

of the Internal Revenue Code . The payments are either 

deferred or contingent on the employee meeting certain 

conditions . Total retirement expense under this plan 

for the years ended June 30, 2014 and 2013, was 

$177,500 and $122,500, respectively .

At June 30, 2014 and 2013, the Alumni Association’s 

liability for these plans was $1,103,885 and  

$839,766, respectively .

Temporarily restricted net assets represent funds to be 

received in future years from split-interest agreements, 

pledges and amounts to be spent on behalf of the Naval 

Academy . A portion of net assets is restricted for use on 

projects specified by the donor. These purpose-restricted 

assets are released when expended on the specified 

project . In addition, pledges to be received in future 

years are classified as temporarily restricted based on 

an implied time restriction .

  2014   2013

Naval Academy Centers of Excellence

Academic  $ 56,418,784  $ 44,991,478

Admissions   8,636,503   7,271,585

Athletics   21,318,215   23,634,274

Character (ethics)   14,692,487   12,222,946

Leadership   13,918,559   12,633,422

Support to the Naval Academy not yet assigned  
to a center of excellence   17,798,486   13,564,937

Purpose-restricted assets   132,783,034   114,318,642

Time-restricted assets   6,595,822   3,831,537

Total temporarily restricted net assets  $ 139,378,856  $ 118,150,179
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NOTE 12. PERMANENTLY RESTRICTED NET ASSETS

Permanently restricted net assets at June 30, 2014 and 2013, are invested to fund the following:

  2014   2013

Endowments supporting U .S . Naval Academy  $ 51,728,155  $ 51,731,602

Endowments supporting athletics and scholarship   6,344,906   6,165,517

Endowments supporting operations   2,846,244   2,846,244

Total permanently restricted net assets  $ 60,919,305  $ 60,743,363

ASC 958-205, Endowments for Not-for-Profit 

Organizations: Net Asset Classification of Funds 

Subject to an Enacted Version of the Uniform Prudent 

Management of Institutional Funds Act, and the 

Enhanced Disclosures for All Endowment Funds provides 

guidance on net asset classification of donor-restricted 

endowment funds for a not-for-profit organization 

that is subject to an enacted version of the Uniform 

Prudent Management of Institutional Funds Act of 2006 

(UPMIFA) . ASC 958-205 also improves disclosures about 

an organization’s endowed funds (both donor-restricted 

endowment funds and board-designated endowment 

funds) whether or not the organization is subject to 

UPMIFA . The Associations have added the required 

disclosures in the consolidated financial statements, 

which is a requirement for any organization with 

endowment funds .

The Associations’ endowment consists of approximately 

72 individual funds established for a variety of purposes . 

These endowment funds are donor-restricted . The 

Associations do not have any board-designated 

endowment funds . As required by generally accepted 

accounting principles, net assets associated with 

endowment funds are classified and reported based on 

the existence or absence of donor-imposed restrictions .

Interpretation of Relevant Law: The Board of Trustees 

of the Association and the Board of Directors of the 

Foundation have interpreted UPMIFA as requiring the 

preservation of the fair value of the original gift as of 

the gift date of the donor-restricted endowment funds 

absent explicit donor stipulations to the contrary . As a 

result of this interpretation, the Associations classify 

as permanently restricted net assets: (a) the original 

value of gifts donated to the permanent endowment; (b) 

the original value of subsequent gifts to the permanent 

endowment; and (c) accumulations to the permanent 

endowment made in accordance with the direction of 

the applicable donor gift instrument at the time the 

accumulation is added to the fund . The remaining 

portion of the donor-restricted endowment fund that 

is not classified in permanently restricted net assets 

is classified as temporarily restricted net assets until 

those amounts are appropriated for expenditure by the 

Associations in a manner consistent with the standard 

of prudence prescribed by UPMIFA . Accordingly, the 

Associations consider the following factors in making 

a determination to appropriate or accumulate donor-

restricted endowment funds:

(1) The duration and preservation of the fund

(2)  The purposes of the Associations and the donor-

restricted endowment fund

(3) General economic conditions

(4) The possible effect of inflation and deflation

(5)  The expected total return from income and the 

appreciation of investments

(6) Other resources of the Associations

(7) The investment policies of the Associations

NOTE 13. ENDOWMENT FUNDS
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Changes in endowed net assets for the fiscal years ended June 30, 2014 and 2013, are as follows:

  UNRESTRICTED
  TEMPORARILY 
  RESTRICTED

  PERMANENTLY
  RESTRICTED   TOTAL

Endowment net assets, June 30, 2012  $ (10,242)  $ 19,290,929  $ 59,110,599  $ 78,391,286

Interest and dividends – net of 
investment expense   -   2,850,290   -   2,850,290

Net appreciation   10,242   3,967,707   168,002   4,145,951

Change in value   -   2,714   27,211   29,925

Contributions   -   -   1,684,460   1,684,460

Amounts appropriated for expenditure   -   (2,506,968)   -   (2,506,968)

Change in donor intent   -   (56,753)   (246,909)   (303,662)

Endowment net assets,  
June 30, 2013   -   23,547,919   60,743,363   84,291,282

Interest and dividends – net of 
investment expense   -   6,575,912   -   6,575,912

Net appreciation   -   3,690,452   179,390   3,869,842

Change in value   -   6,677   61,283   67,960

Contributions   -   -   248,478   248,478

Amounts appropriated for expenditure   -   (2,663,748)   -   (2,663,748)

Change in donor intent   -   (64,848)   (313,209)   (378,057)

Endowment net assets,  
June 30, 2014  $ -  $ 31,092,364  $ 60,919,305  $ 92,011,669

NOTE 13.  (CONTINUED)

Return Objectives and Risk Parameters: The 

Associations’ return objective is to preserve and 

enhance the purchasing power of the endowment 

investments over time, net of costs and withdrawals . 

This goal is synonymous with the pursuit of time-

weighted net return on the investments that equals 

or exceeds inflation (as measured by the Consumer 

Price Index), plus spending from the investments . To 

satisfy this return objective, the Associations utilize a 

multi-asset class diversified portfolio that relies on a 

total return strategy in which investment returns are 

achieved through both capital appreciation (realized and 

unrealized) and current yield (interest and dividends) . 

The Associations are prepared to incur risks consistent 

with the pursuit of the return objective . Risk will be 

measured based on both an absolute and a relative

basis. Absolute metrics relate to declines in the inflation-

adjusted market value of the portfolio . On a relative 

basis, the portfolio will be measured against portfolios of 

similar size and composition .

Endowment Spending Policy: The Associations operate 

a spending policy to regulate the use of proceeds 

from endowment investments . The policy provides for 

the spending of up to 5% of the 12-quarter moving 

average of the market value of pooled investment 

funds . The policy further states that when the average 

investment return of the most recent four quarters is 

negative, the spending rate will be reduced to 4% . The 

reduced spending rate of 4% was implemented during 

2003 following an extended period of below-average 

investment performance and has continued through 

fiscal year 2014.



To the Board of Trustees of  
The United States Naval Academy Alumni Association, Inc.

To the Board of Directors of  
The United States Naval Academy Foundation, Inc. 
Annapolis, Maryland

We have audited the consolidated financial statements 

of The United States Naval Academy Alumni Association, 

Inc . (the Alumni Association) and the United States  

Naval Academy Foundation, Inc . (the Foundation) as 

of and for the years ended June 30, 2014 and 2013, 

and have issued our report thereon which contains an 

unmodified opinion on those financial statements. See 

pages 1-2 . Our audits were conducted for the purpose 

of forming an opinion on the consolidated financial 

statements as a whole .

The accompanying supplementary information 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 audits 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 .

Baltimore, Maryland

October 15, 2014

Independent Auditor’s Report  
on the Supplementary Information
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  2014   2013

ASSETS

Cash and cash equivalents  $ 1,210,351  $ 480,665

Accounts receivable and other current assets   365,846   394,879

Contributions receivable, net   907,037   1,009,296

Investments   70,952,990   65,158,840

Property and equipment, net   3,030,052   3,181,683

Interest in third-party trusts   -   310,964

Intercompany receivables   3,334,377   1,823,960

Total assets  $ 79,800,653  $ 72,360,287

LIABILITIES AND NET ASSETS
LIABILITIES

Accounts payable and accrued expenses  $ 1,394,698  $ 1,376,687

Deposits on life memberships   563,406   563,658

Class savings accounts   2,653,418   2,488,587

Deferred income and deposits   884,067   866,465

Split-interest agreements   909,581   932,867

Accrued key employees’ retirement   1,013,885   839,766

Unamortized life memberships deferred revenue   15,318,885   14,963,804

Total liabilities   22,737,940   22,031,834

NET ASSETS

Unrestricted   10,142,751   8,010,866

Temporarily restricted   24,555,223   20,017,420

Permanently restricted   22,364,739   22,300,167

Total net assets   57,062,713   50,328,453

Total liabilities and net assets  $ 79,800,653  $ 72,360,287

Statements of Financial Position 
June 30, 2014 and 2013
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Statement of Activities 
Year Ended June 30, 2014

  UNRESTRICTED
  TEMPORARILY
  RESTRICTED

  PERMANENTLY
  RESTRICTED   TOTAL

REVENUE, GAINS, AND  
OTHER SUPPORT
Contributions  $ 1,290,765  $ 1,349,459  $ 76,181  $ 2,716,405
Membership dues   202,301   -   -   202,301
Life member amortization   330,188   -   -   330,188
Merchandise sales   41,898   -   -   41,898
Net investment income   2,509,872   5,668,531   -   8,178,403
Publications and advertising   304,462   -   -   304,462
House activities   158,838   -   -   158,838
Intercompany support   1,392,457   -   -   1,392,457
Career transition services   660,975   -   -   660,975
Homecoming and conference fees   86,525   -   -   86,525
Royalties   349,975   -   -   349,975
Travel income   44,979   -   -   44,979
Other   120,032   -   -   120,032

OTHER SUPPORT
Change in value of split-interest agreements   121,587   (261,126)   (10,209)   (149,748)
Changes in donors’ intent   265,761   (114,830)   (1,400)   149,531
Net assets released from restrictions   2,104,231   (2,104,231)   -   -

Total revenue, gains and  
other support   9,984,846   4,537,803   64,572   14,587,221

EXPENSES
Support to the Naval Academy   2,119,821   -   -   2,119,821
Audit and accounting   63,552   -   -   63,552
Awards and gifts   22,924   -   -   22,924
Bad debt expense   12,810   -   -   12,810
Conferences   196,970   -   -   196,970
Cost of goods   29,147   -   -   29,147
Depreciation   236,038   -   -   236,038
Equipment rental   327,305   -   -   327,305
Insurance   105,087   -   -   105,087
Legal fees   59,606   -   -   59,606
Licenses   119,240   -   -   119,240
Membership dues   2,887   -   -   2,887
Miscellaneous   76,107   -   -   76,107
Occupancy   212,965   -   -   212,965
Postage and shipping   126,825   -   -   126,825
Printing and publications   575,461   -   -   575,461
Professional and contract services   711,673   -   -   711,673
Salaries and benefits   2,875,606   -   -   2,875,606
Shared information management   (304,474)   -   -   (304,474)
Supplies   60,209   -   -   60,209
Telephone   29,926   -   -   29,926
Training   49,574   -   -   49,574
Travel and transportation   143,702   -   -   143,702

Total expenses   7,852,961   -   -   7,852,961

Change in net assets   2,131,885   4,537,803   64,572   6,734,260

Net assets at beginning of year   8,010,866   20,017,420   22,300,167   50,328,453

Net assets at end of year  $ 10,142,751  $ 24,555,223  $ 22,364,739  $ 57,062,713
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Statements of Financial Position 
June 30, 2014 and 2013

  2014   2013

ASSETS

Cash and cash equivalents  $ 2,398,875  $ 1,344,491

Accounts receivable and other current assets   117,560   109,330

Contributions receivable, net   19,609,075   25,759,335

Investments   142,953,149   115,617,808

Property and equipment, net   3,026,721   3,055,983

Interest in third-party trusts   3,070,590   2,891,201

Total assets  $ 171,175,970  $ 148,778,148

LIABILITIES AND NET ASSETS
LIABILITIES

Accounts payable and accrued expenses  $ 450,261  $ 266,538

Deferred income   1,006,274   7,190

Split-interest agreements   5,274,739   5,264,848

Intercompany payables   3,334,377   1,823,960

Total liabilities   10,065,651   7,362,536

NET ASSETS

Unrestricted   12,442,035   9,655,269

Temporarily restricted   110,113,718   93,317,147

Permanently restricted   38,554,566   38,443,196

Total net assets   161,110,319   141,415,612

Total liabilities and net assets  $ 171,175,970  $ 148,778,148

26 THE UNITED STATES NAVAL ACADEMY FOUNDATION, INC .



   2014 ANNUAL REPORT TODAY FOR TOMORROW 27

Statement of Activities 
Consolidated Statements of Financial Position

UNRESTRICTED
TEMPORARILY 

RESTRICTED
PERMANENTLY 

RESTRICTED TOTAL
REVENUE, GAINS, AND  
OTHER SUPPORT

Contributions  $ 10,483,354  $ 23,007,712  $ 172,297  $ 33,663,363

Fund administrative fee   1,854,129   -  -   1,854,129

Net investment income   960,733   13,848,642   179,390   14,988,765

Intercompany support   (1,392,457)   -   -   (1,392,457)

Other   51,305   -   -   51,305

OTHER SUPPORT

Change in value of split-interest 
agreements   (266,474)   (75,859)   71,492   (270,841)

Changes in donors’ intent   (201,053)   363,331   (311,809)   (149,531)

Net assets released from restrictions   20,347,255   (20,347,255)   -   -

Total revenue, gains  
and other support   31,836,792   16,796,571   111,370   48,744,733

EXPENSES

Support to the Naval Academy   21,125,113   -   -   21,125,113

Audit and accounting   77,675   -   -   77,675

Awards and gifts   12,352   -   -   12,352

Bad debt expense   771,096   -   -   771,096

Conferences   110,977   -   -   110,977

Consulting – Advantage   391,697   -   -   391,697

Depreciation   247,552   -   -   247,552

Donor cultivation   137,352   -   -   137,352

Equipment rental   21,044   -   -   21,044

Insurance   38,626   -   -   38,626

Legal fees   37,846   -   -   37,846

Membership dues   9,513   -   -   9,513

Miscellaneous   254,812   -   -   254,812

Occupancy   103,880   -   -   103,880

Postage and shipping   66,057   -   -   66,057

Printing and publications   70,875   -   -   70,875

Professional and contract services   646,946   -   -   646,946

Salaries and benefits   4,365,717   -   -   4,365,717

Shared information management   304,474   -   -   304,474

Supplies   30,656   -   -   30,656

Training   33,538   -   -   33,538

Travel and transportation   192,228   -   -   192,228

Total expenses   29,050,026   -   -   29,050,026

Change in net assets   2,786,766   16,796,571   111,370   19,694,707

NET ASSETS

Beginning   9,655,269   93,317,147   38,443,196   141,415,612

Ending  $ 12,442,035  $ 110,113,718  $ 38,554,566  $ 161,110,319
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