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Report of Independent Accountants

To the Board of Trustees of the
Georgia Tech Foundation, Inc.

In our opinion, the accompanying consolidated statements of financial position and the
related consolidated statements of activities and changes in net assets and of cash flows
present fairly, in all material respects, the financial position of the Georgia Tech Foundation,
inc. (the "Foundation") and its subsidiaries, at June 30, 2001 and 2000, and the changes in
their net assets and their cash flows for the years then ended in conformity with accounting
principles generaily accepted in the United States of America. These financial statements
are the responsibility of the Foundation's management; our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits of
these statements in accordance with auditing standards generally accepted in the United
. States of America, which require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The supplemental consolidating information is presented for
purposes of additional analysis of the consclidated financial statements rather than to
present the financial position and activities and changes in net assets of the individual
companies. Accordingly, we do not express an opinion on the financial position and activities
and changes in net assets of the individual companies. The supplemental consolidating
information is the responsibilty of the Foundation's management.  However, the
supplemental consclidating information has been subjected to the auditing procedures
applied in the audit of the consolidated financial statements and, in our opinion, is fairty
stated in all material respects in relation to the consolidated financial statements taken as a
whole. '

o |
5 L._L-p.

August 29, 2001
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GEORGIA TECH FOUNDATION, INC,

Consolidated Statement of Cash Flows

For the Years Ended June 30, 2001 and 2000
{in thousands)

Cash flows from operating activities
Change in net assets
Adjustments to reconcile changes in net assets
to net cash provided by operating activities

Depreciation
Realized and unrealized loss (gain) on partnership interests
Loss on sale of non-income producing real estate
Gain on sale of income producing real estate
Realized and unrealized loss (gain) on securities
Actuarial loss (gain) on charitable remainder trusts
Decrease in notes and interest recefvable
Increase in cash value of life insurance
increase in contributions receivable and other assets
(Decrease) increase in accounts payable
Increase in other liabilities
(Decrease} increase in unexpended grants
(Decrease) increase in commitment payable
Increase in payable to affiliate

Net cash provided by operating activities

Cash flows from investing activities
Proceeds from sale of investments excluding securities
Purchase of investments exciuding securities
Purchase of securities, net
Purchase of capital assets

Net cash used in investing activities

Cash flows from financing activities
Proceeds from line of credit
Repayments of line of credit
Proceeds from bonds
Payment of bond issuance costs and discounts
Decrease (increase) in charitable remainder trust
Actuarial loss (gain) on charitable remainder trusts -
permanently restricted
Payments to life beneficiaries, net

Net cash provided by (used in} financing activities

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of yvear

Cash and cash equivalents, end of year

2001 2000
690 205,323
839 738

22,715 (154,612)
. 407

- (5,248)
13,746 (14,003)
2379 (925)
5,370 1,253
(187) 317
(22,453) {3,803)
3,014 (2,944)
1,611 .
(17,369) 1,316
144 B19)
2,093 3,804
12,592 30,270
86,760 74,244
(88,678) (66,079)
(100,475) (34,876)
(114) (254)
(100.507) (26,965)
48,467 -
. (1,659)
44,980 .
(640) -
(5.819) 609
619 (409)
(564) (497)
87,043 (1,956)
(872) 1,349
1,507 158
635 1,507

The accompanying notes are an integral part of these consolidated financial statements.
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GEORGIA TECH FOUNDATION, INC.
Notes to the Consolidated Financial Statements
Years Ended June 30, 2001 and 2000

1.

Summary of Significant Accounting Policies

Organization

The Georgia Tech Foundation, Inc. (the "Foundation”) was incorporated in the state of
Georgia in 1932 as a not-for-profit corporation. The purpese of the Foundation is to
promote higher .education in the state of Georgia, to raise and receive funds for the
support and enhancement of the Georgia Institute of Technology (the "Institute™) and to
aid the Institute in its development as a leading educational institution.

The Georgia Tech Foundation Reat Estate Holding Corporation ("GTFREHC"}, a wholly-
owned subsidiary of the Foundation, was formed in 1990 to hold title to real estate and
similar property donated to the Foundation. The financial statemenis of GTFREHC have
been consolidated with the financial statemenis of the Foundation. Al material
intercompany accounts and transactions have been eliminated.

The Georgia Tech Foundation Funding Corporation (“GTFFC™), a wholly-owned
subsidiary of the Foundation, was formed in 2000 to serve as the borrower of most debt.
The financiai statements of GTFFC have been consolidated with the financial statements
of the Foundation. All material intercompany accounts and transactions have been
eliminated.

New accounting pronouncements

During 2000, the Foundation elected early adoption of SFAS No. 136, Transfers of
Assefs to a Not-for-Profit Organization or Charitable Trust That Raises or Holds
Contributions for Others (“SFAS 136”). Adoption of SFAS 136 did not have a material
effect on the financial position or change in net assets of the Foundation as of and for
the year ended June 30, 2000.

During 2001, the Foundation adopted SFAS No. 133, Accounting for Derivative
Instruments and Hedging Transactions ("SFAS 133"). Adoption of SFAS 133 did not
have a material effect on the financial position or change in net assets of the Foundation
as of and for the year ended June 30, 2001.

Contributions received _

The Foundation records contributions consistent with Statement of Financial Accounting
Standards No. 116, "Accounting for Contributions Received and Contributions Made"
("SFAS 116"). SFAS 1186 requires contributions and unconditional promises o give to be
recognized as revenue in the period received at their fair value. Restricted contributions
or promises to give for which restrictions are met in the same accounting period as that in
which they are received are presented as unrestricted revenue. Contributions receivable
recorded at June 30, 2001 and 2000 were $29,052,551 and $10,444,446, respectively.
At June 30, 2001, contributions receivable due in less than one year, in one to five years
and' in more than five years were $13,797,620, $13,423,706 and $1,831,225,
respectively.




GEORGIA TECH FOUNDATION, INC.

Notes to the Consolidated Financial Statements
Years Ended June 30, 2001 and 2000

The financial statements do not include conditional pledges and bequests which have not
been recognized as revenue pursuant to SFAS116. These amounts totaled
$188,107,951 and $148,868,497 at June 30, 2001 and 2000, respectively. The amounts
pledged represent gross amounts and include bequests which are not payable until the
death of the donor.

Contributions made

SFAS 116 also requires contributions and unconditional promises to give to be
recognized as expenses in the period made at their fair values. The commitment
payable recorded at June 30, 2001 and 2000 is $11,193,958 and $11,050,235,
respectively, and represent amounts due under a guarantee to fund the debt cbligation of
Georgia Tech Facilities, Inc. {see Note 8). At June 30, 2001, the commitment payabie
due in less than one yéar, in one to five years and in more than five years is $383,958,
$920,000 and $9,890,000, respectively.

Cash and cash equivalents

The Foundation considers all highly liquid investments purchased with a maturity of three
months or less fo be cash equivalents, except for those short-term financial instruments
inciuded in the Foundation's investment accounts.

Life insurance ¢contracts

Life insurance contracts in force owned by the Foundation are recorded at their cash
surrender value. The face value of these contracts totaled approx1mate!y $17.539,000
and $16,292,000 at June 30, 2001 and 2000, respectively.

Depreciation
Depreciation is provided on a straight-line basis for depreciable income-producing real
estate and capital assets based on useful lives ranging from 3-40 years.

Fair value of financial instruments

Cash and cash equivalents, receivables, other assets, accounts payable and
unexpended grants are carried at amounts which reasonably approximate their fair value
due to the short-term nature of these instruments. Long-term contributions receivable
amounts are estimated by discounting future cash flows at market interest rates.

Investments

Investments consist of marketable securities, privately-held limited partnerships and real
estate. Investments are classified by the Foundation as either investment Pooi
Investments, or as Other Investments. The Investment Pool consists of contributed
investments and the reinvestment of those investments that are separately accounted for
on the Foundation’s records, but the investment activity has been combined for
investment purposes. Other Investments consist of assets that are less liquid in nature,
or have other reasons to be accounted for separately.




GEORGIA TECH FOUNDATION, INC.

Notes to the Consolidated Financial Statements
Years Ended June 30, 2001 and 2000

The Foundation accounts for its investment securities under the provisions of Statement
of Financial Accounting Standards No. 124, "Accounting for Certain Investments Held by
Not-for-Profit Organizations” {("SFAS 124"). SFAS 124 requires investments in equity
securities with readily determinable fair values and all investments in debt securities to be
reported at fair value with unrealized gains and losses included in the Statement of
Activities,

Donated gifts of securities are recorded based on estimated fair value at the date the
donation is received. Realized gains and losses on sales of securities represent the
difference between net proceeds received and the carrying value of the investments.

Interest and dividend income is presented net of investment fees which totaled
$1,357,787 and $1,599,334 for the years ended June 30, 2001 and 2000, respectively.
For the year ended June 30, 2001, $§781,471 in investment fees was allocated to the
unrestricted net asset class, and $576,316 were allocated to the temporarily restricted
net asset class. For the year ended June 30, 2000, $961,333 in investiment fees was
allocated to the unrestricted net asset class, and %638,001 was allocated to the
temporarily restricted net asset class. Pooled investment earnings and related expenses
are allocated quarterly among the classes based an the pro rata market value of each
class's current investment balance.

Investments in private parinership interests are accounted for under the equity method
using the most recent available financial information. The equity in income of partnership
interests is presented as realized and unrealized gain and loss based upon the estimated
fair value of each partnership as determined by the General Partner.

investments in real estate are stated at cost, net of accumulated depreciation.
Management periodically reviews its properties to determine if its carrying costs will be
recovered from future undiscounted operating cash flows. In cases where the
Foundation does not expect to recover its carrying costs, the Foundation will recognize
an impairment loss. No such loss was recognized during 2001 or 2000. The
Foundation’s investment in real estate consists of ownership of thirteen office and
residential structures with a total cost basis of approximately $16,546,000 and land with a
cost basis of $30,788,000,

Charitable remainder trusts

The Foundation has heen named the beneficiary of cash and property under charitable
remainder trust agreements. Under certain agreements, the Foundation has been
named trustee for the trusts. For trusts where the Foundation is the trustee, a liability has
been recorded at estimated present value for the life interest amount payable to the
beneficiary. The estimated present value of amounts due to beneficiaries is determined
by the Foundation using certain actuarial assumptions. At June 30, 2001 and 2000, the
Foundation recorded Jife interest liabiiities in the amounts of $4,617,829 and $3,844,982,
respectively. For trusts where the Foundation is not the trustee, the charitable remainder
trust agreements are recorded &t the estimated fair value of the trust’'s net assets.




GEORGIA TECH FOUNDATION, INC.

Notes to the Consolidated Financial Statements
Years Ended June 30, 2001 and 2000

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 and expenses during the reporting period. Actual results could
differ from those estimates.

2.  Investments in Securities

Investments in securities at June 30, 2001 and 2000 are summarized as follows (in

thousands):
June 30,
2001 2000
Money market funds 3 66,442 % 17,686
Bongds 112,609 106,023
Common stock 492 939 461 554
$ 671,890 3 585,263
Derivatives

The Foundation may enter into various collar arrangements from time to time to hedge
against market volatility of certain marketable equity securities. These arangements are
used to manage the Foundation's exposure to market risk. The Foundation does not use
these arrangements for frading or speculative purposes. These arangements are
recorded in the financial statements at market value, consistent with other investments of
the Foundation. Any changes in value of the arrangement are recorded in the Statement
of Activities and Changes in Net Assets.

During 2000 and 2001, the Foundation had entered into several collar arrangements with
three financial institutions. The counterparties to these arrangements are three financial
institutions of high credit quality; therefore, the risk of nonperformance by the
counterparties is considered to be negligible. The amangements are tied to certain
marketable securities in the form of puts and calls. The fair values of the collar
arrangements are estimated by obtaining quotes from an investment broker. At June 30,
2001 and 2000, the camrying value of these collar arrangements is $32,060,830 and
$(10,498,684), respectively.




GEORGIA TECH FOUNDATION, INC.

Notes to the Consolidated Financial Statements .
Years Ended June 30, 2001 and 2000

3. Investments in Partnership Interests

The Foundation has investments, as a limited partner, in 51 partnerships. Capital
contributions are committed to certain partnerships (see Note 9). The ownership
interests in these partnerships range from .07% to 9.98%. The Foundation accounts for
its investments in these partnerships under the equity method.

The balance of the investment in the Limited Partnerships is as follows (in thousands):

2001 2000
Balance, beginning of year $ 210901 § 73,264
Capital contributions 31,407 50,594
Distributions from partnership interests (72,927) {67,569)
Realized and unrealized gain (loss) on
partnership interests (22,715) 154,612
Balance, end of year 3 146666 $ 210,801

4, Notes and Interest Receivable

Notes and interest receivable at June 30, 2001 and 2000 are summarized as follows (in

thousands):
June 30,
2001 2000
Related party and other notes receivable $ 8614 $ 13,847
Interest receivable for securities 966 1,006
Total notes and interest receivable $ 9580 3 14,953
5. Debt

Bond issuance

During May 2001, the Foundation issued $44,980,000 Series 2001A Bonds. The Series
2001A Bonds were issued to provide funds to finance the costs of construction of the
Student Athletic Complex (SAC), a facility to be constructed on the Institute’s campus.




GEORGIA TECH FOUNDATION, INC.

Notes to the Consolidated Financial Statements
Years Ended June 30, 2001 and 2000

The following represents the applicable interest rates and mandatory principal
redemptions on the Series 2001A bonds until maturity on various dates through

November 2030,
Principal nterest
Fiscal Year ' Amount Rate
2002 5 - -
2003 760,000 4%
2004 790,000 4%
2005 825,000 4%
2006 860,000 4%
Thereafter 41,745,000 ranging from
4.25% t0 5.75%
$ 44,980,000
Line of Credit

The Foundation established a $50,000,000 line of credit in the name of the Georgia Tech
Foundation Funding Corporation. As of June 30, 2001, $48,467,233 has been drawn on
the line of credit. Interest is calculated using the thirty-day LIBOR rate plus .25%. The
fine of credit expires on June 30, 2002. :

The Foundation alse has available two other lines of credit for $20,000,000 and
$25,000,000. As of June 30, 2001, no amounts have been drawn on these credit
facilities. The lines of credit expire on August 29, 2001 and September 186, 2002,
respectively.

6. Net Assets Released from Restrictions

The Foundation reports gifts of cash and other assets as restricted support if they are
received with donor stipulations that limit the use of the donated assets. When a donor
restriction expires, that is, when a stipulated time restriction ends or purpose restriction is
accomplished, temporarily restricted net assets are reclassified to unrestricted net assets
and reported in the statement of activities as net assets released from restrictions.

The Foundation reports gifts of land, buildings, and equipment as unrestricted support
unless explicit donor stipulations specify how the donated assets must be used. Gifts of
long-lived assets with explicit restrictions that specify how the assets are to be used and
gifts of cash or other assets that must be used to acquire long-lived assets are reported
as restricted support. Absent explicit donor stipulations about how long those long-lived
assets must be maintained, the Foundation reports expirations of donor restrictions when
the acquired long-lived assets are placed in service.

10




GEORGIA TECH FOUNDATION, INC.

Notes to the Consolidated Financial Statements
Years Ended June 30, 2001 and 2000

Net assets were released from restrictions for the years ending June 30, 2001 and 2000
as follows (in thousands):

June 30,
2001 2000
Georgia institute of Technology 5 27503 3% 22,950
Alexander-Tharpe Fund, Inc. 585 614
Total net assets released from restrictions L3 28,088 % 23,564

Expenses by functional classification for the years ended June 30, 2001 and 2000 are as
follows (in thousands):

2001 2000
Program services

Georgia institute of Technology $ 45,185 § 32,920

Georgia Tech Alumni Association 3,830 3,832

Georgia Tech Facilities, Inc. 185 929

Alexander-Tharpe Fund, inc. 836 813

51,046 38,494

General and administrative 7277 5,128
interest expense : 728 333 -

Fund raising 5123 4. 564

Total expenses $ 64,174 § 48,519

7. Tax Status

The Foundation has received a ruling from the lntem'al Revenue Service that it is exempt
from federal income tax under Section 501(c)(3) of the Internai Revenue Cade.

8. Related Parties

Georgia Tech Facilities, Inc. ("Facilities™) is a separate corporation formed to oversee and
obtain financing for specified construction projects for the Institute. One member of the
Board of Directors of Facilities is also a trustee of the Foundation.

During 1998, the trustees of the Foundation agreed to guarantee, through a commitment
of support dated December 1, 1997, an $11,580,000 bond (“1997 A Bond") which was
issued by Facilities during fiscal year 1989 to 1) refinance the 1992 A and B Bonds on
the Bill Moore Student Success Center and the William C. Wardlaw Center, and 2) fund
the purchase of the Habersham Building from the Foundation. These 30 year bonds
mature September 1, 2027, require mandatory sinking fund principal payments until
maturity, and are guaranteed by the Foundation. At June 30, 2001 and 2000,

11




GEORGIA TECH FOUNDATION, INC.

Notes to the Consolidated Financial Statements
Years Ended June 30, 2001 and 2000

respectively, $11,015000 and $11,210,000 was outstanding on the 1997 A Bond.
Contributions made by the Foundation to Facilities during fiscal years 2001 and 2000 to
assist Faciliies in debt service requirements totaled $400,407 and $928.,610,
respectively.

During 2001 and 2000, the Foundation paid $35,212,867 and $25,347,067, respectively,
for costs incurred by the Institute for salaries, fringe benefits, travel and other general
expenses.

The Foundation maintains and invests certain investments for the Alexander-Tharpe
Fund, Inc. These investments, which can be reclaimed by this organization at any time,
amount tc $15,480,152 and $13,387,004 at June 30, 2001 and 2000, respectively, and
are recorded as a payable to affiliate in the Statement of Financiai Position.

The Foundation leased land on the campus of Georgia Tech from the Board of Regents
of the University System of Georgia ("Board of Regents") under a ground lease on which
the Student Athletic Complex (the "Complex") is located. The lease was signed in
February 2001 and has a term of one year renewable on a year by year basis at a
nominai rental cost. Use of the land reverts back o the Board of Regents at the end of
the term.

In February 2001, the Foundation entered into a leasing arrangement with the Board of
Regents whereby the Board of Regents agreed to lease the Complex for one year for the
use and benefit of Georgia Tech, The lease is renewable on a year by year basis at the
option of either party. Under the lease arrangement, lease payments are not to exceed
$4,000,000. As of June 30, 2001, Georgia Tech has paid $1,500,000 in lease payments
to the Foundation. '

On Aprit 30, 2001, the Foundation agreed to guarantee the Georgia Advanced
Technology Ventures (GATV) lease for five years. As collateral for the GATV lease, the
Foundation invested $4,800,000 in a certificate of deposit. Interest eamed on the
account will accrue to the Foundation.

9. Commitments and Contingencies

On October 13, 1988, the Foundation established a Faculty Mortgage Program in which
the Foundation guarantees the amounts of mortgage loans to eligible faculty in excess of
80% of the lesser of the purchase price or the appraised value of the property 1o be
purchased, up to a maximum of 95%. The total amount guaranteed under this program
was approximately $896,000 as of June 30, 2001 and 2000. The Foundation will
guarantee qualifying loans up to an aggregate total of $1,500,000.

On June 4, 1992, the Foundation established a Campus Housing Loan Guarantee
Program in which the Foundation guarantees the amounts of loans to eligible owners of
-qualifying campus residential housing up to a maximum of $400,000. The Foundation
will guarantee qualifying loans up to an aggregate total of $5,000,000. At June 30, 2001

12




GEORGIA TECH FOUNDATION, INC.

Notes to the Consolidated Financial Statements
Years Ended June 30, 2001 and 2000

and 2000, the total lcans guaranteed under this program was $1,822,865 and
$1,970,833, respectively.

The Foundation has invested in certain partnerships that call for future capital
contributions in accordance with the related agreements. Capital contributions committed
to the partnerships by the Foundation at June 30, 2001 and 2000 totaled $111,991,699
and $85,084,086, respectively.

On December 4, 1998, the Board of Trustees of the Foundation authorized the intemal
designation of up to $15,000,000 of unrestricted funds for advanced funding of endowed
chairs. As of June 30, 2001, $12,184,342 was internally designated.

On June 4, 1999, the Foundation advanced $15 million for the construction of the
Environmental Science and Technolegy Building, a facility to be constructed on the
Institute's campus for a total of $58 million. This commitment was made with the
understanding that the entire amount would be repaid within 5 years of the date the
funds were advanced. As of June 30, 2001, $6,819,824 has been repaid. Amounts due
in less than one year and in one {o three years at June 30, 2001, were $2,716,500 and
$5,463,676, respectively.

On December 8, 2000, the Foundation committed $6,600,000 to fund Fifth Street
development costs. As of June 30, 2001, $3,240,000 has been expended. The
Foundation is evaluating the issuance of bonds to provide funds to finance the costs of
construction of the Fifth Street Project.
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