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To the Board of Directors Ellsworth, ME

The MacDowell Colony, Inc.

We have audited the accompanying consolidated financial statements of The
MacDowell Colony, Inc., which comprise the consolidated statement of financial posi-
tion as of December 31, 2016, and the related consolidated statements of activities
and cash flows for the year 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 con-
solidated 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.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial state-
ments based on our audit. We conducted our audit 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 auditors’ 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 the internal control relevant
to the entity’s preparation and fair presentation of the consolidated financial state-
ments 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 opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly,
in all material respects, the financial position of The MacDowell Colony, Inc. as of
December 31, 2016, and the changes in its net assets and its cash flows for the year
then ended in accordance with accounting principles generally accepted in the United
States of America.

Report on Summarized Comparative Information

We have previously audited The MacDowell Colony, Inc.’s December 31, 2015 con-
solidated financial statements (for the nine months then ended), and we expressed
an unmodified audit opinion on those audited consolidated financial statements in
our report dated July 20, 2016. In our opinion, the summarized comparative infor-
mation presented herein as of and for the nine months ended December 31, 2015 is
consistent, in all material respects, with the audited consolidated financial state-
ments from which it has been derived.

Other Matters

Other Information

Our audit was conducted for the purpose of forming an opinion on the consolidated
financial statements as a whole. The supplementary information appearing on pages
21 and 22 is presented for purposes of additional analysis and is not a required part
of the consolidated financial statements. Such information is the responsibility of man-
agement and was derived from and relates directly to the underlying accounting and
other records used to prepare the consolidated financial statements. The information
has been subjected to the auditing procedures applied in the audit of the consoli-
dated 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.

May 12, 2017



ASSETS

Current Assets:

Cash and cash equivalents
Contributions receivable in less than one year
Other current assets

Total Current Assets
Contributions receivable in more than one year

Investments in marketable and

other securities

Property and equipment, net

Total Assets

LIABILITIES AND NET ASSETS

THE MACDOWELL COLONY, INC.

December 31, 2016
(With Comparative Totals as of December 31, 2015)

Current Liabilities:
Accounts payable
Accrued liabilities
Current portion of mortgage payable

Total Current Liabilities
Mortgage payable, net of current portion
Total Liabilities

Net Assets:
Unrestricted

Temporarily restricted
Permanently restricted:
Income restricted

Income unrestricted

Total Net Assets
Total Liabilities and Net Assets

The accompanying notes are an integral part of these financial statements.

Consolidated Statement of Financial Position

Unrestricted
Board Total Temporarily Permanently

Operating Designated Unrestricted Restricted Restricted 016 2015
$ 696,904 $ - $ 696,904 $ - $ - $ 696,904 $ 699,923
21,860 - 21,860 42,500 - 64,360 1,118,900
150,401 - 150,401 - 150,000 300,401 275,811
869,165 - 869,165 42,500 150,000 1,061,665 2,094,634
- - - 105,000 - 105,000 147,500
11,205,726 1,603,442 12,809,168 7,607,130 10,740,681 31,156,979 30,879,776
10,883,559 - 10,883,559 - - 10,883,559 6,142,263
$ 22,958,450 $ 1,603,442 $ 24,561,892 $ 7,754,630 $ 10,890,681 $ 43,207,203 $ 39,264,173
$ 83,570 $ - $ 83,570 $ - $ - $ 83,570 $ 85,081
77,644 - 77,644 - - 77,644 60,500

64,544 - 64,544 - - 64,544 -
225,758 - 225,758 - - 225,758 145,581

2,485,456 - 2,485,456 - - 2,485,456 -
2,711,214 - 2,711,214 - - 2,711,214 145,581
20,247,236 1,603,442 21,850,678 - - 21,850,678 19,413,949
- - - 7,754,630 - 7,754,630 8,832,814
- - - - 6,990,587 6,990,587 6,971,735
- - - - 3,900,094 3,900,094 3,900,094
20,247,236 1,603,442 21,850,678 7,754,630 10,890,681 40,495,989 39,118,592
$ 22,958,450 $ 1,603,442 $ 24,561,892 $ 7,754,630 $ 10,890,681 $ 43,207,203 $ 39,264,173




Support and revenue:

Contributions:

Individuals

Foundations

Corporations

Bequests

Government grants
Events:

National benefit

Medal Day

Other special events
Other income:

Application fees

Other

New High Street - income

Interest income
Net assets released from restrictions

Total support and revenue

Expenses:
Colony operations
Administrative
Fund raising
Total expenses
Change in net assets before net investment return

Return on investments:
Unrealized gain (loss) on investments
Realized gains on investment transactions
Interest and dividends

Total return on investments

Reclassification of investment return:
From board designated - property, plant, and equipment expenditures
From restricted revenue - temporarily restricted net assets
From income unrestricted - permanently restricted net assets
From income restricted - permanently restricted net assets

Total reclassification of investment return
Net investment return

Change in net assets

Net assets, beginning of year

Net assets, end of year

The accompanying notes are an integral part of these financial statements.

THE MACDOWELL COLONY, INC.

Consolidated Statement of Activities
For the Year Ended December 31, 2016
(With Comparative Totals for the Nine Months Ended December 31, 2015)

Twelve Nine

Unrestricted Months Months

Board Total Temporarily Permanently Ended Ended
Operating Designated Unrestricted Restricted Restricted 12/31/2016 12/31/2015
$ 423,831 $ - $ 423,831 $ 457,461 $ 18,814 $ 900,106 $ 3,101,546
235,814 - 235,814 197,285 - 433,099 292,095
43,234 - 43,234 5,000 - 48,234 15,000
388,723 - 388,723 - 38 388,761 246,310
35,000 - 35,000 - - 35,000 40,000
529,294 - 529,294 - - 529,294 315,175
72,881 - 72,881 - - 72,881 45,565
50,308 - 50,308 - - 50,308 90,800
48,555 - 48,555 - - 48,555 26,164
21,955 - 21,955 - - 21,955 24,030
28,405 - 28,405 - - 28,405 19,001
270 - 270 - - 270 228

3,131,443 - 3,131,443 (3,131,443) - - -

5,009,713 - 5,009,713 (2,471,697) 18,852 2,556,868 4,215,914
2,497,603 - 2,497,603 - - 2,497,603 1,818,206
1,008,799 - 1,008,799 - - 1,008,799 719,806
941,562 - 941,562 - - 941,562 763,277
4,447,964 - 4,447,964 - - 4,447,964 3,301,289
561,749 - 561,749 (2,471,697) 18,852 (1,891,096) 914,625
676,648 100,489 777,137 562,845 714,733 2,054,715 (2,882,671)
139,479 20,295 159,774 110,357 136,182 406,313 768,682
271,762 40,365 312,127 223,458 271,880 807,465 601,949
1,087,889 161,149 1,249,038 896,660 1,122,795 3,268,493 (1,512,040)

80,151 (80,151) - - - - R

217,903 - 217,903 (217,903) - - -

408,039 - 408,039 - (408,039) - -

R . - 714,756 (714,756) - ~
706,093 (80,151) 625,942 496,853 (1,122,795) - -
1,793,982 80,998 1,874,980 1,393,513 - 3,268,493 (1,512,040)
2,355,731 80,998 2,436,729 (1,078,184) 18,852 1,377,397 (597,415)
17,891,505 1,522,444 19,413,949 8,832,814 10,871,829 39,118,592 39,716,007

$ 20,247,236 $ 1,603,442 $ 21,850,678 $ 7,754,630 $ 10,890,681 $ 40,495,989 $ 39,118,592




THE MACDOWELL COLONY, INC.

Consolidated Statement of Cash Flows
For the Year Ended December 31, 2016
(With Comparative Totals For the Nine Months Ended December 31, 2015)

Twelve
Months
Ended
12/31/2016
Cash Flows From Operating Activities:

Change in net assets $ 1,377,397

Adjustments to reconcile change in net assets to

net cash provided by operating activities:

Depreciation 393,973
Net unrealized (gain) loss on investments (2,054,715)
Net realized (gain) loss on investments (406,313)
Restricted contributions (18,852)
Decrease (Increase) In:

Contributions receivable 1,097,040

Other current assets (24,590)
(Decrease) Increase In:

Accounts payable (1,511)

Accrued liabilities 17,144

Deferred revenue -
Net Cash Provided By Operating Activities 379,573

Cash Flows From Investing Activities:

Purchase of investments (2,725,272)
Proceeds from sales of investments 4,909,098
Purchases of property and equipment (2,585,270)
Net Cash Used By Investing Activities (401,444)
Cash Flows From Financing Activities:
Proceeds from restricted contributions 18,852
Net Cash Provided By Financing Activities 18,852
Net Change in Cash and Cash Equivalents (3,019)
Cash and Cash Equivalents, Beginning of Year 699,923
Cash and Cash Equivalents, End of Year $ 696,904

SUPPLEMENTAL INFORMATION:
Noncash financing - property acquired through mortgage $ 2,550,000

The accompanying notes are an integral part of these financial statements.

Nine Months
Ended
12/31/2015

$  (597,415)
301,675
2,882,671
(768,682)
(488,249)

(1,068,690)
15,965

31,959
(23,810)

(40,000)

245,424

(2,309,551)
2,564,396

(656,742)

(401,897)

488,249
488,249
331,776

368,147

$ 699,923



THE MACDOWELL COLONY, INC.

Notes to Consolidated Financial Statements
For the Year Ended December 31, 2016

Organization

The MacDowell Colony, Inc.’s (the Colony) mission is to promote the arts of
music, literature, drama, architecture, painting, sculpture, and other fine arts.
The Colony supports the creation of new works of art by providing residencies
of up to 2 months to approximately 300 creative individuals of the highest talent
selected from the widest possible range of perspective and demographics.
Consisting primarily of 32 separate studios and 13 support buildings sited
amidst woods and fields on a 450-acre property in Peterborough, New Hamp-
shire, the Colony offers artists in residence uninterrupted time and seclusion
in a stimulating community of other artists, hoping thereby to enhance the
process of artistic creativity. Through education and community benefit pro-
grams, publications, presentations and other activities, The MacDowell Colony,
Inc. increases understanding and appreciation of the arts and its value to the
public.

Significant Accounting Policies

Principles of Consolidation

During fiscal year 2012, the Colony formed New High Street, LLC, a New
Hampshire Limited Liability Company, for the sole purpose of acquiring cer-
tain real estate located adjacent to its facility (see Note 15). The Colony is the
sole member of New High Street, LLC.

The accompanying consolidated financial statements include the accounts of
MacDowell Colony, Inc. and its wholly owned limited liability company, New
High Street, LLC. All material inter-company transactions have been eliminated.

Comparative Financial Information

The accompanying consolidated financial statements include certain prior-
year summarized comparative information in total, but not by net asset class.
Such information does not include sufficient detail to constitute a presentation
in conformity with Accounting Principles Generally Accepted in the United States
of America (GAAP). Accordingly, such information should be read in con-
junction with the audited consolidated financial statements for the nine
months ended December 31, 2015, from which the summarized information
was derived.



Cash and Cash Equivalents

All cash and highly liquid financial instruments with original maturities of three
months or less, and which are neither held for nor restricted by donors for
long-term purposes, are considered to be cash and cash equivalents.

Contributions Receivable

Contributions receivable are unconditional contributions that are recognized
as contributions when the promise is received. Contributions receivable that
are expected to be collected in less than one year are reported at net
realizable value. Contributions receivable that are expected to be collected in
more than one year are recorded at fair value at the date of promise. Fair
value is computed using a present value technique applied to anticipated
cash flows. Amortization of the resulting discount is recognized as additional
contribution revenue. The allowance for uncollectible contributions receivable
is determined based on management’s evaluation of the collectability of indi-
vidual promises. No allowance has been recorded, as management believes
all contributions receivable to be fully collectible.

Investments

The Colony records its investments and gifts of investments at their fair mar-
ket values based on quoted market prices.

The Colony utilizes a pooled-investment-fund basis of managing its invest-
ments. Unless otherwise restricted by the donor, investment income and real-
ized and unrealized gains and losses are reported as increases or decreases
in unrestricted net assets. Investment gains, losses, and income are allocated
to donor-restricted funds based on their proportionate share of the pooled
investments. Investment losses on donor-restricted assets will not reduce the
value of said assets below the historical value of the original gift. Any excess
loss will reduce temporarily restricted net assets to the extent that donor-
imposed restrictions on net appreciation of the fund have not been met before
the loss occurs. Any remaining loss will reduce unrestricted net assets.

Property and Equipment

Property and equipment is reported in the Consolidated Statement of
Financial Position at cost, if purchased, and at fair value at the date of
donation, if donated. Donated property for which an objective basis is not
available to measure that value at the time of the gift is not reflected in the
consolidated financial statements. Almost all of the Colony’s land and much of
its property are thus accorded no value in these consolidated financial state-
ments. Major additions and improvements are capitalized, while ordinary
maintenance and repairs are charged to expense. The cost and accumulated
depreciation of assets sold or retired are removed from the accounts, with any



resulting gain or loss reflected in the Consolidated Statement of Activities.
Depreciation is computed on the straight-line method over the estimated useful
lives of the assets, ranging from 3 through 40 years. The Colony regularly
reviews its property and equipment to determine that the carrying values have
not been impaired. No impairment losses were recognized in the consolidated
financial statements in the current period. Assets not in service are not
depreciated.

Net Assets

Net assets, revenues, gains, and losses are classified based on the existence
or absence of donor-imposed restrictions. Accordingly, net assets and changes
therein are classified and reported as follows:

e Unrestricted Net Assets are expended when and as authorized by the
Board of Directors (the “Board”).

e Temporarily Restricted Net Assets consist of donated funds which
may be expended upon the satisfaction of donor-imposed restrictions.

e Permanently Restricted - Income Restricted Net Assets consist of
donated funds for which the donor has stipulated that the principal be
maintained in perpetuity. The investment gains, losses, and income
from these investments are reclassified to temporarily restricted net
assets to fund certain activities of the Colony upon the satisfaction of
donor-imposed restrictions.

e Permanently Restricted - Income Unrestricted Net Assets consist of
donated funds for which the donor has stipulated that the principal is to
be maintained in perpetuity. The investment gains, losses and income
from these investments are reclassified to unrestricted net assets to
fund Colony operations.

Revenue and Revenue Recognition

Revenue is recognized when earned. Program service fees and payments
under cost-reimbursable contracts received in advance are deferred to the
applicable period in which the related services are performed or expenditures
are incurred, respectively.

Accounting for Contributions

Contributions are recognized when received. All contributions are reported as
increases in unrestricted net assets unless use of the contributed assets is
specifically restricted by the donor. Amounts received that are restricted by
the donor to use in future periods or for specific purposes are reported as
increases in either temporarily restricted or permanently restricted net assets,



consistent with the nature of the restriction. Unconditional promises with
payments due in future years have an implied restriction to be used in the
year the payment is due and, therefore, are reported as temporarily restricted
until the payment is due unless the contribution is clearly intended to support
activities of the current year or is received with permanent restrictions. Condi-
tional promises, such as matching grants, are not recognized until they become
unconditional, that is, until all conditions on which they depend are substan-
tially met.

Gifts-in-Kind Contributions

The Colony periodically receives contributions in a form other than cash or
investments. Contributed property and equipment is recognized as an asset
at its estimated fair value at the date of gift, provided that the value of the
asset and its estimated useful life meets the Colony’s capitalization policy.
Donated supplies are recorded as contributions at the date of gift and as
expenses when the donated items are placed into service or distributed.

The Colony benefits from personal services provided by a substantial number
of volunteers. Those volunteers have donated significant amounts of time and
services in the Colony’s program operations and in its fund raising cam-
paigns. However, the majority of the contributed services do not meet the
criteria for recognition in financial statements. Generally Accepted Accounting
Principles allow recognition of contributed services only if (a) the services
create or enhance nonfinancial assets or (b) the services would have been
purchased if not provided by contribution, require specialized skills, and are
provided by individuals possessing those skills. Donated legal services with
an estimated fair value of $43,234 met those criteria and are included in the
Statement of Activities.

Grant Revenue

Grant revenue is recognized when the qualifying costs are incurred for cost
reimbursement grants or contracts or when a unit of service is provided for
performance grants. Grant revenue is subject to review by grantor agencies.
The review could result in the disallowance of expenditures under the terms
of the grant or reductions of future grant funds. Based on prior experience,
the Colony’s management believes that costs ultimately disallowed, if any,
would not materially affect the financial position of the Colony.

Income Taxes

The MacDowell Colony, Inc. is exempt from federal income tax under Section
501(a) of the Internal Revenue Code as an organization described in Section
501(c)(3). The Colony has also been classified as an entity that is not a
private foundation within the meaning of Section 509(a) and qualifies for deduct-
ible contributions.



The Colony follows FASB ASC 740-10, Accounting for Uncertainty in Income
Taxes, which clarifies the accounting for uncertainty in income taxes and
prescribes a recognition threshold and measurement attribute for financial
statement recognition and measurement of tax positions taken or expected
to be taken in a tax return. FASB ASC 740-10 did not have a material impact
on the Colony’s consolidated financial statements.

The Colony’s Federal Form 990 (Return of Organization Exempt From Income
Tax) are subject to examination by the IRS, generally for three years after
filing.

The Colony recognizes interest related to unrecognized tax benefits in inter-
est expense and penalties that are included within reported expenses. During
the year ended December 31, 2016, the Colony had no interest or penalties
accrued related to unrecognized tax benefits.

Change in Net Assets Before Net Investment Return

The Colony reports as the change in net assets before net investment return
all Colony operations, administrative, and fund raising activity, excluding invest-
ment return and the reclassification of the investment return based on donor
restrictions.

Estimates

The preparation of financial statements in conformity with Generally Accepted
Accounting Principles requires estimates and assumptions that affect the
reported amounts of assets and liabilities at the date of the financial state-
ments and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates, and those
differences could be material.

Financial Instruments and Credit Risk

Deposit concentration risk is managed by placing cash and money market
accounts with financial institutions believed to be creditworthy. At times,
amounts on deposit may exceed insured limits or include uninsured invest-
ments in money market mutual funds. To date, no losses have been experi-
enced in any of these accounts. Credit risk associated with contributions
receivable is considered to be limited due to high historical collection rates
and because substantial portions of the outstanding amounts are due from
Board members and foundations supportive of the Colony’s mission. Invest-
ments are made by diversified investment managers whose performance is
monitored by the Investment Committee of the Board of Directors. Although
the fair values of investments are subject to fluctuation on a year-to-year
basis, the Investment Committee believes that the investment policies and
guidelines are prudent for the long-term welfare of the Colony.
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Fair Value Measurements and Disclosures

The Colony reports its fair value measurements using a three-level hierarchy
that prioritizes the inputs used to measure fair value. This hierarchy, estab-
lished by GAAP, requires that entities maximize the use of observable inputs
and minimize the use of unobservable inputs when measuring fair value. The
three levels of inputs used to measure fair value are as follows:

e Level 1. Quoted prices for identical assets or liabilities in active mar-
kets of which the Colony has access at the measurement date.

e Level 2. Inputs other than quoted prices included in Level 1 that are
observable for the asset or liability, either directly or indirectly. Level 2
inputs include:

— quoted prices for similar assets or liabilities in active markets;

— quoted prices for identical or similar assets in markets that are
not active;

— observable inputs other than quoted prices for the asset or lia-
bility (for example, interest rates and yield curves); and

— inputs derived principally from, or corroborated by, observable
market data by correlation or by other means.

e Level 3. Unobservable inputs for the asset or liability. Unobservable
inputs should be used to measure the fair value to the extent that
observable inputs are not available.

When available, the Colony measures fair value using Level 1 inputs because
they generally provide the most reliable evidence of fair value. However,
Level 2 inputs are not available for many of the assets and liabilities that the
Colony is required to measure at fair value (for example, unconditional prom-
ises to give and in-kind contributions).

The primary uses of fair value measures in the Colony’s financial statements
are:

¢ initial measurement of noncash gifts, including gifts of investment assets
and unconditional promises to give (Note 3).

e recurring measurement of investments (Note 5).

e recurring measurement of mortgage payable (Note 7).

11



3. Contributions Receivable

Unconditional contributions receivable are estimated to be collected as follows
at December 31, 2016 and 2015:

2016 2015
Receivable in less than one year $ 64,360 $ 1,118,900
Receivable in one to five years 105,000 147,500
Total $ 169,360 $ 1,266,400

4, Conditional Pledges

The MacDowell Colony, Inc. established a planned giving program to
acknowledge donors who have indicated they have included the Colony in
their estate plans. Conditional pledges not recorded in the consolidated finan-
cial statements consist of bequests and gifts of life insurance proceeds.

5. Investments in Marketable and Other Securities

Investments consist of the following at December 31, 2016 and 2015:

2016
Fair
Investment Type Cost Value Level 1 Level 2
Mutual funds:
Stock funds, domestic $ 8173040 $ 13,509,087 $ 13,509,087 $ -
Stock funds, international 2,508,438 2,335,703 2,335,703 -
Short-term bond fund 121,228 115,820 115,820 -
Money market funds 3,918,751 3,444,356 - 3,444,356
Common stock 9,187,953 11,683,472 11,683,472 -
Federated U.S. treasury cash 68,541 68,541 - 68,541
Total $ 23977951 $§ 31,156,979 $§ 27,644,082 $ 3,512,897
2015
Fair
Investment Type Cost Value Level 1 Level 2
Mutual funds:
Stock funds, domestic $ 8596624 $ 12,330,796 $ 12,330,796 $ -
Stock funds, international 2,637,114 2,426,341 2,426,341 -
Short-term bond fund 1,121,446 1,105,676 1,105,676 -
Money market funds 4,838,049 4,524,545 - 4,524,545
Common stock 7,851,895 9,761,816 9,761,816 -
Federated U.S. treasury cash 730,602 730,602 - 730,602
Total $ 25775730 $ 30,879,776 $ 25624629 $ 5255147

12



6.

Property, Equipment, and Depreciation

A summary of the major components of property and equipment is presented
below:

2016 2015
Land improvements $ 1,022,019 $ 1,012,369
Land 104,996 104,996
Building and building improvements 8,905,198 8,568,942
Equipment 552,846 552,846
Investment in a cooperative
apartment building corporation* 289,714 289,714

Vehicles 246,628 246,628
Assets not being depreciated 222,956 222,956
Construction in progress 5,609,141 819,778

Subtotal 16,953,498 11,818,229

Less: accumulated depreciation (6,069,939) (5,675,966)

Total $ 10,883,559 $ 6,142,263

*The investment in a cooperative apartment building corporation includes
188 shares of common stock of 165 East 815t Street Corporation at cost, plus
the costs of renovating the Colony’s office, which is located in this building.
Under the terms of a proprietary lease assumed by the Colony (as lessee),
165 East 815t Street Corporation (the “lessor”) has a lien on these shares as
collateral for shared maintenance and other amounts payable as specified in
the lease.

Depreciation expense totaled $393,973 and $301,675 for the year ended

December 31, 2016 and the nine months ended December 31, 2015,
respectively.

Mortgage Payable

In 2016, the Colony purchased a second floor unit in the Artist's Condomin-
ium building, located at 521 West 23 Street, New York, NY for the purchase
price of $5.1 million. The Colony financed the building through a 25 year,
$2,550,000 mortgage with First Republic Bank. Interest will accrue at an initial
rate of 3.500% until January 1, 2017 and then will accrue at 3.625%. Principal
and interest will be payable monthly in arrears, in equal monthly installments
during the term of the loan based on an amortization of 25 years, with a loan
maturity of 10 years. The Colony may repay the loan in whole or in part after
the fourth anniversary of the loan without penalty. The mortgage is secured
by the real and personal property located at 521 West 23" Street, New York,
NY.

13



The following is a summary of future payments on the mortgage payabile:

Year Principal Interest Total
2017 $ 64,544 $ 89,479 $ 154,023
2018 66,872 87,150 154,022
2019 69,285 84,737 154,022
2020 71,785 82,237 154,022
2021 74,376 79,647 154,023
Thereafter 2,203,138 877,305 3,080,443
Total $ 2,550,000 $ 1,300,555 $ 3,850,555

This mortgage is also subject to certain annual financial covenants. Minimum
unrestricted liquid assets of $7 million and a loan-to-value ratio of 50% or less
is required.

The fair value of mortgage payable has been determined by discounting the
future cash flows using current market interest rates for similar financial
instruments of the same duration. The fair value for mortgage payable does
not purport to represent the amounts at which the debt obligation would be
settled.

Line of Credit

In 2015, the Colony obtained a $5 million revolving line of credit with Boston
Private Bank. Proceeds for any drawdown from the line of credit were used to
fund the purchase and improvement of 521 West 23 Street, New York, NY.
Drawdown from the line of credit is due on demand. In addition, accrued
interest on the unpaid drawn down principal amount is payable monthly
commencing one month after any drawdown from the line of credit. Interest
on any outstanding principal will accrue at an annual rate equal to the three
month LIBOR annual rate plus 1.75%. The line of credit will be collateralized
by securities held by the lender in the borrower’s investment account. The
Colony expects to repay the principal amount of the drawdown from the pro-
ceeds of the sale of the office condominium currently owned by the Colony. At
December 31, 2016, the entire amount of the line was available.

14



Net Assets

Unrestricted net assets are classified as follows:

2016
Colony operations $ 20,247,236
Board designated - Building and
Equipment Reserve Fund 1,603,442
Total unrestricted net assets $ 21,850,678

2015
$ 17,891,505

1,522,444
$ 19,413,949

Temporarily restricted net assets are available for the following purposes:

2016 2015
Fellowships at the Colony $ 5,160,294 $ 4,537,810
Travel to/from the Colony 1,265,410 1,110,791
Maintenance of the Colony 841,923 731,320
Campaign and other time restricted gifts 254,872 297,924
Colony renovations and operations 232,131 2,154,969
Total temporarily restricted net assets $ 7,754,630 $ 8,832,814
Permanently restricted net assets are comprised of:
2016 2015
Income restricted - investment in
perpetuity, the income from which
is expendable to support:
Fellowships at the Colony $ 5,706,462 $ 5,687,610
Travel to/from the Colony 750,000 750,000
Maintenance of the Colony 534,125 534,125
Total income restricted 6,990,587 6,971,735
Income unrestricted - investment in
perpetuity, the income from which is
expendable to support any activities
of the Colony 3,900,094 3,900,094
Total permanently restricted
net assets $ 10,890,681 $ 10,871,829
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10.

1.

Operating Fund

The operations for the year are covered by 1) annual contributions and income
from the current year and contributions from prior years that have been released
from restrictions as reflected in the Consolidated Statement of Activities under
Support and Revenue, and 2) transfers of net investment return on endow-
ment. Operating budgets are projected using the guideline of spending a
maximum of 5% from our investment pool (more specifically, the average of
the 12 preceding quarters of all net investments) to cover deficits between
operating income and expenses in a given fiscal year. To the extent the
Colony’s operating deficit exceeds the 5% level, the Board can designate an
additional draw from unrestricted funds. Additionally, the Board oversees
capital expenses to make improvements to the plant, and these are covered
by the Board Designated Building and Equipment Reserve Fund or special
gifts designated for this purpose.

Endowment Funds

The Colony’s endowment consists of various individual funds established for
a variety of purposes. Its endowment includes both donor-restricted funds and
funds designated by the Board of Directors to function as endowments. As
required by Generally Accepted Accounting Principles, net assets associated
with endowment funds, including funds designated by the Board of Directors
to function as endowments, are classified and reported based on the exist-
ence or absence of donor-imposed restrictions.

Board-designated Endowment

As of December 31, 2016, the Board of Directors had designated $1,603,442
of unrestricted net assets as a general endowment fund to support the mis-
sion of the Colony. Since that amount resulted from an internal designation and
is not donor-restricted, it is classified and reported as unrestricted net assets.

Composition of and changes in Board-designated endowment net assets for
the year ended December 31, 2016 were as follows:

Board-designated endowment net assets, beginning of year $ 1,522,444

Investment gains/(losses) 161,149
Amounts appropriated for expenditure (80,151)
Board-designated endowment net assets, end of year $ 1,603,442
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Donor-designated Endowments

The Board of Directors of the Colony has interpreted the Uniform Prudent
Management of Institutional Funds Act (UPMIFA) as requiring the preserva-
tion 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 Colony classifies 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 endow-
ment, and (c) accumulations to the permanent endowment made in accord-
ance 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 Colony in a manner consistent with
the standard of prudence prescribed by UPMIFA. In accordance with
UPMIFA, the Colony considers the following factors in making a determination
to appropriate or accumulate donor-restricted endowment funds: (1) the duration
and preservation of the various funds, (2) the purposes of the donor-restricted
endowment funds, (3) general economic conditions, (4) the possible effect of
inflation and deflation, (5) the expected total return from income and the appre-
ciation of investments, (6) other resources of the Colony, and (7) the Colony’s
investment policies.

Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor-
restricted endowment funds may fall below the level that the donor or
UPMIFA requires the Colony to retain as a fund of perpetual duration. In
accordance with generally accepted accounting principles, deficiencies of this
nature are required to be restored from either temporarily restricted or
unrestricted net assets, depending on donor stipulations. These deficiencies
result from unfavorable market fluctuations that occur causing the original
donor restricted contribution, plus accumulated investment earnings that, in
accordance with donor stipulations, are required to be added to the original
contribution, to fall below the accumulated balances. Donor stipulations for
permanently restricted-income restricted funds require the reclassification of
realized and unrealized earnings to temporarily restricted net assets. Based
on donor stipulations, there are no temporarily or permanently restricted funds
in deficit.

Investment Policy
The Colony’s Board of Directors has adopted investment and spending poli-
cies for endowment assets that attempt to provide a predictable stream of

funding to programs supported by its endowment funds while also maintaining
the purchasing power of those endowment assets over the long-term. Accord-
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ingly, the investment process seeks to achieve an after-cost total real rate of
return, including investment income as well as capital appreciation, which
exceeds the annual distribution with acceptable levels of risk. Endowment
assets are invested in a well-diversified asset mix, which includes equity and
debt securities, that is intended to result in a consistent inflation-protected
rate of return that has sufficient liquidity to make an annual distribution of 5%,
while growing the funds if possible. Therefore, the Colony expects its endow-
ment assets, over time, to produce an average rate of return of approximately
7% annually. Actual returns in any given year may vary from this amount.
Investment risk is measured in terms of the total endowment fund; investment
assets and allocation between asset classes and strategies are managed to
not expose the fund to unacceptable levels of risk.

Spending Policy

The Colony has a policy of appropriating for distribution each year 5% of its
investment assets’ average fair value of the prior 12 quarters through the cal-
endar year-end preceding the fiscal year in which the distribution is planned.
In establishing this policy, the Colony considered the long-term expected
return on its investment assets, the nature and duration of the individual
endowment funds, many of which must be maintained in perpetuity because
of donor-restrictions, and the possible effects of inflation. The Colony expects
to preserve the corpus of the endowment and allow for growth sufficient
enough to support the Colony’s annual spending policy. This is consistent
with the Colony’s objective to maintain the purchasing power of the endow-
ment assets, as well as to provide additional real growth through new gifts
and investment return.

Endowment net asset composition by type of fund as of December 31, 2016
is as follows:

Total Net
Board Temporarily Permanently Endowment
Unrestricted Designated Restricted Restricted Assets
Donor-restricted endowment funds $ - $ - $ 7607130 $ 10,740,681 $ 18,347,811
Board-designated endowment funds - 1,603,442 - - 1,603,442
Unrestricted endowment funds 11,205,726 - - - 11,205,726
Total funds $ 11205726 $ 1,603442 $ 7607130 $ 10,740,681 $ 31,156,979

18



12.

13.

Changes in endowment net assets as of December 31, 2016 are as follows:

Total Net
Board Temporarily Permanently Endowment
Unrestricted Designated Restricted Restricted Assets
Endowment net assets, beginning
of year $ 11,011,539 $§ 1522444 § 7623964 $ 10,721,829 $ 30,879,776
Investment income 411,241 60,660 333,815 408,062 1,213,778
Unrealized gains/losses 676,648 100,489 562,845 714,733 2,054,715
Investment fees (75,093) - - (75,093)
Net investment earnings 1,012,796 161,149 896,660 1,122,795 3,193,400
Reclassification of investment return 706,093 (80,151) 496,853 (1,122,795) -
Cash basis support and revenue 500,759 1,416,841 18,852 1,936,452
Investment transfer used in operations:
Cash funded transfer for operations (2,025,461) - - (2,025,461)
Assets released from restriction - (617,188) - (617,188)
New York space and restricted gifts
released from restriction - (2,210,000) - (2,210,000)
Total investment transfer used in operations (2,025,461) (2,827,188) - (4,852,649)
Endowment net assets, end of year $ 11,205726 $ 1,603442 $ 7,607,130 $ 10,740,681 $ 31,156,979

Retirement Plan

The Colony provides benefits for substantially all employees through the
Teachers Insurance and Annuity Association (“TIAA”) and the College Retire-
ment Equities Fund (“CREF”). The TIAA/CREF retirement system is a defined
contribution plan whereby monthly contributions by the Colony are applied to
individual annuities owned and controlled by each participating employee.
The Colony’s contributions to TIAA/CREF were $160,456 and $108,927 for
the year ended December 31, 2016 and the nine months ended December 31,
2015, respectively.

New Hampshire Charitable Foundation

The Colony is the beneficiary of a designated fund at The New Hampshire
Charitable Foundation (“Foundation”). Pursuant to the terms of the resolution
establishing this fund, certain property contributed to the Foundation is held
as a separate fund designated for the benefit of the Colony (“Fund”). In
accordance with its spending policy, the Foundation makes distributions from
the Fund to the Colony. Since all property in the Fund was contributed to The
New Hampshire Charitable Foundation to be held and administered for the
benefit of the Colony, the Fund is not included in these consolidated financial
statements.
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14.

15.

16.

Distributions to the Colony from the Fund totaled $77,429 and $56,801 for the
year ended December 31, 2016 and the nine months ended December 31,
2015, respectively. The market value of the fund assets was $1,908,646 as of
December 31, 2016.

Related Party Transactions

During 2016, the Colony entered into various transactions with members of
the Board. All transactions were reviewed and approved by the Board and
performed in accordance with conflict of interest guidelines established by the
New Hampshire Attorney General’s Office.

New High Street, LLC

During fiscal year 2012, the Colony formed a New Hampshire Limited Liability
Company, New High Street, LLC, to acquire land and buildings adjacent to
the Colony’s property. The 38-acre parcel gifted to the Peterborough Golf
Association in 1900 by Edward MacDowell has been operated as a public golf
course by the Monadnock Country Club, a nonprofit social club. Owing to
financial difficulties, the Monadnock Country Club sought to sell the property
to an entity that would welcome the club’s continued operation. To facilitate
the purchase and distinguish it from the Colony’s program, New High Street,
LLC purchased the property and negotiated a multi-year lease with Monad-
nock Country Club for its continued operation of the property as a public golf
course.

Subsequent Events

Subsequent events have been evaluated through May 12, 2017, the date the
consolidated financial statements were available to be issued.
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THE MACDOWELL COLONY, INC.

Consolidating Statement of Financial Position
December 31, 2016

The MacDowell New High
Colony, Inc. Street, LLC Total Eliminations Consolidated
ASSETS
Current Assets:
Cash and cash equivalents $ 663,306 $ 33,598 $ 696,904 $ - $ 696,904
Contributions receivable in less than one year 64,360 - 64,360 - 64,360
Other current assets 298,639 1,762 300,401 - 300,401
Total Current Assets 1,026,305 35,360 1,061,665 - 1,061,665
Contributions receivable in more than one year 105,000 - 105,000 - 105,000
Investments in marketable and
other securities 31,156,979 - 31,156,979 - 31,156,979
Investment in New High Street, LLC 426,432 - 426,432 (426,432) -
Property and equipment, net 10,522,305 361,254 10,883,559 - 10,883,559
Total Assets $ 43,237,021 $ 396,614 $ 43,633,635 $ (426,432) $ 43,207,203
LIABILITIES AND NET ASSETS
Current Liabilities:
Accounts payable $ 82,731 $ 839 $ 83,570 $ - $ 83,570
Accrued liabilities 77,644 - 77,644 - 77,644
Current portion of mortgage payable 64,544 - 64,544 - 64,544
Total Current Liabilities 224,919 839 225,758 - 225,758
Mortgage payable, net of current portion 2,485,456 - 2,485,456 - 2,485,456
Total Liabilities 2,710,375 839 2,711,214 - 2,711,214
Net Assets:
Unrestricted 21,881,335 395,775 22,277,110 (426,432) 21,850,678
Temporarily restricted 7,754,630 - 7,754,630 - 7,754,630
Permanently restricted: -
Income restricted 6,990,587 - 6,990,587 - 6,990,587
Income unrestricted 3,900,094 - 3,900,094 - 3,900,094
Total Net Assets 40,526,646 395,775 40,922,421 (426,432) 40,495,989
Total Liabilities and Net Assets $ 43,237,021 $ 396,614 $ 43,633,635 $ (426,432) $ 43,207,203

See Independent Auditors' Report.
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Support and revenue:
Contributions:
Individuals
Foundations
Corporations
Bequests
Government grants
Events:
National benefit
Medal Day
Other special events
Other income:
Application fees
Other
Interest income

Total support and revenue

Expenses:
Colony operations
Administrative
Fund raising

Total expenses

Change in net assets before net investment
return

Return on investments:
Unrealized gain (loss) on investments
Realized gains on investment transactions
Interest and dividends

Total return on investments
Change in net assets
Net assets, beginning of year

Net assets, end of year

See Independent Auditors' Report.

THE MACDOWELL COLONY, INC.

Consolidating Statement of Activities
For the Year Ended December 31, 2016

The MacDowell New High
Colony, Inc. Street, LLC Total Eliminations Consolidated
$ 900,106 $ - $ 900,106 $ - $ 900,106
433,099 - 433,099 - 433,099
48,234 - 48,234 - 48,234
388,761 - 388,761 - 388,761
35,000 - 35,000 - 35,000
529,294 - 529,294 - 529,294
72,881 - 72,881 - 72,881
50,308 - 50,308 - 50,308
48,555 - 48,555 - 48,555
21,955 28,405 50,360 - 50,360
270 - 270 - 270
2,528,463 28,405 2,556,868 - 2,556,868
2,497,603 - 2,497,603 - 2,497,603
975,876 32,923 1,008,799 - 1,008,799
941,562 - 941,562 - 941,562
4,415,041 32,923 4,447 964 - 4,447,964
(1,886,578) (4,518) (1,891,096) - (1,891,096)
2,054,715 - 2,054,715 - 2,054,715
406,313 - 406,313 - 406,313
807,465 - 807,465 - 807,465
3,268,493 - 3,268,493 - 3,268,493
1,381,915 (4,518) 1,377,397 - 1,377,397
39,144,731 400,293 39,545,024 (426,432) 39,118,592
$ 40,526,646 $ 395,775 $ 40,922,421 $ (426,432) $ 40,495,989
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