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@ MOSSADAMS

Report of Independent Auditors

The Board of Directors
STC.UNM

And

Mr. Brian S. Coldn, Esq.
New Mexico State Auditor

Report on the Financial Statements

We have audited the accompanying financial statements of STC.UNM, which comprise the
statements of financial position as of June 30, 2020 and 2019, and the related statements of
revenues, expenses, and changes in net position and cash flows for the years 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 opinions on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free from 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, including 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 to 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 opinions.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of STC.UNM as of June 30, 2020 and 2019, 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.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis on pages 3 through 5 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic,
or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management's responses to our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 11, 2020 on our consideration of STC.UNM's internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is solely to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the effectiveness of STC.UNM's internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering STC.UNM's internal control over financial reporting
and compliance.

ﬂfm W Le./2

Albuquerque, New Mexico
September 11, 2020



STC.UNM
(A Blended Component Unit of the University of New Mexico)

Management’s Discussion and Analysis

June 30, 2020 and 2019

This management’s discussion and analysis (MD&A) of the STC.UNM (formerly known as Science &
Technology Corporation (@ UNM) (the Corporation) provides an overview of the Corporation’s financial
performance for the fiscal years ended June 30, 2020, 2019, and 2018.

Overview of the Financial Statements

The statements of net position of the Corporation provide both long-term and short-term information about the
Corporation’s overall financial status. The statements of revenues, expenses, and changes in net position provide
information about the operating revenues and expenses and nonoperating revenues and expenses of the
Corporation. The statements of cash flows provide information about the sources and uses of cash by the
Corporation.

Condensed Financial Information

June 30
2020 2019 2018

Current assets $§ 11,167,715 2,890,863 2,924,649

Capital assets, net 32,879 33,040 28,443

Investment in stock 1,735 1,519 1,394

Total assets $ 11,202,329 2,925,422 2,954,486

Current liabilities $ 3,579,384 1,919,454 1,824,675
Net position

Investment in capital assets 32,879 33,040 28,443

Unrestricted 7,590,066 972,928 1,101,368

Total liabilities and net position ~ $ 11,202,329 2,925,422 2,954,486

Operating revenues $ 56,375,187 4,441,927 4,524,951
Operating expenses 50,005,387 4,604,146 4,440,054

Operating income (loss) 6,369,800 (162,219) 84,897
Nonoperating revenues 247177 38,376 50,606

Change in net position 6,616,977 (123,843) 135,503
Net position, beginning of year 1,005,968 1,129,811 994,308
Net position, end of year $ 7,622,945 1,005,968 1,129,811




STC.UNM
(A Blended Component Unit of the University of New Mexico)

Management’s Discussion and Analysis

June 30, 2020 and 2019

Financial Position

The Corporation’s current assets increased by $8,276,852 as of June 30, 2020 to $11,167,715 compared to
$2,890,863 as of June 30, 2019; and current assets decreased by $33,786 as of June 30, 2019 to $2,890,863
compared to $2,924,649 as of June 30, 2018. The increase from fiscal year 2019 to fiscal year 2020 was
primarily attributable to several fully-paid license agreements entered into during 2020.

Current liabilities increased by $1,659,929 as of June 30, 2020 to $3,579,383 compared to $1,919,454 as of
June 30, 2019; and increased by $94,779 as of June 30, 2019 to $1,919,454 compared to $1,824,675 as of
June 30, 2018. The change from fiscal year 2019 to fiscal year 2020 is primarily attributable to incentive
compensation associated with the positive results incurred during the year.

Capital Assets

Capital asset purchases during fiscal years 2020, 2019, and 2018 were $7,850, $12,662, and $21,520,
respectively, for buildings, software, leasehold improvements, computer equipment, and furniture and had
depreciation expense of $8,011, $8,065, and $8,995, respectively.

Comparison of Fiscal 2020 to Fiscal 2019 Results of Operations

Total operating revenues increased by $51,933,261 from $4,441,927 in fiscal year 2019 to $56,375,188 for fiscal
year 2020. The majority of the increase is directly attributable to several fully-paid license agreements and a
patent monetization agreement. This was offset by a decrease in patent cost reimbursement in fiscal year 2020
compared to fiscal year 2019. Additionally, other revenues increased by $59,682 in fiscal year 2020 compared to
fiscal year 2019 primarily due new events and programs and increases in registration of existing events offered
during 2020.

Total operating expenses increased by $45,401,241 for fiscal year 2020 compared to fiscal year 2019. The
increase was primarily attributable with the associated fees and distributions related to the fully-paid license
agreements of $33,835,952, the foreign taxes associated with the fully-paid license agreements of $9,197,500,
incentive compensation associated with the positive results incurred during the year of $1,794,304, and the patent
monetization distributions of $760,000 in fiscal year 2020.

Comparison of Fiscal 2019 to Fiscal 2018 Results of Operations

Total operating revenues decreased by $83,024 from $4,524,951 in fiscal year 2018 to $4,441,927 for fiscal year
2019. The majority of the decrease is directly attributable to decreased licensing and royalty activity through the
fiscal year. Licensing and royalty revenues, net decreased by $139,319 in fiscal year 2019 compared to fiscal
year 2018. Additionally, other revenues increased by $85,896 in fiscal year 2019 compared to fiscal year 2018
which was primarily offset by decreased economic development funding of $50,000 associated with a grant
award from New Mexico Gas Company.

Total operating expenses increased by $164,092 for fiscal year 2019 compared to fiscal year 2018. General and
administrative expenses increased by $175,879 from the prior year due to increased personnel costs in an effort
to expand technology transfer and economic development initiatives under the Air Force Research Laboratory
(AFRL) and Economic Development Administration (EDA) grants and other income generating activities.
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Management’s Discussion and Analysis

June 30, 2020 and 2019

Licensing distributions decreased by $92,624 and economic development initiative expenses decreased by
$29,796 which were primarily offset by an increase in patent costs of $111,563 from the prior year.

Economic Conditions

The uncertainty of the general economic condition impacts university technology transfer offices such as
the Corporation. The stability of the economy will be critical in the venture capital industry, which provides
funding for start-up companies that may license university intellectual property.

Contacting the Company’s Management

This report is meant to accurately describe the financial condition and position of the Corporation.

If you have any questions about this report or need additional financial information, contact STC.UNM at
101 Broadway Blvd NE, Suite 1100, Albuquerque, New Mexico 8§7102.



STC.UNM
(A Blended Component Unit of the University of New Mexico)

Statements of Net Position

June 30, 2020 and 2019

Assets 2020 2019
Current assets:
Cash and cash equivalents $ 6,864,189 1,052,063
Investments 3,897,683 761,791
Accounts receivable, net 405,843 1,077,009
Total current assets 11,167,715 2,890,863
Capital assets:
Furniture and equipment 310,388 302,538
Accumulated depreciation (277,509) (269,498)
Total capital assets, net 32,879 33,040
Investment in stock 1,735 1,519
Total assets $ 11,202,329 2,925,422

Liabilities and Net Position

Current liabilities:

Accounts payable $ 247,351 185,903
Operating income (loss) 427,185 474,193
Accrued royalty sharing, net 890,126 1,036,260
Accrued expenses 2,014,722 223,098

Total current liabilities 3,579,384 1,919,454

Net position:

Investment in capital assets 32,879 33,040
Unrestricted 7,590,066 972,928

Total net position 7,622,945 1,005,968

Total liabilities and net position $ 11,202,329 2,925,422

See accompanying notes to financial statements.



STC.UNM

(A Blended Component Unit of the University of New Mexico)

Statements of Revenues, Expenses, and Changes in Net Position

Years ended June 30, 2020 and 2019

Operating revenues:
Operational funding from UNM
Patent funding from UNM

Economic development funding from UNM and others

Patent cost reimbursement, net
Licensing and royalties, net (Note 3)
Patent monetization fees (Note 4)
Rental income

Other

Total operating revenues

Operating expenses:
Patent costs incurred
Licensing distributions (Note 3)
Depreciation
Foreign tax expense (Note 7)
Patent monetization distributions (Note 4)
Economic development initiative
General and administrative (Note 3)

Total operating expenses
Operating income (loss)

Nonoperating revenues:
Interest income
Net increase in fair value of investments
Total nonoperating revenues

Change in net position
Net position, beginning of year

Net position, end of year

See accompanying notes to financial statements.

$

$

2020 2019
794,000 794,000
952,000 952,000
288,000 288,000
488,740 623,274

52,341,706 1,330,759

1,000,000 -
128,631 131,465
382,110 322,429

56,375,187 4,441,927
1,466,547 1,554,123
12,821,385 770,075
8,011 8,065

9,197,500 -
760,000 -
441,356 373,623

25,310,588 1,898,260
50,005,387 4,604,146
6,369,800 (162,219)
34,047 24,612
213,130 13,764
247,177 38,376

6,616,977 (123,843)

1,005,968 1,129,811

7,622,945 1,005,968




STC.UNM
(A Blended Component Unit of the University of New Mexico)

Statements of Cash Flows

Years ended June 30, 2020 and 2019

2020 2019
Cash flows from operating activities:
Receipts from licensees $ 52,846,404 1,273,899
Receipts for patent monitization agreements 1,000,000 -
Receipts for patent funding revenue from UNM 952,000 952,000
Receipts for operational funding revenue from UNM 794,000 794,000
Receipts for patent cost reimbursements 655,208 623,274
Receipts from other 382,111 322,429
Receipts for economic development initiatives funding revenue from UNM 288,000 288,000
Receipt of rental income 128,631 131,465
Receipts for co-investment funding from UNM 100,000 200,000
Payment to start up companies for co-investment funding (100,000) (200,000)
Payments associated with the patent monetization agreement (760,000) -
Payment for patent costs incurred (1,466,547) (1,554,123)
Payments of foreign taxes (9,197,500) -
Operating income (loss) (13,014,527) (727,771)
Payments to suppliers and employees (23,898,873) (2,219,408)
Net cash provided by (used in) provided by operating activities 8,708,907 (116,235)
Cash flows from capital and related financing activities:
Acquisition of capital assets (7,850) (12,662)
Net cash used in capital and related financing activities (7,850) (12,662)
Cash flows from investing activities:
Investments purchased (3,384,375) (349,664)
Investment proceeds 495,660 355,990
Investment in stock (216) (125)
Net cash (used in) provided by investing activities (2,888,931) 6,201
Net change in cash and cash equivalents 5,812,126 (122,696)
Cash and cash equivalents, beginning of year 1,052,063 1,174,759
Cash and cash equivalents, end of year $ 6,864,189 1,052,063
Reconciliation of operating income to net cash provided by (used in) operating activities:
Operating income (loss) $ 6,369,800 (162,219)
Adjustments to reconcile to net cash provided by (used in) operating activities:
Depreciation 8,011 8,065
Bad debt expense 525,000 52,486
Changes in operating assets and liabilities:
Accounts receivable, net 146,166 (109,346)
Accounts payable 61,448 (3,406)
Due to University of New Mexico (47,008) 62,143
Accrued royalty sharing, net (146,134) (19,839)
Accrued expenses 1,791,624 55,881
Net cash provided by (used in) operating activities $ 8,708,907 (116,235)

See accompanying notes to financial statements.



STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

(1) Organization

STC.UNM (the Corporation) is a blended component unit of The University of New Mexico
(UNM). The Corporation was organized on April 26, 1993 to facilitate the commercialization
of UNM faculty inventions and to manage UNM’s Science & Technology Park in
Albuquerque, New Mexico. On December 14, 2004, UNM and STC.UNM entered into a
revised Memorandum of Agreement (MOA) containing the expectations and performance
obligations UNM is seeking from the Corporation. The MOA may be terminated at any time
by either party, at which point all property of the Corporation shall be transferred to UNM or
other successor organization designated by resolution of the UNM Board of Regents. The
Corporation was incorporated under the State of New Mexico’s University Research Park and
Economic Development Act. As of June 30, 2020, the governing board consisted of 27
members, including 12 members of certain officers and faculty of UNM, the President of the
Corporation, and 15 members of the community. The Corporation has no component units.

(2) Summary of Significant Accounting Policies
(a) Measurement Focus, Basis of Accounting, and Financial Statement Presentation

As a blended component unit of UNM, the Corporation prepared its financial statements in
accordance with the accounting disclosure requirements under the Governmental Accounting
Standards Board (GASB) pronouncements as the Corporation meets the criteria of a
governmental not-for-profit. The accompanying financial statements have been prepared in
conformity with accounting principles generally accepted in the United States of America. The
significant accounting policies are summarized below.

The Corporation’s financial statements are reported using the flow of economic resources
measurement focus and the full accrual basis of accounting. Accordingly, revenue is
recognized when earned and expenses are recognized as soon as the liability is incurred.

Operating revenues and expenses are those incurred that primarily relate directly to facilitating
commercialization of UNM faculty, staff, and student inventions, as well as economic
development initiatives and venture development income. All other revenues and expenses are
considered nonoperating.

(b)  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 certain amounts and disclosures during the reporting period.
Accordingly, actual results could differ from those estimates.



STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

(¢) Cash and Cash Equivalents

Cash and cash equivalents include deposits and funds invested in overnight repurchase
securities. The Corporation is not subject to statutory or policy restrictions on the types of
deposits held.

For purposes of the statements of cash flows, the Corporation considers all cash on hand and in
banks and all highly liquid securities with original maturities less than 90 days to be cash
equivalents.

(d) Accounts Receivable

Accounts receivable represent the amount earned based on existing terms under license
agreements but uncollected on accrued royalties earned from customers.

Accounts receivable are carried at original amount billed less an estimate made for doubtful
receivables based on a review of all outstanding amounts on a monthly basis. Management
determines the allowance for doubtful accounts by identifying troubled accounts and by using
historical experience applied to an aging of accounts. Accounts receivable are written off when
deemed uncollectible. During fiscal 2020 and 2019, management wrote-off $425,000 and
$92,867, respectively, deemed uncollectible. Recoveries of accounts receivable previously
written off are recorded when received. There were no recoveries in fiscal years 2020 or 2019.
There was an allowance for doubtful accounts of $100,000 and $52,486 as of June 30, 2020
and 2019, respectively.

An account receivable is considered to be past due if any portion of the receivable balance is
outstanding for more than 90 days. Interest is not charged on past due accounts receivable.

(e) Capital Assets

Capital assets are carried at cost. Depreciation is provided on the straight-line method based on
estimated useful lives of three to seven years, except for depreciation of buildings, which have
a useful life of 30 years. Capital assets costing over $1,000 and with a useful life greater than a
year are capitalized. Repairs and maintenance expenses are charged to expense as incurred.

(f)  Patent Costs

UNM, a related party, provides annual funding for patent costs. The funding revenue is
deferred on receipt. As patent costs are incurred, expense is recognized and an equal amount of
the deferred revenue is recognized as income.

(g) Revenue Recognition

Upfront, nonrefundable licensing fees are recognized when earned. These fees are ordinarily
earned when a license agreement is signed and the Corporation has no further obligations with
respect to the license. Minimum annual royalty and license maintenance fee income is accrued
as it is earned, if it is determined that collection is reasonably assured.

10 (Continued)



STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

Operational and patent cost funding from UNM is recognized when all eligibility requirements
have been met. Patent cost reimbursement is recognized when earned.

Economic development funding and other professional service income is on a cost-
reimbursement basis and thus revenue is recognized equal to the amount of allowable expenses
incurred.

Patent monetization fees are recognized when an agreement is signed and the Corporation has
no further obligations with respect to the agreement.

Rental income from operating leases is recognized on a month-to-month basis according to
lease terms.

Accounts receivable, net was $405,843 and $1,077,009 as of June 30, 2020 and 2019,
respectively. For the years ended June 30, 2020 and 2019, the Corporation had bad debt
expense related to royalties and licenses of $504,698 and $25,123, respectively. For the years
ended June 30, 2020 and 2019, the Corporation had $20,302 and $27,363 of bad debt expense
related to patent cost reimbursement, respectively. The Corporation netted bad debt expense
with the corresponding revenue.

(h) Income Taxes

The Corporation has received a determination letter from the Internal Revenue Service (IRS)
that it is an organization described in Internal Revenue Code Section 501(c)(3). As such, it
would be exempt from federal income tax on income generated from activities related to its
exempt function.

The Corporation is taxable on unrelated business taxable income. Under some license
agreements, the Corporation will take an equity position in the licensee. If the licensee is a
limited liability company, the IRS treats income allocable to interests held by a tax-exempt
entity as unrelated business taxable income.

(i)  Accrued Employee Benefits

The Corporation’s employees may accumulate paid personal time, which is payable to the
employee upon termination or retirement. Personal time costs are recognized as a liability
when earned by the employee.

(G) Investments

The investment portfolio is valued based on quoted market values. The portfolio primarily
consists of mutual funds. Investments in stock consist of ownership interest in start-up
companies and are carried at cost basis.

11 (Continued)



STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

(k)  Net Position

Net position is classified as follows:

Invested in capital assets (net of related debt) is intended to reflect the portion of net
position that is associated with non-liquid, capital assets less outstanding capital
asset-related debt. The Corporation does not have any debt related to its capital assets.

Restricted net position is the net position that has third-party (statutory or granting
agency) limitations on its use. There was no restricted net position as of June 30, 2020 or
2019.

Unrestricted net position represents liquid assets available for use.

(1)  Impact of Recently Issued Accounting Standards

GASB Statement No. 95 — Postponement of the Effective Dates of Certain Authoritative
Guidance. This statement extends the implementation dates of several existing GASB
authoritative guidance, including GASB No. 84 to reporting periods beginning after
December 15, 2019 and GASB No. 87 to fiscal years beginning after June 15, 2021.

GASB Statement No. 87 — Leases. This statement defines a lease as a contract that conveys
control of the right to use another entity’s nonfinancial asset (e.g., buildings, land, vehicles,
equipment) as specified in the contract for a period of time in an exchange or exchange-like
transaction. This statement requires recognition of certain lease assets and liabilities for leases
that previously were classified as operating leases and recognized as inflows of resources
(revenues) or outflows of resources (expenses) based on the payment provisions of the
contract. A lessee is required to recognize a lease liability, measured at the present value of
payments expected to be made during the lease term, and an intangible right-to-use lease asset,
measured at the amount of the initial measurement of the lease liability, plus any payments
made to the lessor at or before the commencement of the lease term and certain direct costs. A
lessor is required to recognize a lease receivable, measured at the present value of lease
payments expected to be received during the lease term, and a deferred inflow of resources,
measured at the value of the lease receivable plus any payments received at or before the
commencement of the lease term that relate to future periods. This statement includes an
exception for short-term leases (those with a maximum possible term of 12 months or less),
contracts that transfer ownership, leases of assets that are investments, and certain regulated
leases. The Corporation is currently evaluating the impact GASB Statement No. 87 will have
on its financial statements.

GASB Statement No. 84 — Fiduciary Activities. This statement establishes criteria for
identifying fiduciary activities of all governmental units and focuses on whether a government
is controlling the assets of the fiduciary activity and beneficiaries with whom a fiduciary
relationship exists. The Corporation is evaluating the impact GASB Statement No. 84 will
have on its financial statements.

12 (Continued)
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STC.UNM

(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

License Agreements

During 2020, the Corporation entered into several fully-paid license agreements. The fully-paid
license agreements grant a non-exclusive, irrevocable, non-transferable, world-wide license under
the licensed patents. The Company incurred $33,835,952 in associated fees and distributions
included in general and administrative and licensing distributions on the statement of revenues,

expense, and changes in net position.

Patent Monetization Agreement

On July 12, 2019, the Corporation entered into a Patent Monetization Agreement and related
documents with multiple third-parties to fund expenses incurred by or on behalf of the Corporation
in pursuing certain patent infringement claims. The terms of the agreements are subject to

confidentiality provisions and/or Attorney-Client Privilege.

Cash, Cash Equivalents, and Investments

Cash and cash equivalents:
Cash on deposit at financial institution
Cash equivalents not considered deposits:
Money market accounts
Petty cash
Total cash and cash equivalents
Investments:
Mutual funds:
Domestic fixed income
International fixed income
Domestic equity
International equity
Total investments

Custodial Credit Risk

2020 2019
6,824,692 1,044,272
39,397 7,691
100 100
6,864,189 1,052,063
1,730,910 80,914
60,646 -
1,356,556 436,731
749,571 244,146
3,897,683 761,791

Custodial credit risk is the risk that in the event of a bank failure, the entity’s deposits may not
be returned to it. The Corporation maintains cash and cash equivalents in interest-bearing
transaction accounts with financial institutions and, as such, the accounts are insured by the
Federal Deposit Insurance Corporation up to $250,000. The Corporation does not believe there
is any significant credit risk related to their deposits. The Corporation does not require

collateral on its cash deposits in excess of $250,000.

13
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

As of June 30, the Corporation’s deposits were exposed to custodial credit risk as follows:

The following schedule details the Corporation's deposit accounts at June 30, 2020:

Financial
Bank Name/ Account Statement Outstanding Bank
Account Type Balance Checks Balance
Bank of the West:

Operating Checking $ 6,824,692 251255  $ 7,075,947
Money market account 39,397 — 39,397
Less FDIC insurance (289,397)
Uninsured and uncollateralized at June 30, 2020 S 6,825,947

The following schedule details the Corporation's deposit accounts at June 30, 2019:

Financial
Bank Name/ Account Statement Outstanding Bank
Account Type Balance Checks Balance
Bank of the West:

Operating Checking $ 1,044,272 344,601 $ 1,388,873
Money market account 7,691 — 7,691
Op Less FDIC insurance (257,691)

Uninsured and uncollateralized at June 30, 2019 $ 1,138,873

(b) Investment Policy

Up until March 2020, the Corporation had its funds in the “Aggressive” investment objective
option under the “Passive Meet/Beat Market” TIAA Portfolio Advisor Investment Strategy.
Due to negative long-term forecasts in the global market, the Corporation changed its
investment objective option to ‘“Moderate/Intermediate-Term” under the Passive Meet/Beat
Market” TIAA Portfolio Advisor Investment Strategy. TIAA has a general investment account
policy developed for the Corporation’s funds. The policy establishes an understanding as to the
investment goals, objectives, and management policies for this specific portfolio. The objective
of the fund is an emphasis on the total return of the portfolio with some consideration on
additional customization options. Investments are primarily in equity securities and other asset
classes, with growth as the primary objective. Fixed income securities are utilized for risk
control. Real assets are utilized for diversification and complementary strategies may be
utilized to improve the return/risk relationship of the portfolio. The risk of tolerance of the
Corporation can currently be described as “moderate/intermediate-term”. The performance of
the portfolio will be monitored, measured, and reported by TIAA to the Corporation.
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

(c) Interest Rate Risk and Credit Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
an investment. Credit risk is the risk that the credit quality of investments fluctuates or
downgrades from the time of purchase or the risk that an issuer of an investment will not fulfill
its obligations. The Corporation’s investments subject to interest rate and credit risk are the
fixed income mutual funds. The Corporation’s investment policy limits interest rate risk by
limiting the percentage of assets invested in bond funds and by requiring the weighted average
duration of its portfolio of bond funds to not exceed the duration of the Barclays Aggregate
Bond Index by more than two years. The Corporation’s investment policy limits credit risk by
requiring that domestic investment grade bond funds held have a credit rating of BBB or above
at purchase, and by limiting the percentage of assets invested in bond funds.

The Corporation had the following investments and maturities at June 30, 2020 and 2019.

June 30, 2020
Weighted Average Investment Maturities (in Years)
Investment Type Fair Value Less Than 1 1-5 6—-10 More Than 10 Not Available
Fixed income:
Domestic bond
mutual funds  $ 1,730,910 — 111,779 1,619,131 — —
International bond
mutual funds 60,646 — — — — 60,646
$ 1,791,556 — 111,779 1,619,131 — 60,646
June 30, 2019
Weighted Average Investment Maturities (in Years)
Investment Type Fair Value Less Than 1 1-5 6-10 More Than 10 Not Available
Fixed income:
Domestic bond
mutual funds $ 80,914 — 7,757 73,157 — —
$ 80914 — 7,757 73,157 — —
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements
June 30, 2020 and 2019

The following tables provide information on the credit ratings associated with the
Corporation’s investments in debt securities at June 30, 2020 and 2019.

June 30, 2020

Fair Not
Investment Type Value AAA AA A BBB BB B Below B _NR Available
Fixed income:
Domestic bond
mutual funds  $ 1,730,910 — 1,522,777 55,910 55,869 — 96,354 — —
International bond
mutual funds 60,646 — — — — — 60,646 — —
$ 1,791,556 — 1,522,777 55,910 55,869 — 157,000 - — —
June 30,2019
Fair Not
Investment Type Value AAA AA A BBB BB B Below B _NR Available
Fixed income:
Domestic bond
mutual funds  $ 80,914 — 65,451 7,757 — — 7,706 — —
$ 80,914 — 65,451 7,757 — — 7,706 — = —

(d) Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair
value of an investment or a deposit. All foreign investments of the Corporation are in mutual
funds, as disclosed elsewhere in this note.

(e) Net Increase in Fair Value of Investments

During the years ended June 30, the Corporation experienced realized gains and unrealized
losses on investments held as follows:

2020 2019
Realized gains $ 26,135 $ 1,805
Unrealized gains 186,995 11,959
Net increase in fair value of investments 213,130 $ 13,764
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

()  Fair Value Measurement

The Corporation categorizes its fair value measurements within the fair value hierarchy
established by generally accepted accounting principles. The hierarchy is based on the
valuation inputs used to measure the fair value of the asset.

° Level I inputs are quoted prices (unadjusted) for identical assets in active markets,
accessible at the measurement date. Level 1 inputs include exchange markets, dealer
markets, brokered markets, and principal-to-principal markets.

° Level 2 inputs are inputs, other than quoted prices included within Level 1, that are
observable for an asset, either directly or indirectly. Level 2 inputs include quoted prices
for similar assets in active markets and quoted prices for identical or similar assets in
markets that are not active.

° Level 3 inputs are unobservable inputs for an asset.

Investments that do not have a readily determinable fair value are recorded using net asset
value (NAV). NAV is generally provided by the investment managers, but the Corporation
considers the reasonableness of the NAV, based on market information, to arrive at the fair
value estimates for each investment.

The Corporation has the following recurring fair value measurements as of June 30, 2020:

Quoted
Prices
in Active Significant
Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Investments:
Mutual funds:
Domestic fixed
income $ 1,730,910 1,730,910 — —
International fixed
income 60,646 60,646
Domestic equity 1,356,556 1,356,556 — —
International equity 749,571 749,571 — —
Operating 11 Total investments § 3,897,683 3,897,683 — —
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STC.UNM

(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

The Corporation has the following recurring fair value measurements as of June 30, 2019:

Investments:
Mutual funds:
Domestic fixed
income $
Domestic equity
International equity

Total investments $

(6) Capital Assets

The Corporation has the following capital assets as of June 30:

Capital assets being depreciated:
Furniture and equipment $
Accumulated depreciation
Capital assets, net  $

Capital assets being depreciated:
Furniture and equipment $
Accumulated depreciation
Capital assets, net  $
Operating income (loss)

Quoted
Prices
in Active Significant
Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
80,914 80,914 — —
436,731 436,731 — —
244,146 244,146 — —
761,791 761,791 — —
2020
Beginning Ending
Balance Increases Decreases Balance
302,538 7,850 — 310,388
(269,498) (8,011) — (277,509)
33,040 (161) — 32,879
2019
Beginning Ending
Balance Increases Decreases Balance
289,876 12,662 — 302,538
(261,433) (8,065) — (269,498)
28,443 4,597 — 33,040
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Notes to Financial Statements

June 30, 2020 and 2019

(7) Commitments and Contingencies
(a) Occupancy Agreement

The Corporation entered into an occupancy agreement with UNM for lease of the new office
facilities, effective August 15, 2017 with an end date of August 31, 2027. Future minimum
payments required under the occupancy agreements are as follows:

Year ending June 30, 2021 $ 233,332
Year ending June 30, 2022 233,332
Year ending June 30, 2023 252,776
Year ending June 30, 2024 256,665
Year ending June 30, 2025 256,665
Years ending June 30, 2026 to 2028 556,108
§ 1788878

Rent expense in fiscal years 2020 and 2019 was $233,332 which is included in general and
administrative expense in the accompanying statement of revenues, expenses, and changes in
net position.

The Corporation entered into sublease agreement with a third party, effective September 1,
2017 through August 15, 2022. The future minimum receipts required under the sublease are
$86,403 each fiscal year. The Corporation also enters into various short-term monthly
agreements with venture lab tenants for virtual and physical space. The Corporation recorded
$128,631 and $131,465 of rental/occupancy income associated with these agreements in fiscal
years 2020 and 2019, respectively.

(b) Risk Management

The Corporation is exposed to various risks of loss from torts; theft of, damage to, and
destruction of assets; business interruption; errors and omissions; and natural disasters. The
Corporation is insured under the UNM’s Risk Management for liability and casualty insurance,
and through a private carrier for director and officer liability insurance. There have been no
significant reductions in coverage from the prior year and there have been no settlements in
any of the past years.

(c) Litigation

In the normal course of its commercialization activities and the protection of its patent
portfolio, the Corporation engages in litigation to enforce its contractual rights under existing
license agreements and to enforce its patent rights against infringers. During the current fiscal
year, the Corporation resolved litigation in several infringement cases. The terms of the
agreements related to the resolution of each case are subject to confidentiality restrictions set
out in the agreements.
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(d) Foreign Taxes

In the normal course of its commercialization activities, the Corporation may pay taxes to
foreign jurisdictions on royalty income. In some cases, the Corporation may be entitled to
refunds based upon tax treaties between the U.S. Government and the foreign jurisdiction or
other law. During the fiscal year ended June 30, 2020, the Corporation paid foreign taxes in the
amount of $9,197,500 and is currently seeking a refund of all or a portion of such amount. The
Company has not recorded any gain contingency as of June 30, 2020 associated with these
taxes.

(e) COVID-19

The outbreak of the novel coronavirus COVID-19, which was declared a pandemic by the
World Health Organization on March 11, 2020, has led to adverse impacts on the U.S. and
global economies and created uncertainty regarding potential impacts to the Company’s
operations and customer demand. The pandemic could impact the Corporation’s operations
and the operations of the Corporation’s start-up companies and UNM as a result of
quarantines, and travel and logistics restrictions. While the disruption caused by the pandemic
is currently expected to be temporary, there is uncertainty regarding its duration. Therefore,
while management of the Company expects the pandemic will have a certain level of impact
on its results of operations, financial position, and liquidity, management cannot reasonably
estimate the impact at this time.

(8) Defined Contribution Plan

The Corporation sponsors a defined contribution retirement plan for eligible employees. Employees
may contribute up to the maximum allowed by the IRS. In fiscal years 2020 and 2019, the
Corporation matched employee contributions below 7.975% commensurately; employee
contributions that equaled or exceeded 7.975% were matched up to 12.4% of the employee’s base
salary. There is no vesting period. The Corporation’s contributions were $124,518 and $114,999 in
fiscal years 2020 and 2019, respectively. Employee contributions were $85,001 and $77,915 in fiscal
years 2020 and 2019, respectively.

(9) Incentive Compensation Plan

The Corporation has an incentive compensation plan in which the finance and compensation
committee of the Corporation’s Board of Directors (STC Board) has the discretion to provide a cash
and/or equity incentive award based on performance. Cash bonuses awarded to employees were
$1,790,639 and $105,170 in fiscal years 2020 and 2019, respectively. Equity incentive awards are
provided to eligible employees in shares of start-up company common or preferred stock. The total
shares awarded to employees for various companies during fiscal years 2020 and 2019 were 79,312
and 51,026, respectively.

20 (Continued)



STC.UNM
(A Blended Component Unit of the University of New Mexico)
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June 30, 2020 and 2019

(10) STC Quasi-Endowment

The STC Board approved, as amended, an internal STC.UNM endowment policy for management of
large one-time license-fee related payments received by the Corporation. The endowment policy, as
amended, states that if the Corporation’s net position balance exceeds $500,000 then the excess
balance may be allocated as follows: 80% to the STC.UNM Quasi-Endowment, the interest from
which could be used to fund STC operations; and 20% to the STC.UNM Strategic Initiatives Fund to
be used for the inventor recognition awards program, the gap fund program, and other strategic
initiatives of the Corporation, as determined by the STC Board’s Executive Committee. Reallocation
of balances between the Quasi-Endowment, Strategic Initiatives Fund, and other net position
balances may be made at the discretion of the STC.UNM Finance Committee. The STC Board
designated endowment of $500,000 is accounted for and included under unrestricted net position.

(11) Co-Investment Fund

Based on a working relationship with the UNM Foundation, a related party, during fiscal year 2014,
the STC Board approved the STC.UNM Policy on Investment from Co Investment Fund. The UNM
Foundation revised its Consolidated Investment Fund Policy (the Policy) to set aside $1,000,000 for
their investment in private startup companies, which were started based on technology transferred
and licensed from the Corporation. Under the Policy, any positive returns realized and received by
the Co Investment Fund in the future shall be shared 10% by the Corporation and 90% by the UNM
Foundation. The Policy agreement was amended on October 21, 2016 removing the $1,000,000
threshold.

During fiscal year 2020, the Corporation approved one proposal from a start-up company and
provided successful co-investments totaling $100,000 based on direct pass-through funding from the
UNM Foundation to the Corporation per the terms of the policy.

During fiscal year 2019, the Corporation approved two proposals from start-up companies and
provided successful co-investments totaling $200,000 based on direct pass-through funding from the
UNM Foundation to the Corporation per the terms of the policy.
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(12) Subsequent Events

Effective July 1, 2020, the Corporation’s name was changed from STC.UNM to UNM Rainforest
Innovations.

On July 17, 2020, the Corporation received a $300,000 award from the U.S. Department of
Commerce’s Economic Development Administration to support economic development strategies in
response to the coronavirus pandemic. The award is funded under the Coronavirus Aid, Relief, and
Economic Security (CARES) Act.

On July 31, 2020, the Corporation’s Board of Directors approved a Quasi-Endowment Fund
Investment Policy establishing investment objectives, policies, guidelines, and eligible securities for
the investment and management of funds held in the Quasi-Endowment Fund. The amended
investment policy eliminated the concept of and use of a Strategic Initiatives Fund and authorized the
creation of a Spending Account, as described in the policy, for the determination of the amount of
funds available for expenditure on the Corporation’s strategic initiatives.

On August 26, 2020, the Corporation resolved a patent infringement litigation case. The terms of the
agreements related to the resolution of the case are subject to confidentiality restrictions.

Subsequent events are evaluated by management through the date the accompanying financial
statements are available to be issued, which is September 11, 2020.
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@ MOSSADAMS

Report of Independent Auditors on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards

The Board of Directors
STC.UNM

And

Mr. Brian S. Colon, Esq.
New Mexico State Auditor

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of
STC.UNM, which comprise the statement of financial position as of June 30, 2020, and the related
statement of revenues, expenses, and changes in net position and cash flows for the year then
ended, and the related notes to the financial statements, and have issued our report thereon dated
September 11, 2020.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered STC.UNM'’s internal
control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of STC.UNM'’s
internal control. Accordingly, we do not express an opinion on the effectiveness of STC.UNM’s
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected, on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies,
in internal control that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether STC.UNM’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

de, Adama L7

Albuquerque, New Mexico
September 11, 2020
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Summary of Auditor’s Results (as Required by 2.2.2.10 NMAC L(1) f)
June 30, 2020

Financial Statements

Type of report the auditor issued on whether the financial
statements audited were prepared in accordance with GAAP: Unmodified

Internal control over financial reporting:

e Material weakness(es) identified? (] Yes X No
e Significant deficiency(ies) identified? [] Yes X] None reported
Compliance and other matters noted? (] Yes X No
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Schedule of Findings
Year ended June 30, 2020

No matters were reported.
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Schedule of Prior Audit Findings
Year ended June 30, 2020

No prior audit findings
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STC.UNM
(A Blended Component Unit of the University of New Mexico)

Exit Conference

Year ended June 30, 2020

An exit conference was held on September 11, 2020. During this meeting, the contents of this report were
discussed with the following individuals:

STC.UNM (a blended component unit of the University of New Mexico)
Elizabeth Kuuttila, CEO and Chief Economic Development Officer

Sandra Begay, Board Chair

John Stichman, Board Secretary/Treasurer

Gregg Mayer, Board Member

Teresa Costantinidis, Board Member

Kimberly Pefia, CFO

Preston Hendrix, Controller

Moss Adams LLP
Lisa Todd, Partner

Lauren Kistin, Senior Manager

STC.UNM (a blended component unit of the University of New Mexico) is responsible for the contents of
the financial statements. Moss Adams LLP assisted with the preparation of the financial statements.
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