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1Y/
INDEPENDENT AUDITOR'S REPORT

The Board of Directors
Ronald McPonald House Charities of Nashville, Tennessee, Inc.
Nashville, Tennessee

We have audited the accompanying statement of financial statements of Ronald McDonald House Charities
of Nashville, Tennessee, Inc. (a nonprofit organization), which comprise the statement of financial position
as of December 31, 2012, and the related statements of activities, functional expenses, and cash flows for the
year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these 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 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 financial statements based on our audit. We
conducied 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 financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, inchuding the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant fo the entity’s
preparation and fair presentation of the 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 financial statements.

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Ronald McDonald House Charities of Nashville, Tennessee, Inc. as of December 31, 2012, and
the changes in ifts net assets and its cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Sov, bhebs [E’Aoo&a/twg fFLec

Fox, Kolb & Associates, PLLC
Brentwood, Tennessee
June 7, 2013




RONALD MCDONALD HOUSE CHARTTITES OF NASHVILLE, TENNESSEE, INC.
STATEMENT OF FINANCIAL POSITION

December 31, 2012
ASSETS
Current assels
Cash and cash equivalents {Note 6)
Unrestricted $ 564,819
Restricted for capital improvements 377,513
Donor restricted support and other restrictions 309,135
' 1,251,467
Short-term marketable securities (Notes 2 and 6)
Unrestricted 1,169,283
Restricted for capital improvements 1,758,963
2,928,246
Receivables
Donations receivable 208,355
Accounts receivable - other 28,385
236,740
Total current assets 4,416,453
Land, building and equipment, net (Note 3) 7,227,843
Long-term marketable securities
Restricted for endowment (Note 2) 500,000

$ 12,144,296

LIABILITIES AND NET ASSETS

Current liabilities
Accounts payable ‘ $ 12,887
Accrued expenses 102,130
Total current liabilities 115,017
Long-term debt (Note 5) 2,000,000
Fair value of interest rate swap {Note 1) 5,128
Total Habilities 2,120,145
Net assets
Unrestricted 6,673,750
Temporarily restricted (Note 6) 2,850,401
Permanently restricted (Note 7) 500,000
Total net assets 10,024,151

$ 12,144,296

See accompanying notes to financial statements.




RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
STATEMENT OF ACTIVITIES
Year Ended December 31, 2012

Temporarily Permanently
Unrestricted Restricted Restricted Total
Public support and revenues
Public support
Contributions, including in-kind
contributions of $108,387 5 899,244 $ 192,187 $ - $ 1,091,451
Donations and fundraising
events of McDonald's
Cooperatives and Operators - 257,889 - 257,889
Fundraising events 327,973 - - 327,973
Program revenues 11,681 - - 11,681
Total public support 1,238,898 450,076 - 1,688,974
Investment revenues
Interest and dividend income 78,930 - - 78,930
Realized and unrealized losses
on marketable securities, net 296,883 - - 296,883
Total investment revenue 375,813 - - 375,813
Total public support and
revenues 1,614,711 450,076 - 2,064,787
Net assets released from
restrictions (Note 6) 45,286 (45,286) - -
Expenses
Program services 1,089,220 - - 1,089,220
Support services
Management and general 243,956 - - 243,956
Fundraising 98,904 - - 98,904
Total support services 342,860 - - 342,860
Total expenses 1,432,080 - - 1,432,080
Change in net assets 227,917 404,790 - 632,707
Net assets, January 1, 2012 6,445,833 2445,611 500,000 9,391,444
Net assets, December 31, 2012 $ 6,673,750 § 2,850,401 $ 500,000 $ 10,024,151

See accompanying notes to financial statements.



RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.

STATEMENT OF FUNCTIONAL EXPENSES
Year Ended December 31, 2012

Salaries and benefits

Postage and printing
Depreciation

Inkind expenses

Special events

Utilities and telephone
Maintenance

Interest expense and fees
Miscellaneots

Professional fees

Meetings and newsletter expenses
Insurance

Supplies

Bank charges

Recognition

House supplies

Office equipment

Education

Solicitation permits

Fair value of interest rate swap (Note 1)

Total functional expenses

Support Services
Program Management Total
Services and General Fundraising Total Expenses

$ 457818 $ 146238 5 - $ 146238 $ 604,056
122,723 6,083 5,763 11,846 134,569
144,264 - - - 144,264
108,387 - - - 108,387

- - 92,137 92,137 92,137

90,328 - - - 90,328
57,746 - - - 57,746

- 49,071 - 49,071 49,071

37,579 159 - 159 37,738
1,848 30,388 - 30,388 32,237
26,028 1,075 - 1,075 27,104
19,074 2,376 - 2,376 21,450
12,709 3,819 64 3,883 16,592

- 7,063 - 7,063 7,063

4,210 - 940 940 5150
3,928 - - - 3,928

1,575 745 - 745 2,320

1,001 329 - 329 1,330

- 300 - 300 300
- (3,690 - {3,690) (3,690)

$ 1,089,220 $ 243,956 $ 98,904 $ 342,860 $ 1,432,080

See accompanying notes to financial statements.



RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.

STATEMENT OF CASH FLOWS
Year Ended December 31, 2012

Cash flows from operating activities
Change in net assets
Adjustments to reconcile change in net assets to net cash from
operating activities
Depreciation
Fair value of interest rate swap
Net realized and unrealized losses on marketable securities
Changes in operating assets and liabilities:
Donations receivable
Accounts receivable ~ other
Accounts payable

Accrued expenses

Net cash from operating activities

Cash flows from investing activities
Proceeds from sale of marketable securities
Purchases of marketable securities
Purchase of fixed asset

Net cash from investing activities

Cash flows from financing activities
Principal payments on long-term debt

Net cash from financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, January 1, 2012
Cash and cash equivalénts, December 31, 2012
Supplemental disclosure of cash flow information

Cash paid during the year for:
Interest

632,707

144,264
(3,690)
(296,883)

(43,971)
(28,385)
(20,313)

(3,927)

379,802

347,672
(422,962)
(229,094)

(304,384)

(47,990)

(47,990)

27,428

1,224,039

1,251,467

49,071

See accompanying notes to financial statements.



RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization: Ronald McDonald House Charities of Nashville, Tennessee, Inc. (“the House”) is
a nonprofit organization that provides a “home away from home” for families of seriously ill
children who are undergoing inpatient or outpatient medical treatment at area hospitals in
Nashville, Tennessee.

Basis of Accounting and Financial Statement Presentation: The financial stalemenis have been
prepared using the accrual basis of accounting.

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. These estimates and
assumptions may change in the near future resulting in different actual results.

Contributions: The House accounts for contributions under accounting principles generally
accepted in the United States of America policy, “Not-for-Profit Entities: Revenue Recognition”,
whereby contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted depending on the existence and/or nature of any donor imposed
restrictions. Restricted net assets are reclassified to unrestricted net assets upon satisfaction of
the tite or purpose restrictions.

Support that is restricted by the donor is reported as an increase in unrestricted net assets if the
restriction expires in the reporting period in which the support is recognized. All other donor-
restricted support is reported as an increase in temporarily or permanently restricted net assets
depending on the nature of the restriction.

The House receives capital support from the Middle Tennessee and Southern Kentucky
McDonald’s Cooperatives, which consist of many operators of McDonald’s restaurants in the
region. The Cooperatives host various fund-raising campaigns, which benefit the House. These
events are typically conducted at the discretion of, and controlled by, the Cooperatives.
Proceeds from these events are restricted to capital expenditures. Accordingly, the House
receives the net proceeds at the conclusion of such campaigns or events and records these
contributions when received.

The House also receives support from donors to sponsor a Family Room at Vanderbilt
Children’s Hospital. The Family Room is managed by the House and its volunteers.
Sponsorship proceeds are restricted for consumable products available in the Family Room. All
other contributions are considered to be received for unrestricted use unless specifically
restricted by the donor.




RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

In-Kind Contributions and Expenses: Donated materials and equipment are reflected as
contributions based upon their estimated fair value at the date of receipt. Additionally,
contributions of services are recognized if the services received (a) create or enhance non-
financial assets or (b) require specialized skills that are provided by individuals possessing
those skills, and would typically need to be purchased if not provided by donation. No other
amounts have been reflected for donated services because no objective basis is available to
measure the value of such service. Nevertheless, a large number of volunteers have given
significant amounts of their time to the House’s programs, fund-raising campaigns and
management, Contributions of $108,387 were derived from donated goods and services for the
year ended December 31, 2012. The House also incurred expenses totaling $108,387 for the year
ended December 31, 2012, related to the use of such goods and services, which are reflected in
operating expenses.

Functional Allocation of Expenses: The costs of providing various programs and activities have
been summarized on a functional basis in the statement of activities. Accordingly, certain costs
have been allocated among the programs and supporting services benefited.

Cash and Cash Equivalents: The House considers all highly liquid deposit instruments that are
readily convertible to known amounts of cash to be cash equivalents. For the purpose of the
statement of cash flows, cash includes cash and cash equivalents with original maturities of 90
days or less.

Valuation of Investments: Investments consist of McDonald’s Corporation Stock and
McDonald’s Charities Investiment Program (McCip) fixed income and diversified equity
accounts and are carried at their quoted fair values on the last business day of the reporting
period. The changes in unrealized gains and losses are recognized in the statement of activities
for the year.

The following are descriptions of the valuation methods and assumptions used by the House to
estimate the fair values of investments:

Corporate stock: The fair value of corporate stock is determined by obtaining quoted
prices on nationally recognized securities exchanges (level 1 inputs).

Mutual funds: The fair values of mutual fund investments in equity securities, fixed
income securities and international holding securities that are readily marketable are
determined by obtaining quoted prices on nationally recognized securities exchanges
(level 1 inputs).




RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The following table presents investments measured at fair value:

Quoted Prices Other Significant
in Active Observable Unobservable
December 31, Markets Inputs Inputs
2012 (Level 1) {(Level 2) (Level 3)
Corporate stock $ 220,525 $ 220,525 $ - $ -
Mutual funds 3,207,721 3,207,721 - -

Investment income, dividend, interest, and gains or losses, are reported in the period earned as
increases in unrestricted net assets unless the use of the assets received is limited by donor-
imposed restrictions, Donor-restricted investment income is reported as an increase in
temporarily restricted net assets.

Land, Building and Equipment: Land, building and equipment are stated at cost, or if donated,
at the approximate fair value at the date of donation less accumulated depreciation.
Depreciation is provided by use of the straight-line method over the estimated useful lives of
the assets. When properties are retired or otherwise disposed of, the appropriate accounts are
relieved of cost and accumulated depreciation, and any resulting gain or loss is recognized.

The assets” estimated lives used in computing depreciation are as follows:

Building and improvements 40 years
Furniture and equipment 5 years
Vehicles 5 years

Depreciation expense for the year ending December 31, 2012 was $144,264. The House
capitalizes all assets purchased in excess $1,000 unless it relates to normal repairs, maintenance
and replacement.

Income Taxes: The House is a nonprofit corporation pursuant to Section 501(c)(3) of the
Internal Revenue Code and is exempt from income taxes on related income pursuant to Section
501(a). Accordingly, no provision for income taxes is required for the House in the financial
statements.




RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income taxes are reported in accordance with accounting principles generally accepted in the
United States of America policy, “Accounting for Uncertainty in Income Taxes”. This policy
clarifies the accounting and disclosure requirements for uncertainty in tax positions. The House
has analyzed its filing positions in all significant tax jurisdictions where it is required to file
income tax returns for the open tax years in such jurisdictions. The House has identified as
major tax jurisdictions, as defined, its federal income tax return. The House's federal tax returns
remain subject to retroactive examination for various periods. The House currently believes
that all significant filing positions are highly certain and that, more likely than not, all of its
significant income tax filing positions and deductions would be sustained. Therefore, the
House has no significant reserves for uncertain tax positions. If interest and penalties are
assessed, interest costs will be recognized in interest expense and penalties will be recognized in
general and administrative expenses.

Concentration of Credit Risk: Financial instruments that potentially subject the House to
concentrations of credit risk consist principally of cash and cash equivalents, marketable
securities and donations receivable. The House's cash is deposited primarily in financial
institutions in Tennessee and may at times exceed federally insured amounts. The House's cash
equivalents consist primarily of deposit accounts with FDIC insured financial institutions and
investment in money market funds managed by Charles Schwab Institutional. As of December
31, 2012, the House had deposits of approximately $204,000 in excess of the federally insured
limit. Marketable securities consist primarily of investments in bonds and diversified equity
accounts also managed by Charles Schwab Institutional. Donations receivable are limited to a
few donors. The House has not experienced any losses in such accounts. Management does not
believe significant credit risk exists at December 31, 2012.

Fair Value of Financial Instruments: The House accounts for the fair value of financial
instruments in accordance with accounting principles generally accepted in the United States of
America policy, “Fair Value Measurements and Disclosures.” The policy 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 (exit price). The policy
classifies the inputs used to measure fair value into the following hierarchy:

Level 1: Quoted prices (unadjusted) for identical assets or liabilities in active
markets that the entity has the ability to access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as
quoted prices for similar assets or liabilities; quoted prices in markets that are not
active; or other inputs that are observable or can be corroborated by observable
market data.




RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Level 3: Significant unobservable inputs that reflect a reporting entity’s own
assumptions about the assumptions that market participants would use in
pricing an asset or liability.

The House's financial instruments are cash and cash equivalents, marketable securities,
donations receivable, accounts payable, fair value of interest rate swap and long-term debt. The
recorded values of cash and cash equivalents, marketable securities, donations receivable and
accounts payable approximate their fair values based on their short-term nature. The recorded
values of marketable securities and long-term debt approximate their fair value, as interest
approximates market rates.

Derivative contracts are valued using quoted market prices and significant other observable
inputs. Such financial instruments consist of an interest rate swap contract. Interest rate swaps
do not have observable market quotes. For these financial instruments, the House's swap
counterparty provides an annual valuation using the difference between the fixed rate paid by
the House and the counterparty’s LIBOR interest rate forecast, discounted at the swap yield
curve. The models are based on observable inputs for forward interest rates and discount rates.
As such, these derivative instruments are classified within Level 2 of the fair value hierarchy.

Derivatives and Hedging Activities: The House has an interest rate swap contract that was
entered into as hedge of cash flow variability caused by changes in interest rates on variable
rate long-term debt issued in 2011 (Note 5). The differential interest required to be paid or that
will be received under this contract is accrued consistent with the terms of the agreement and is
recognized in interest expense as accrued. Terms of the swap contract require the differential
interest to be paid or received monthly.

Accounting principles generally accepted in the United States of America require derivative
instruments, such as interest rate swap contracts, to be recognized at fair value as either assets
or liabilities in the statement of financial position. Accordingly, the negative $5,128 value of the
swap agreement at December 31, 2012, is reported as a liability in the statement of financial
position. This reflects a $3,690 decrease in the liability (i.e., increase in value of the swap) since
the issuance of the debt. The increase in value is reported in the statement of activities as a
separate component of changes in net assets. Value has been measured based on estimates of
the amount needed to settle the contract as calculated by the counterparty to the swap contract.
Such calculations were based on changes in market conditions and/or assumptions underlying
valuation models.

10.



RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEF, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICEES {Continued)

The following table details the various terms of the swap contract:

Notional Interest Maturity
December 31 Amount Rate Date
2012 $ 1,200,000 1.16350%  June 24, 2013

Interest expense on the underlying debt totaled $49,071 for the year ended December 31, 2012.

Subsequent Events: Subsequent events have been updated through June 7, 2013, the date the
financial statements were available to be issued.

NOTE 2 - MARKETABLE SECURITIES

Marketable securities at fair value consist of the following at December 31, 2012:

McDonald's Corporate Stock $ 220525
Bond mutual funds 702,981
Equity mutual funds 2,504,740

$ 3428246

Interest and dividend income earned on marketable securities and cash and cash equivalents for
the year ended December 31, 2012 totaled $78,930. Net realized and unrealized losses on
marketable securities for the year ended December 31, 2012 totaled $296,883. Included in
marketable securities are permanently restricted assets totaling $500,000.

11.



RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 3 - LAND, BUILDING AND EQUIPMENT

Land, building and equipment consist of the following at December 31, 2012:

Land $ 4,848,285

Building and improvements 3,087,878
Furniture and equipment 562,279
Vehicles 18,931
9,117,373
Less: accumulated depreciation (1,889,530)

5 7,207,843

NOTE 4 - RETIREMENT PLAN

The House maintains a 403(b) retirement plan covering all active employees. The plan provides
for discretionary employer contributions. Contributions to the plan for the year ending
December 31, 2012 were $18,738.

NOTEb5 - LONG-TERM DEBT

In 2008, the House financed the acquisition of 1.25 acres of vacant land through liquidation of
investments totaling approximately $2,000,000 and entered into a long-term debt agreement
with a financial institution in the amount of $2,250,000. The House refinanced the note during
2011 and paid $250,000 in principal payments. The long-term debt is payable in full at maturity,
on or before June 24, 2013. Interest is variable, tied to the London InterBank Offered Rate
(1.96% at December 31, 2012), and payable monthly. In connection with the new debt
agreement, the House entered into an interest rate swap contract fixing the interest rate on a
portion of the variable rate borrowing in order to manage changes in market conditions related
to its debt obligations (Note 1). The debt is unsecured; however, the House agreed in the debt
agreement that the property will not be subject to any future lien, encumbrance, charge or
security interest during the life of the debt agreement.

The debt is due within a year of the statement of financial position date, but has been classified
as long-term because the House has the ability and intention to refinance the debt over an
additional two-year period with interest only payments at a floating rate, the principal due in
full at maturity.

12




RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 5 - LONG-TERM DEBT (Continued)

In 2010, the House had approximately 100 new canister boxes installed at various McDonald’s
restaurants throughout Kentucky and Tennessee at a total cost of $143,971. The agreement with
the installer allowed for payment of the boxes to occur over a three year period beginning in
2012. No interest is being charged by the installer. The House made one payment of $47,991
during 2011 and entered into an agreement with Ronald McDonald House Charities Global
(RMIC Global), whereby RMIC Global is responsible for one payment of $47,990. The
remaining balance of $47,990 was paid during the year ended December 31, 2012.

NOTE 6 - TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets are available for the following purposes:

Capital expenditures $ 2,537,305
Operations 262,885
Family Room support 50,211

$ 2850401

Net assets were released from donor restrictions by incurring expenses satisfying the purpose
or time restriction specified by the donors or as follows:

Capital expenditures ' $ 32,577
Family room 12,709
$ 45,286

NOTE 7 - RESTRICTIONS ON NET ASSETS AND ENDOWMENT COMPOSITION

The House follows accounting principles generally accepted in the United States of America
policy, “Not-for-Profit Entities”, which provides guidance on the net asset classification of donor
restricted endowment funds for organizations subject to an enacted version of UPMIFA. The
House’s endowment consists of individual funds established by Charles Schwab Institutional
for a variety of purposes. The endowment includes donor-restricted endowment funds. As
required by accounting principles generally accepted in the United States of America, net assets
associated with endowment funds, are classified and reported based on the existence or absence
of donor-imposed restrictions.

13.



RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 7 - RESTRICTIONS ON NET ASSETS AND ENDOWMENT COMPOSITION
(Continued)

Endowment designated net asset composition by type of fund as of December 31, 2012:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor restricted
endowment
funds $ - $ - $ 500,000 $ 500,000
Total funds $ - $ - $ 500,000 $ 500,000

Changes in endowment net assets for the year ended December 31, 2012:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Endowment net

assets,

beginning of

year % - $ - $ 500,000 $ 500,000
Investment

income, net - - - -
Endowment

transfers, net - - - -

Endowment net

assets,
end of year $ - 4 - $ 500,000 $ 500,000

Interpretation of UPMIFA: The Board of Trustees of the House have inferpreted the Uniform
Prudent Management of Institutional Funds Act (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.

14.



RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 7 - RESTRICTIONS ON NET ASSETS AND ENDOWMENT COMPOSITION
(Continued)

As a result of this interpretation, the House classifies as permanently restricted net assets (a) the
original value of permanently restricted gifts donated to the Endowment, (b) the original value
of subsequently permanently restricted gifts donated to the Endowment, and (c) accumulation
of the 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 House in a manner consistent with the standard of prudence prescribed by
UPMIFA.

In accordance with UPMIFA, the House considers the following factors in making a
determination to appropriate or accumulated donor-restricted endowment funds:

(1) The duration and preservation of the fund

(2) The purposes of 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 House

(7} The investment policies of the House

The House has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to programs supported by its endowment while
seeking to maintain the purchasing power of the endowment assets. Endowment assets include
those assets of donor-restricted funds that the organization must hold in perpetuity. Under this
policy, as approved by the Finance Committee of the Board, the endowment assets are invested
in a manner that is intended to produce results that exceed the inflation index. The House
expects its endowment funds, over time, to provide an average rate of return of approximately 6
percent annually. Actual returns in any given year may vary from this amount.

To satisfy its long-term rate-of-return objectives, the House 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 House targets a diversified asset
allocation that places a greater emphasis on equity-based investments to achieve its long-term
return objectives within prudent risk constraints.

15.



RONALD MCDONALD HOUSE CHARITIES OF NASHVILLE, TENNESSEE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

NOTE 7 - RESTRICTIONS ON NET ASSETS AND ENDOWMENT COMPOSITION
(Continued)

The House has a policy of periodically appropriating all appreciation and earnings of the
endowment fund through the calendar year-end to provide funds for the general operations of
the House. The House expects the current spending policy to allow ifs endowment to remain
constant and provide a secondary source of funds for the operating expenses of the House. This
is consistent with the House’s objective to maintain the purchasing power of the endowment
assets held in perpetuity.

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 House to retain as a fund of perpetual duration. Deficiencies of this nature that are in excess
of related temporarily restricted amounts are reported as an offset to unrestricted net assets.
There were no deficiencies in these funds as of December 31, 2012,

16.



