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The Royal Institution for the Advancement of Learning /7 McGill University
Notes to the financial statements

April 30, 2020

(Tabular amounts in thousands of dollars)

1. Status and nature of activities

The Corporation with the legal name “Governors, Principal and Fellows of McGill College”
(“McGill College”) was incorporated in 1821 under Royal Charter and is a university with the
power of conferring degrees. The Royal Institution for the Advancement of Learning

(“The Royal Institution”) was incorporated in 1802 and holds all property acquired by,
transferred or bequeathed to McGill College and assumes all debt incurred by McGill College.
Together, these two corporations constitute the entity known as McGill University

(“McGill” or the “University”). McGill’s operations include all of the activities of its teaching and
research units such as the Montreal Neurological Institute, Macdonald Campus in
Sainte-Anne-de-Bellevue and the Morgan Arboretum.

McGill is a not-for-profit organization dedicated to providing post-secondary education and to
conducting research and is exempt from tax under the provisions of the Canadian Income
Tax Act.

2. Accounting policies

The financial statements of the University have been prepared in accordance with
Canadian accounting standards for not-for-profit organizations (ASNPO) using the deferral
method and include the following significant accounting policies:

Adoption of Section 4433, Tangible Capital Assets Held by Not-for-Profit Organizations

On May 1, 2019, the University adopted Section 4433, "Tangible Capital Assets Held by
Not-for-Profit Organizations" effective for annual periods beginning on or after January 1, 2019.
In accordance with this new standard, the University applied the modifications prospectively to
tangible capital assets acquired on or after the application date. The University will now need to
separate tangible capital assets into their significant component parts when practicable and
when estimates can be made of the lives of the separate components. Additionally, the
University will now need to consider partial impairments on tangible capital assets, not only full
impairments. The application of this standard did not have any significant impact on the
University's financial statements.

Adoption of Section 4434, Intangible Assets Held by Not-for-Profit Organizations

On May 1, 2019, the University adopted Section 4434, "Intangible Assets Held by Not-for-Profit
Organizations" effective for annual periods beginning on or after January 1, 2019. In accordance
with this new standard, the University applied the modifications prospectively to intangible
assets acquired on or after the application date. The University will now need to consider partial
impairments on intangible assets, not only full impairments. The application of this standard did
not have any impact on the University's financial statements.

Consolidation

The net results of not-for-profit organizations affiliated with McGill are not reported in these
financial statements, as those organizations are not under the control of McGill.

Revenue recognition

The University follows the deferral method of accounting for restricted contributions, which
includes gifts and bequests, grants and contracts. Under the deferral method, amounts that
are restricted are recorded as deferred contributions and are recognized as revenue when the
related expense is incurred. Where contributions relate to capital assets, the revenue is
recognized on the same basis as the amortization of the asset acquired. Unrestricted
contributions are recognized as revenue when received. Endowment contributions are
recognized as a direct increase in net assets in the year in which they are received.

Pledged donations are not recognized until received.
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Notes to the financial statements

April 30, 2020
(Tabular amounts in thousands of dollars)

2. Accounting policies (continued)
Revenue recognition (continued)

Interest and dividend revenue is recorded on an accrual basis. Realized gains and losses on
sales of investments are recorded when securities are sold based on the cost. Unrealized gains
and losses related to the change in fair value are recorded as investment income. To the extent
that investment income is restricted, it is included in the deferred contributions account and
recognized when the related expense is incurred, except for the excess or deficiency of amounts
made available for spending and unrealized gains and losses on externally restricted
endowments, which are recorded as a direct increase or decrease to endowments.

Tuition and fees are recognized as revenue in the year during which the course sessions are
held.

Sales of goods and services are recognized at the point of sale or when the service has been
provided.

Gifts in kind are recorded at their fair value on receipt or at a nominal value when fair value
cannot be reasonably determined. The value of gifts in kind in 2020 is $0.7 million

($1.5 million in 2019). The value of contributed volunteer hours is not recognized in these
financial statements.

Government operating grants are recorded in the period for which they are granted.

Research grants are recorded based on the deferral method and are recognized as revenue in
the year in which related expenses are recognized.

Financial instruments

Financial assets and financial liabilities are initially recognized at fair value when the University
becomes a party to the contractual provisions of the financial instrument. Subsequently, all
financial instruments are measured at amortized cost, except for investments and derivative
financial instruments, which are measured at fair value at the balance sheet date. The fair value
of listed securities is based on the latest closing price and the fair value quote received from the
bank counterparty is used as a proxy for the fair value of derivative financial instruments.

The fair value of non-publicly traded investment funds is based on fair value confirmation
received from the fund manager with whom those instruments are negotiated. Fair value
fluctuations, including interest earned, interest accrued, gains and losses realized on disposal
and unrealized gains and losses are included in investment income.

Transaction costs related to financial instruments measured at fair value subsequent to initial
measurement are expensed as incurred. Transaction costs related to the other financial
instruments are added to the carrying value of the asset or netted against the carrying value of
the liability, and are then recognized over the expected life of the instrument using the
straight-line method. Any premium or discount related to an instrument measured at amortized
cost is amortized over the expected life of the item using the straight-line method and
recognized in the statement of revenue and expenses as interest income or expense.

With respect to financial assets measured at cost or amortized cost, the University recognizes in
the statement of revenue and expenses an impairment loss, if any, when it determines that a
significant adverse change has occurred during the period in the expected timing or amount of
future cash flows. When the extent of impairment of a previously written-down asset decreases
and the decrease can be related to an event occurring after the impairment was recognized,
the previously recognized impairment loss shall be reversed in the statement of revenue and
expenses in the period the reversal occurs.
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2. Accounting policies (continued)
Foreign exchange

Monetary assets and liabilities and other assets accounted for at fair value denominated in
foreign currencies are translated into Canadian dollars using foreign exchange rates at the
balance sheet date. Non-monetary assets and liabilities are translated at historical rates.
Revenue and expense items are translated into Canadian dollars at the rates of exchange
prevailing at the date of the transaction. The gain or loss resulting from translation is included
in the statement of revenue and expenses.

Cash and cash equivalents

Cash and cash equivalents comprise cash and short-term investments with a term to maturity
of three months of less at the date of acquisition.

Student loans

Student loans are due within one year after graduation and do not bear interest up until that
time. After their due date, interest is charged based on the prevailing rates when the loan
agreements were signed. A provision is recorded for estimated uncollectible amounts.

Inventory

Inventory, including books and supplies, is valued at the lower of cost (calculated using the
first-in, first-out method) and net realizable value. The amount expensed as cost of goods sold
during the year was $15.5 million ($19.5 million in 2019).

Capital assets

Capital assets are recorded at cost. Constructed assets do not include interest incurred during
construction. Contributed capital assets are recorded at appraised fair value at the date of
contribution when fair value can be reasonably estimated; otherwise, they are recorded at a
nominal amount. Amortization of assets under development commences when development is
completed. The amortization is calculated on a straight-line basis over the estimated useful life
in years of various asset categories as follows:

Land improvements 10 or 20 years

Buildings 20 to 50 years

Major renovations 20 to 40 years

Leasehold improvements Over term of lease, to a
maximum of 10 years

Equipment 3 to 20 years

Rolling stock 5 years

Library materials 10 years

Intangible assets (primarily software) 3 to 5 years

Write-downs of tangible capital assets and intangible assets

When conditions indicate that a tangible capital asset or an intangible asset is impaired, the net
carrying amount of the tangible capital asset or the intangible asset shall be written down to the
asset's fair value or replacement cost. The write-downs of tangible capital assets and intangible
assets shall be accounted for as expenses in the statement of revenue and expenses. A write-
down shall not be reversed.
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The Royal Institution for the Advancement of Learning /7 McGill University
Notes to the financial statements

April 30, 2020
(Tabular amounts in thousands of dollars)

17.

Financial instruments (continued)
Financial risks (continued)

The University has interest rate risk from the impact of interest rate changes on McGill's cash
flows for variable rate debt and financial position for the impact of changes in interest rates on
the fair value of fixed-rate marketable securities.

McGill is exposed to other price risk. Other price risk is the risk that the fair value or future cash
flows of a financial instrument will fluctuate because of changes in market prices (other than
those arising from interest rate risk or currency risk), whether those changes are caused by
factors specific to the individual financial instrument or its issuer, or factors affecting all similar
financial instruments traded in the market. The University is exposed to other price risk through
its marketable securities.

McGill is also exposed to credit risk from its debtors. A significant portion of McGill’s receivables
is due from governments, which are believed to be at low risk of default. For the remaining
receivables, the concentration of risk is minimized because of McGill's large and diverse base of
counterparties and investments.

McGill’'s objective is to have sufficient liquidity to meet its liabilities when due. McGill monitors
its cash balances and cash flows generated from operations to meet its requirements. As at
April 30, 2020, the most significant financial liabilities are bank indebtedness, accounts payable
and accrued liabilities and long-term debt.

Derivatives

As approved by the Investment Committee of the Board, McGill has forward contracts and
cross-currency swaps outstanding of US$256.4 million with a forward rate of 1.3972 as at
April 30, 2020, maturing through December 2021 (US$250.4 million with a forward rate of
1.3429 as at April 30, 2019 maturing through December 2021). As at April 30, 2020, the fair
value of these contracts was an unrealized loss of $2.2 million, which was recorded in
marketable securities (an unrealized loss of $1.7 million as at April 30, 2019).

In October 2003, McGill entered into an agreement with RBC Dominion Securities (RBCDS)
whereby it invested in a US$13.0 million U.S. dollar-denominated bond maturing in 2029. Under
this agreement, the bond principal and the semi-annual interest payments due to McGill were
swapped with RBCDS in exchange for RBCDS paying McGill $85.7 million in 2029. The fair value
of the bond and the swap agreement is $78.0 million ($67.7 million as at April 30, 2019) and is
included in marketable securities.

The U.S. dollar-denominated investment outstanding will result (at maturity) in the forfeiture of
the interest receivable in exchange for a fixed amount of proceeds. As at April 30, 2020, the fair
value of the swap is $43.3 million ($40.9 million as at April 30, 2019).

The future value of this investment, including accumulated growth to the year 2042, is planned
to be used to redeem the $150.0 million of outstanding senior debentures.

The University entered into rate lock contracts amounting to $114.5 million of nominal value
with a settlement date of July 17, 2020. As at April 30, 2020, the fair value of the rate locks is
an unrealized loss of $5.0 million which has been included in marketable securities

(an unrealized loss of $4.2 million as at April 30, 2019). The University entered into the rate
lock contracts to protect against a rate increase for the remaining anticipated issuance of
$150.0 million of long-term debt. The contracts are rolled-over every three months with a
settlement at market value, yielding a realized gain or loss, until the full issuance of the
long-term debt.

The University also entered into cross-currency swaps amounting to US$85.0 million with
settlement dates between May 11, 2020 and May 28, 2020 and bearing interest at a rate of
0.48%. As at April 30, 2020, the fair value of the swaps approximate their carrying value and
therefore no gain or loss was recorded in the statement of revenue and expenses.
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19. Commitments (continued)
Construction in progress

McGill has undertaken the construction of several new buildings and, as a result, has
commitments totalling $133.3 million. These commitments are expected to be met in the
normal course of operations.

Private equity and private real estate funding commitments

As part of its investment activities, McGill places some of its endowment investments through
private equity and private real estate funds. McGill is committed to invest an additional
$218.4 million within the next five years in accordance with its arrangements with these funds.

20. Contingent liabilities
Litigation

In the normal course of its activities, McGill is party to various legal proceedings, including
claims related to labour laws and the Civil Code of Québec. Although it is not possible to
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