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Members of the Board of Trustees
Saint Mary's College of California
1928 St. Mary's Road
Moraga, Ca 94556

Dear Members of the Board:

Overview

Operating results of Saint Mary's College continued to improve during the fiscal year ended June
30,2012. Primary evidence of this improvement is the $1.8 million increase in unrestricted net
assets from operations (or net income) for the fiscal year. This increase primarily results from
growth in net tuition- and fee income from undergraduate students and to the strategic
management of overall ope-rating expenses.

The College's strong operating results occurred despite the lingering effects of a slow economic
recovery, instability i(l global financial markets and decreased public support of higher education.
These factors did, however, negatively impact the College as evidenced by a $12.7 million
decrease in total net assets from non-operating activities as of June 30, 2012 that is attributed to
the unrealized losses in the market value of the College's long-term (endowment) investments
and in-the market value of the College's interest rate exchange (or swap) agreement.

The audited flnancial'statements of the College, along with related notes, are provided on the
following pages, Also provided is the Independent Auditors' Report from Baker Tilly Virchow
Krause, LLP that provides .an opinion, without qualification, on the fair presentation of the
College's financial statements.

An explanation of the financial. statements and notes is provided on the following pages along
with some highlights of sigqificant changes reflected in the statements.

Balance: Sheet

The balance sheet (also knoWn as the statement of financial position) details the status of the
College's assets, liabilltles, and net assets (or equity) as of June 30, 2012, the end of the fiscal
year.

Significant changes in the balance sheet from the prior year include:

• Assets total $296.9 million and increased by $1.6 million or 0.5% from the prior year.
This negligible increase is reflective of overall financial markets that showed little or no
growth for the twelve month period ending June 30,2012.

• Liabilities total $114.3 million and increased by $13.1 million or 12.9%. This increase is
primarily attributed to an increase in the size of the unrealized loss in the market value of
the College's swap agreement by $10.5 million due to historically low long-term interest
rates and to a $2.0 million draw on the College's line of credit as of fiscal year-end, which
is a seasonal low point in the College's cash flows. The draw on the line of credit, it
should be noted, was repaid on August 8,2012 when cash flows seasonally improve.
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• Net assets total $182.6 million and decreased by $11.5 million or 5.9%. This decrease is
directly attributed to the $1.6 million increase in assets and the $13.1 million increase in
liabilities noted above.

Statement of Activities

The statement of activities (also known as the income statement) presents financial activity during
the fiscal year. In doing so, it reconciles the beginning and end-of-year net asset positions (or
equity).

Significant changes in the statement of activities include:

• Unrestricted operating revenues totaled $117.6 million and increased by $9.6 million or
8.8% from the prior year's total. This increase is primarily attributed to undergraduate
enrollment related increases in net tuition and fees revenue.

• Unrestricted operating expenses totaled $115.8 million and increased by $7.9 million or
7.3% over the prior year's total. This increase is attributed to planned increases in
faculty and staff compensation ($2.6 million), expenditures related to increased
enrollment ($1.0 million), and strategic expenditures including investments in facilities
($2.2 million), programs ($1.0 million) and technology ($0.5 million).

• Increase in unrestricted net assets from operations totaled $1.8 million and increased by
$1.7 million. This increase is attributed to the growth in unrestricted operating revenues
in excess of the growth in unrestricted operating expenses.

• Change in total net assets from non-operating activities totaled -$12.7 million. Th is
decline is primarily attributed to the increase in the size of the unrealized loss in the
market value of the swap agreement of $10.5 million and to the unrealized loss in the
market value of investments of $2.6 million.

• Net assets, end of year totaled $182.6 million. This represents a decrease from the prior
year's $194.0 million and is primarily attributed to the unrealized losses in the market
values of the swap agreement and of investments as of June 30, 2012.

Statement of Cash Flows

The statement of cash flows presents cash-related activities during the fiscal year and is
segmented into operating, investing, and financing activities. The statement of cash flows also
reconciles the beginning and end-of-year cash and cash equivalent balances contained in the
balance sheet. Finally, the statement of cash flows presents the amount of cash paid for interest
expense.

Significant changes in the statement of cash flows include:

• Change in cash and cash equivalents reflect an increase of $9.2 million. This increase is
primarily attributed to the $9.2 million increase in the amount of collateral the College is
required to post under the terms of the swap agreement.

• Cash paid for interest totaled $3.0 million. This reflects a decrease of $0.4 million and is
attributed to the timing of interest payments as interest rates remained relatively stable
during the fiscal year.

• Construction in progress included in accounts payable totaled $0.2 million. This reflects
a decrease of $0.2 million and is primarily attributed to temporary delays in the municipal
entitlement process for several of the College's facilities projects.
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Notes to Financial Statements

The notes to financial statements provide information about the nature of the College, the basis of
the presentation of the financial statements, significant accounting policies of the College, and
explanatory information about certain items in the financial statements.

The only significant change to the notes to financial statements is a Subsequent Event disclosure
found on the last page of the notes. The disclosure summarizes actions authorized by the Board
of Trustees on August 21, 2012 to further simplify and stabilize the College's debt structure. The
specific actions authorized by the Board of Trustees involve the amendment of the College's
2007 bond documents to add a new direct bond purchase mode and also involve entering into
two agreements for the direct purchase of the College's bonds for up to five years and for the
provision of a revolving line of credit to be used for the posting of collateral, as necessary, under
the swap agreement.

Summary and Outlook

The fiscal year ended June 30, 2012 demonstrated that Saint Mary's College can continue to
improve its operating results despite economic and political uncertainties. However, it also
demonstrated that Saint Mary's College is not immune from these uncertainties and must
continue to adapt to its environment in order to fulfill the potential of its mission.

Strategies that are being deployed by the College to adapt to these environmental uncertainties
include the further diversification of endowment investments, the further simplification and
stabilization of the debt structure, the strategic expansion of funding for institutional student
financial aid, the investment in programs that attract and retain students, the investment in new
and renovated facilities, and the expansion of resources for fundraising operations. These and
other strategies should help assure that Saint Mary's College continues to successfully pursue its
mission as it celebrates its sesquicentennial in the year ahead.

Respectfully submitted,

Peter A. Michell
Vice President for Finance and Treasurer



VIRCHOW KRAUSE, LLP

Baker Tilly Virchow Krause, LLP
225 S Sixth St, Ste 2300
Minneapolis, MN 55402-4661
tel 612 8764500
fax 612 2388900
bakertilly.corn

Independent Auditors' Report

The Board of Trustees
Saint Mary's College of California
Moraga, California

We have audited the accompanying balance sheets of Saint Mary's College of California as of June 30, 2012
and 2011, and the related statements of activities and cash flows for the years then ended. These financial
statements are the responsibility of the College's management. Our responsibility is to express an opinion 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. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the College's internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Saint Mary's College of California as of June 30, 2012 and 2011, and the changes in its net assets
and its cash flows for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The "Report from the Vice President for Finance and Treasurer" on pages 1 - 3, which is the
responsibility of management, is presented for the purpose of additional analysis and is not a required part of
the basic financial statements. Such information has not been subjected to the auditing procedures applied in
the audit of the basic financial statements, and, accordingly, we do not express an opinion or provide any
assurance on it.

Minneapolis, Minnesota
September 20, 2012
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SAINT MARY'S COLLEGE OF CALIFORNIA

Balance Sheets

As of June 30, 2012 and 2011

Assets

Current assets:
Cash and cash equivalents
Investments
Student receivables, net
Contributions receivable, net (note 5)
Accounts receivable - other
Prepaid expenses, and other

Total current assets

Noncurrent assets:
Cash and cash equivalents
Investments
Contributions receivable, net (note 5)
Notes receivable, net (note 6)
Other assets
Property, plant and equipment, net of

accumulated depreciation (note 7)

Total noncurrent assets

Total assets

Liabilities and Net Assets

Current liabilities:
Accounts payable and accrued liabilities
Line of credit (note 8)
Interest rate swap liability (note 10)
Current portion of long-term debt (note 9)
Deferred revenue

Total current liabilities

Noncurrent liabilities:
Liabilities under trust agreements (note 2 u»
Long-term debt, excluding current portion (note 9)
Post retirement benefits payable (note 11)
Asset retirement obligations (note 2(p»
Federal government grants refundable

Total noncurrent liabilities

Total liabilities

Net assets:
Unrestricted:

Investment in property, plant and equipment
Designated for plant renewal
Designated for debt service
Designated for budget enhancement
Designated for long-term investment
Designated for board reserve
Undesignated

Total unrestricted

Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

See accompanying notes to financial statements.

5

2012 2011

$ 3,006,222 $ 4,330,844
1,038 1,006,247

1,226,277 1,184,194
770,011 1,850,017

1,038,046 1,112,837
1,403,831 1,500,894

7,445,425 10,985,033

15,760,000 5,180,000
136,235,089 141,331,827
12,617,402 13,222,159
1,949,724 2,073,948
2,206,569 2,695,194

120,738,982 119,868,820

289,507,766 284,371,948

$ 296,953,191 $ 295,356,981

$ 7,141,377 $ 6,239,330
2,000,000

19,703,888 9,251,182
1,612,404 1,539,337
6,500,224 5,460,828

36,957,893 22,490,677

2,283,408 2,197,308
67,121,639 68,734,043
3{796,839 3,611,171
2,470,867 2,483,627
1,699,288 1,743,868

77,372,041 78,770,017

114,329,934 101,260,694

17,845,329 17,139,923
4,578,017 3,822,680
763,909 12,908,347

3,387,475 2,233,778
2,810,473 4,786,646

15,888,857 17,079,975
7,958,271 3,403,301

53,232,331 61,374,650

38,949,995 43,710,971
90,440,931 89,010,666

182,623,257 194,096,287

$ 296,953,191 $ 295,356,981



SAINT MARY'S COLLEGE OF CALIFORNIA
Statement of Activities

For the Year Ended June 30, 2012
With Comparative Totals for 2011

2012
Temporarily Permanently 2011

Unrestricted restricted restricted Totals Totals
Operating:

Revenues and gains:
Tuition and fees $ 127,042,692 $ $ $ 127,042,692 $ 114,569,462
Less financial aid (41,081,111) (41,081,111) (37,158,541)

Net tuition and fees 85,961,581 85,961,581 77,410,921
Sales and services of auxiliary enterprises 19,521,231 19,521,231 19,115,024
Grant and contract revenue 658,157 482,358 1,140,515 940,264
Contributions 1,910,068 462,353 2,372,421 4,815,227
Endowment income and realized gains distributed 5,303,921 5,303,921 5,305,328
Other 2,475,275 288,161 2,763,436 2,061,031

Total operating revenues and gains 115,830,233 1,232,872 117,063,105 109,647,795
Net assets released from restrictions 1,833,390 (1,833,390)

Total operating revenue, gains, and
other support 117,663,623 (600,518) 117,063,105 109,647,795

Expenses:
Instruction 41,743,485 41,743,485 39,034,133
Academic support 8,834,332 8,834,332 7,827,268
Student services 15,692,418 15,692,418 14,460,973
Institutional support 23,256,413 23,256,413 20,094,069
Operations and maintenance of plant 7,549,580 7,549,580 7,528,939
Interest expense 3,328,693 3,328,693 3,492,616
Depreciation expense 6,550,109 6,550,109 6,707,854
Auxiliary enterprises 8,877,576 8,877,576 8,799,797

Total operating expenses 115,832,606 115,832,606 107,945,649
Increase (decrease) in net assets

from operations 1,831,017 (600,518) 1,230,499 1,702,146
Nonoperating:

Contributions 94,771 3,212,096 1,529,725 4,836,592 21,174,199
Net gains (losses) and income on endowments,

net of distributions (5,790,285) (243,596) (6,033,881) 15,635,787
Net gains and income on other investments 14,494 84,929 99,423 43,914
Unrealized gain (loss) on interest rate swap (10,452,706) (10,452,706) 1,706,226
Write off construction in progress (1,749,838)
Write off unamortized bond insurance (1,064,000) (1,064,000)
Other (10,989) 21,492 (10,503)
Actuarial adjustments (88,957) (88,957) 289,850
Net assets released from restrictions 7,235,379 (7,235,379)

Increase (decrease) from
nonoperating activities (9,973,336) (4,160,458) 1,430,265 (12,703,529) 37,100,138

Change in net assets (8,142,319) (4,760,976) 1,430,265 (11,473,030) 38,802,284

Net assets, beginning of year 61,374,650 43,710,971 89,010,666 194,096,287 155,294,003

Net assets, end of year $ 53,232,331 $ 38,949,995 $ 90,440,931 $ 182,623,257 $ 194,096,287

See accompanying notes to financial statements.

6



Operating:
Revenues and gains:

Tuition and fees
Less financial aid

Net tuition and fees

Sales and services of auxiliary enterprises

Grant and contract revenue
Contributions
Endowment income and realized gains

distributed
Other

Total operating revenues and gains
Net assets released from restrictions

Total operating revenue, gains, and
other support

Expenses:
Instruction
Academic support
Student services
Institutional support
Operations and maintenance of plant
Interest expense
Depreciation expense
Auxiliary enterprises

Total operating expenses

Increase in net assets
from operations

Nonoperating:
Contributions
Net gains and income on endowments,

net of distributions
Net gains and income on other investments
Unrealized gain (loss) on interest rate swap
Write off construction in progress
Other
Actuarial adjustments
Net assets released from restrictions

Increase (decrease) from
nonoperating activities

Change in net assets

Net assets, beginning of year

Net assets, end of year

See accompanying notes to financial statements.

SAINT MARY'S COLLEGE OF CALIFORNIA

Statement of Activities

For the Year Ended June 30, 2011

2011

Temporarily Permanently
Unrestricted restricted restricted Totals

$ 114,569,462 $ $ $ 114,569,462
(37,158,541) (37,158,541)

77,410,921 77,410,921

19,115,024 19,115,024

826,316 113,948 940,264
2,015,988 2,799,239 4,815,227

5,305,328 5,305,328
1,872,722 188,309 2,061,031

106,546,299 3,101,496 109,647,795
1,501,959 (1,501,959)

108,048,258 1,599,537 109,647,795

39,034,133 39,034,133
7,827,268 7,827,268

14,460,973 14,460,973
20,094,069 20,094,069
7,528,939 7,528,939
3,492,616 3,492,616
6,707,854 6,707,854
8,799,797 8,799,797

107,945,649 107,945,649

102,609 1,599,537 1,702,146

8,605 19,995,822 1,169,772 21,174,199

5,425,173 10,210,614 15,635,787
21,144 22,770 43,914

1,706,226 1,706,226
(1,749,838) (1,749,838)
(707,474) 629,325 78,149

289,850 289,850
3,358,672 (3,358,672)

8,062,508 27,499,859 1,537,771 37,100,138

8,165,117 29,099,396 1,537,771 38,802,284

53,209,533 14,611,575 87,472,895 155,294,003

$ 61,374,650 $ 43,710,971 $ 89,010,666 $ 194,096,287
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SAINT MARY'S COLLEGE OF CALIFORNIA
Statement of Cash Flows

As of and for the Years Ended June 30, 2012 and 2011
2012 2011

Cash flows from operating activities:
Change in net assets $ (11,473,030) $ 38,802,284
Adjustments to reconcile change in net assets to net cash flows

from operating activities:
Depreciation 6,550,109 6,707,854
Amortization of issuance costs 1,126,707 84,690
Actuarial adjustment of annuities payable 88,957 (289,850)
Net loss (gain) on investments and other assets 383,105 (21,255,597)
Noncash gifts received (stock) (1,379,401) (7,242,854)
(Gain) loss from interest rate swap 10,452,706 (1,706,226)
Changes in operating assets and liabilities:

Student receivables, net 32,917 (93,100)
Contributions receivable 899,506 (982,683)
Accounts receivable - other 74,791 (523,518)
Prepaid expenses, and other assets (541,019) 57,872
Accounts payable and accrued liabilities 1,156,027 103,315
Post retirement liability 98,668 (887,084)
Deferred revenue 1,039,396 (71,903)
Liabilities under trust agreements 49,764 104,864

Contributions restricted for plant and long-term investment {4,623,591 ) {21,174,199)
Net cash flows from operating activities 3,935,612 {8,366,135)

Cash flows from investing activities:
Capital expenditures (7,600,010) (824,364)
Purchases of investments (14,205,468) (25,325,818)
Proceeds from sales of investments 21,312,952 29,876,731
Disbursement of loans to students (237,000) (374,457)
Repayments of loans from students 286,224 320,075

Net cash flows from investing activities {443,302) 3,672,167
Cash flows from financing activities:

Change in refundable government grants, net (44,580) 31,945
Payments on long-term debt (1,539,337) (1,918,604)
Payments to annuitants (174,200) (137,036)
Increase in annuities payable from new gifts 112,337 294,327
Borrowings (payments) on line of credit 2,000,000 (3,000,000)
Contributions received for plant and long-term investment 5,408,848 11,155,807

Net cash flows from financing activities 5,763,068 6,426,439

Change in cash and cash equivalents 9,255,378 1,732,471

Beginning cash and cash equivalents 9,510,844 7,778,373

Ending cash and cash equivalents $ 18,766,222 $ 9,510,844

Supplementary cash flow information:
Cash paid for interest $ 3,064,076 $ 3,422,291
Noncash investing and financing activities

Construction in progress included in accounts payable 256,652 436,392

See accompanying notes to financial statements.
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SAINT MARY'S COLLEGE OF CALIFORNIA

Notes to Financial Statements

As of and for the Years Ended June 30, 2012 and 2011

(1) Nature of Organization

Saint Mary's College of California (the College) is an independent Liberal Arts, Catholic, and Lasallian
institution of higher education that is operated by the Brothers of the Christian Schools (Christian
Brothers), the oldest religious order in the Catholic Church devoted exclusively to teaching. Chartered
by the State of California in 1872 and operated continuously since that date, the College is among the
oldest colleges in the West. The College grants associate, baccalaureate, and masters degrees in
liberal arts, science, business administration, and education, including a doctorate in education. The
College is classified as a Masters I (comprehensive) institution by the Carnegie Commission on Higher
Education. Student headcount enrollment in fall 2011 and 2010 totaled 3,336 and 3,153 full-time and
763 and 764 part-time students, respectively.

(2) Basis of Presentation and Summary of Significant Accounting Policies

These financial statements, which are presented on the accrual basis of accounting, have been
prepared to focus on the College as a whole and to present balances and transactions according to the
existence or absence of donor-imposed restrictions.

Net assets and changes therein are classified as follows:

• Permanently restricted net assets - Net assets subject to donor-imposed restrictions that they be
maintained permanently by the College. The College's permanently restricted net assets are
endowment funds invested to support scholarships and various academic programs.

• Temporarily restricted net assets - Net assets subject to donor-imposed restrictions that mayor will
be met by actions of the College and/or the passage of time. As of June 30, 2012 and 2011,
$20,445,850 and $22,243,153 was restricted to operating activities and $18,504,145 and
$21,467,818 was restricted to the acquisition of long-lived assets, respectively.

• Unrestricted net assets - Net assets not subject to donor-imposed restrictions.

Revenues are reported as increases in unrestricted net assets unless use of the related assets is
limited by donor-imposed restrictions. Expenses are reported as decreases in unrestricted net assets.
Gains and losses on investments and other assets or liabilities are reported as increases or decreases
in unrestricted net assets unless their use is limited by explicit donor restriction or by law. Expirations of
temporary restrictions on net assets (i.e., the donor-restricted purpose has been fulfilled and/or the
stipulated time period has elapsed) are reported as reclassifications between the applicable classes of
net assets.

Contributions, including unconditional promises to give, are recognized as revenues in the period
received. Conditional promises to give are not recognized until they become unconditional, that is when
the conditions on which they depend are substantially met. Contributions to be received after one year
are discounted at a discount rate commensurate with the risks involved. An allowance for uncollectible
contributions receivable is provided based upon management's judgment including such factors as prior
collection history, type of contribution, and nature of fund-raising activity.

9 (Continued)



SAINT MARY'S COLLEGE OF CALIFORNIA

Notes to Financial Statements

As of and for the Years Ended June 30,2012 and 2011

(a) Temporarily Restricted Net Assets

Contributions received with donor-imposed restrictions that are met in the same year as received
are reported as unrestricted revenue.

Contributions of property, plant, and equipment without donor restrictions concerning the use of
such long-lived assets are reported as unrestricted revenues. Contributions of cash or other
assets to be used to acquire property, plant, and equipment are reported as temporarily restricted
revenues. The restrictions are considered to be released at the time of acquisition of such long-
lived assets.

(b) Asset Classification

Current assets are used to designate cash and other assets that are reasonably expected to be
realized in cash or sold or consumed during the normal operating cycle of the College.

Noncurrent assets are used to designate such resources as (a) cash and claims to cash, which
are restricted as to withdrawal or use for other than current operations, are designated for
expenditure in the acquisition or construction of noncurrent assets, or are segregated for the
liquidation of long-term debts; (b) receivables which are not expected to be collected within twelve
months; (c) land and other natural resources; (d) depreciable assets; and (e) long-term
prepayments which are fairly chargeable to the operations of several years, or deferred charges
such as unamortized debt issuance costs. Contributions receivable including amounts due within
the next year, related to property, plant and equipment and endowments are included in this
classification.

(c) Cash Equivalents

Cash equivalents consist of short-term, highly liquid investments with original maturities of three
months or less. For purposes of the statement of cash flows, the College considers all highly
liquid debt instruments with original maturities of three months or less to be cash equivalents.

(d) Prepaid Expenses and Other

Prepaid expenses consist of dues, travel fees paid for semester abroad programs, and other
expenses whose benefit will be realized in the next fiscal year.

(e) Investments

Investments designated for use in acquiring property, plant, and equipment, true endowment gifts
(including expendable realized gains), funds functioning as endowment, and annuity and life
income trusts have been classified as noncurrent in the accompanying balance sheet.

Expendable investments, including designated unrestricted have been classified as current in the
accompanying balance sheet.

(f) Student Receivables, Net

Student receivables are recorded net of an allowance for doubtful accounts. The allowance for
doubtful accounts was $141,000 as of June 30, 2012 and 2011, and is based on historical
experience and management's evaluation of receivables at the end of each year. Bad debts are
expensed when deemed uncollectible. Receivables are generally unsecured. A student account
receivable is considered delinquent if not paid by the due date. A monthly service fee is charged
on delinquent amounts.

10 (Continued)



SAINT MARY'S COLLEGE OF CALIFORNIA

Notes to Financial Statements

As of and for the Years Ended June 30, 2012 and 2011

(g) Other Assets

The issuance costs of bonds and bond discounts are included in other assets. They are deferred
and amortized on a basis that approximates the level-yield method over the repayment period of
the bonds.

(h) Property, Plant, and Equipment, Net

Property, plant, and equipment are stated at cost at date of acquisition or fair value at date of
donation in the case of gifts-in-kind. The college capitalizes property, plant and equipment
additions of $10,000 to $50,000, depending on the type of addition. Cost includes the related net
interest expense incurred on funds borrowed for construction of facilities. Depreciation is provided
on equipment using the straight-line method over the estimated useful lives ranging from 3 to 5
years. Depreciation is provided for longer-lived equipment using the straight-line method over the
estimated useful lives ranging from 5 to 10 years. Depreciation was provided on buildings and
improvements using the straight-line method over useful lives ranging from 10 to 30 years, and
up to 50 years for buildings placed in service after 2000.

(i) Deferred Revenue

Deferred revenue represents payments received, primarily tuition, which will be earned in the
following year.

(j) Liabilities Under Trust Agreements

The College uses the actuarial method of recording annuity and life income contracts and
agreements. Under this method, the asset is recorded at fair value when a gift is received and is
included in Noncurrent Investments. The present value of the aggregate annuity payable is
recorded as a liability, based upon life expectancy tables and the remainder is recorded as a
contribution in the appropriate net asset category. The liability account is credited with investment
income and gains and is charged with investment losses and payments to beneficiaries.

Periodic adjustments are made between the liability account and the net asset account for
actuarial gains and losses. The actuarial liability is based on the present value of future payments
discounted at rates ranging from 4.0%-7.1 % and over estimated lives according to Mortality Table
2000CM.

The College is subject to additional legally mandated annuity reserve requirements by the State
of California on its California gift annuity contracts. As of June 30, 2012 and 2011, the College's
investment of the annuity reserve accounts is in compliance with these regulations.

(k) Works of Art, Historical Treasures, and Similar Assets

Contributions of works of art, historical treasures, and similar assets held as part of a collection,
for education, research, or public exhibition rather than for sale, are not recognized or capitalized.
Significant contributions of works of art, historical treasures, and similar assets not held as part of
a collection are recorded as revenue and assets at their estimated fair value at the date of receipt
based upon appraisals or similar valuations.

(I) Unemployment Self-Insurance

The College reimburses applicable States for actual unemployment benefits paid resulting from
previous employment with the College in lieu of making regular contributions to the State based
on wages and salaries.
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As of and for the Years Ended June 30,2012 and 2011

(m) Federal and State Income Tax

The College qualifies under the provisions of Section 501 (c)(3) of the Internal Revenue Code and
Section 23701 d of the California Revenue and Taxation Code and is exempt from federal and
state income taxation on related sources of income. The College is, however, subject to federal
and state income tax on unrelated business income and an appropriate provision for any such
taxes is included in the accompanying financial statements.

The College follows the accounting standards for contingencies in evaluating uncertain tax
positions. This guidance prescribes recognition threshold principles for the financial statement
recognition of tax positions taken or expected to be taken on a tax return that are not certain to be
realized. No liability has been recognized by the College for uncertain tax positions as of June 30,
2012 and 2011. The College's tax returns are subject to review and examination by federal and
state authorities. The tax returns for fiscal 2009 and thereafter are open to examination by federal
and state authorities.

(n) Valueof Financial Instruments Not Carried at Fair Value

The carrying amounts of cash, accounts, notes and other receivables, and accounts payable
approximate fair value due to the short-term maturities of these instruments.

The carrying amounts of the actuarial liability for trusts and annuities payable approximate fair
value based on life expectancies, quoted market prices, and the present value discount included
in the carrying amount.

(0) Useof Estimates

Management of the College has made a number of estimates and assumptions relating to the
reporting of assets and liabilities and the disclosure of contingent assets and liabilities to prepare
these financial statements in conformity with accounting principles generally accepted in the
United States of America. Actual results could differ from those estimates.

(p) Tuition and Feesand Auxiliary Revenues

Tuition revenue is recognized in the period during which the related academic services are
rendered. Revenue from auxiliary enterprises is recognized when goods or services are provided.
Financial assistance in the form of scholarships and grants that cover a portion of tuition, living
and other costs is reflected as a reduction of tuition and fees revenues.

(q) Asset Retirement Obligations

Asset retirement obligations are estimated costs and obligations associated with the retirement of
long-lived assets. These liabilities were initially recorded at fair value and the related asset
retirement costs were recorded as decreases in unrestricted net assets.

The asset retirement obligation is recorded as a noncurrent liability on the balance sheet. The
estimated asset retirement obligation will be determined annually at June 30 to reflect
remediation efforts as well as to reflect updated costs for abatement.

(r) Subsequent event review

The College has evaluated subsequent events through September 20, 2012, which is the date
that the financial statements were issued.
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Notes to Financial Statements

As of and for the Years Ended June 30, 2012 and 2011

(3) Fair Value of Financial Instruments

As defined in FASB ASC Topic 820, fair value is 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. Under this
guidance, a three level hierarchy is used for fair value measurements which is based upon the transparency
of information, such as the pricing source, used in the valuation of an asset or liability as of the measurement
date. The three levels are defined as follows:

Level 1 - Quoted market prices in active markets for identical assets or liabilities.

Level 2 - Observable market based inputs or unobservable inputs that are corroborated by market
data.

Level 3 - Pricing inputs are unobservable and include situations where there is little, if any market
activity for the investment.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy.
In such cases, the level in the fair value hierarchy within which the fair value measurement in its entirety falls
has been determined based on the lowest level input that is significant to the fair value measurement in its
entirety. The assessment of the significance of a particular input to the fair value measurement in its entirety
requires judgment and considers factors specific to the asset or liability.

The table below presents the balances of assets and liabilities measured at fair value on a recurring basis as
of June 30,2012:

Total Level 1 Level 2 Level 3
ASSETS
Cash and short term equivalents $ 6,999,459 $ 6,999,459 $ $
Fixed income securities 30,133,140 30,133,140
U.S. equity securities 42,391,560 42,391,560
Non-U.S. equity securities 37,430,669 10,944,910 26,485,759
Mutual funds 1,994,656 1,994,656
Private equity 12,170,272 12,170,272
Real estate 5,116,371 60,214 5,056,157

Total $ 136,236,127 $ 92,523,939 $ 26,485,759 $ 17,226,429
LIABILITIES
Interest rate SWAP $ 19,703,888 $ $ 19,703,888 $

The table below presents the balances of assets and liabilities measured at fair value on a recurring basis as
of June 30, 2011:

Total Level 1 Level 2 Level 3
ASSETS
Cash and short term equivalents $ 7,451,359 $ 7,451,359 $ $
Fixed income securities 32,352,666 32,352,666
U.S. equity securities 42,986,166 42,986,166
Non-U.S. equity securities 43,000,544 12,863,523 30,137,021
Mutual funds 2,022,179 2,022,179
Private equity 9,653,634 9,653,634
Real estate 4,871,526 4,369 4,867,157

Total $ 142,338,074 $ 97,680,262 $ 30,137,021 $ 14,520,791
LIABILITIES
Interest rate SWAP $ 9,251,182 $ $ 9,251,182 $
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Notes to Financial Statements

As of and for the Years Ended June 30, 2012 and 2011

The following methods and assumptions were used to estimate the fair value for each class of financial
instrument measured at fair value. There have been no changes in the techniques and inputs used as of
June 30, 2012 and 2011.

Cash and short term equivalents - Investments in cash and short term equivalents are comprised
primarily of money market funds, are classified as Level 1, as most of the investments can be liquidated
in the same day, representing the active and ready market for these assets.

Fixed income securities - Investments in fixed income securities are comprised of US Treasury notes,
mortgage backed securities, municipal and corporate bonds. This investment class is classified as Level
1, as most of the investments can be liquidated in the same day, representing the active and ready
market for these assets.

Equity securities - Investments in equity securities with readily determinable fair values and all
investments in debt securities are recorded at fair value based on values provided by external
investment managers or quoted market values. They are classified as Level 1 if they are traded in an
active market for which closing prices are readily available. Other investments in equity securities are
comprised of commingled funds which are not actively traded, however the underlying assets are
marketable. Investments in equity securities for which net asset values were available and the College
has the ability to redeem its investments at the net asset value in the near term are classified as Level 2.

Mutual funds - Mutual funds are classified as Level 1, as they are traded in an active market for which
closing prices are readily available.

Private equity - The interests in alternative investments are made up of limited partnerships, which invest
in private securities. Investments in private securities are reported at historical cost, which approximates
market value, adjusted for liquidity events or significant changes in performance provided by the general
partner or investment manager.

Real estate - The interests in real estate are recorded first, at cost, then after one year, at their appraised
or estimated fair values provided by the general partner or investment manager. Changes in the
underlying assumptions could have a significant effect on the fair value of the investments.

Interest rate SWAP - Interest rate SWAP agreements are classified as Level 2 as the fair value is based
on observable inputs to a valuation model that includes interest rates and credit spreads which take into
account the present value of the estimated future cash flows and credit valuation adjustments.

While the College believes its valuation methods are appropriate and consistent with other market
participants, the use of different methodologies or assumptions to determine the fair value of certain financial
instruments could result in a different estimate of fair value at the reporting date.
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The changes in Level 3 assets measured at fair value on a recurring basis are summarized as follows:

Private Real
Equity Estate

Balances, July 1, 2011
Net gains (losses) (realized and unrealized) included in:

Excess (deficiency) of revenues and gains/losses over expenses
Purchases
Sales

Balances, June 30, 2012

Balances, July 1, 2010
Net gains (losses) (realized and unrealized) included in:

Excess (deficiency) of revenues and gains/losses over expenses
Purchases
Sales

Balances, June 30,2011

$ 9,653,634 $

1,409,174
2,417,499
{1,310,035)

$ 12,170,272 $

Private
Equity

$ 8,340,714 $

900,780
1,769,632
{1,357,492)

$ 9,653,634 $

4,867,157

189,000

5,056,157

Real
Estate

5,005,286

(30,978)

p07,151)

4,867,157

The amount of total gains or losses for the period included in change in net assets attributable to the change
in unrealized gains or losses relating to assets measured at fair value still held at June 30, 2012 and 2011 are
$868,789 and $1,097,200, respectively.

The fair value of certain funds has been estimated using the Net Asset Value ("NAV") as reported by the
management of the fund. Accounting guidance allows for the use of the NAVas a "practical expedient"
estimating the fair value of alternative investments. NAV reported by each alternative investment fund is used
as a practical expedient to estimate the fair value of the College's interest in the fund. If the College does not
know when it will have the ability to redeem its investment or it does not have the ability to redeem its
investment at NAV per share in the near term the investments are categorized as Level 3 instruments.

The following table lists the investments in alternative investments by major category:

Private Equity Real Estate

Fair value, June 30,2012 $ 12,170,272

Primarily buyout,
Venture, and growth

equity in US
Significant investment strategy

Remaining life 6 to 13 years

Dollar amount of unfunded commitments $ 1,727,628

Timing to draw down commitments 1 to 5 years

Redemption terms N.A.

15

$ 5,056,157

US real estate

1 to 12 years

$ 132,646

1 to 5 years

N.A.
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Notes to Financial Statements

As of and for the Years Ended June 30,2012 and 2011

(4) Investment Income

The following schedule summarizes the investment return during 2012 and 2011 and its classification
on the statement of activities:

2012 2011

Investment income, net of investment expenses of
$574,358 and $608,696, respectively $ 1,968,466 $ 2,107,299

Net gain (loss) on investments and other assets (2,599,003) 18,877,730

Total return on investments $ (630,537) $ 20,985,029

Operating
Endowment income and realized gains distributed $ 5,303,921 $ 5,305,328

Nonoperating
Net gains (losses) and income on endowments, net of
distributions

Net gains and income on other investments
(6,033,881)

99,423
15,635,787

43,914

Total return on investments $ (630,537) $ 20,985,029

(5) Contributions Receivable, Net

Promises to give, net of discount to present value (at a rate of 6% for pledges received prior to June
2009 and 2% for pledges received after June 2009), based upon the risk-free rate at pledge
establishment) are due to be collected as follows:

2012 2011

Current, net of discount $ 770,011 $ 1,850,017

Noncurrent
Receivables designated/restricted for acquiring
property, plant and equipment, net of discount

Endowment receivables, net of discount
11,607,288
1,010,114

12,814,808
407,351

Total noncurrent 12,617,402 13,222,159

$ 13,387,413 $ 15,072,176

Gross amounts due in:
Less than one year
One to five years
More than five years

$ 3,549,821
6,442,592
4,425,000

Total contributions receivable 14,417,413

Less discount to present value (1,030,000)

$ 13,387,413
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Gross contributions receivable of $11.4 million as of June 30, 2012 and $12.9 million as of June 30,
2011, were due from three donors. Such amounts are recorded as temporarily restricted or permanently
restricted net assets.

As of June 30, 2012, the college has received one conditional promise to give for a capital project in the
amount of $12 million when the College raises $28 million towards the project.

(6) Notes Receivable, Net

Notes receivable, net as of June 30,2012 and 2011 consisted of the following:

2012 2011

Federal Perkins loan program
Less allowance for doubtful accounts

$ 2,534,724 $ 2,583,948
(585,000) (510,000)

1,949,724 ,;;"$=..,;2;;;,1,~07~3,,,b,9~4..;.8Student loans receivable, net $

The objective of the Federal Perkins Loan Program is to provide long-term, uncollateralized, low-
interest loans to students who demonstrate the need for financial aid to pursue their courses of study. A
revolving loan fund is established by federal government grants and institutional matching contributions.
A liability is established on the balance sheet for the net assets of this program refundable to the federal
government. The Federal Perkins Loan Program notes which bear interest at 3% to 5% are payable
over approximately 11 years.

After a student is no longer enrolled in an institution of higher education and after a grace period, the
student is responsible for monthly debt service payments. Student loans receivable through the loan
programs are considered to be past due if a payment is not made within 30 days of the payment due
date, at which time, late fees are charged and recognized. The Federal Perkins Loan Program
receivables may be assigned to the U.S. Department of Education. Students may be granted a
deferment, forbearance, or cancellation of their student loan receivable based on eligibility requirements
defined by the U.S. Department of Education.

Allowances for doubtful accounts are established based on prior collection experience and current
economic factors which, in management's judgment, could influence the ability of loan recipients to
repay the amounts per the loan terms. At June 30, 2012 and 2011, student loans represented 0.7% of
total assets.

Funds advanced by the Federal government of approximately $1.7 million at June 30, 2012 and 2011
are ultimately refundable to the government and are classified as liabilities on the statement of financial
position.

At June 30,2012 and 2011, the following amounts were past due under student loan programs:

June 30,
Amounts Past Due

1 - 60 days 60 - 90 days 90+ days Total

2012
2011

$ 115,429 $
105,046

128,138 $
74,606

328,057 $
256,525

571,624
436,177
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(7) Property, Plant, and Equipment, Net of Accumulated Depreciation

Property, plant, and equipment, net as of June 30, 2012 and 2011 consisted of the following:

2012 2011

Land $ 1,336,000 $ 1,336,000
Land improvements 16,083,155 12,270,440
Buildings and building improvements 170,978,953 170,272,897
Furniture, fixtures and equipment 18,088,534 18,585,865
Vehicles 1,298,199 1,212,384
Construction in progress 3,945,288 3,211,434

211,730,129 206,889,020
Less accumulated depreciation {90,991,147) {87,020,200)

$ 120,738,982 $ 119,868,820

(8) Note Payable to Bank

The College has a revolving line of credit with Bank of America in the amount of $8 million. At the
discretion of the College, advances bear interest at either the BBA LlBOR daily floating rate plus 1.5%
or the LlBOR rate plus 1.15%. This line of credit is available through August 2, 2013. As of June 30,
2012, the College had drawn on this line in the amount of $2 million and had reserved $730,000 as a
Stand by Letter of Credit in support of the self insurance program for the College's workers
compensation plan.
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(9) Long-Term Debt

Long-term debt as of June 30, 2012 and 2011 consisted of the following:

2012 2011

Note payable to bank - interest at the 360-day LlBOR plus
0.75% (1.847% as of June 30, 2012) due in annual
payments of $105,000 plus interest through February 1,
2020, secured by $840 thousand contribution receivable $ 840,000 $ 945,000

California Educational Facilities Authority 2007 Revenue
Bonds - interest reset weekly (.28% at June 30, 2012),
secured by direct pay letter of credit, due through 2043 66,300,000 67,350,000

Capital lease with option to purchase agreement -
unsecured, due through 2015 166,954 263,517

California Educational Facilities Authority 2007 Master
Lease with option to purchase agreement - 3.94%,
secured by underlying equipment, due through 2017 1,427,089 1,714,863

Total long-term debt 68,734,043

1,612,404

70,273,380

Less current portion 1,539,337

$ 67,121,639 $ 68,734,043

The carrying value of long-term debt net of issuance costs of bonds and bond discounts is $66,879,195
and $67,726,136 as of June 30,2012 and 2011, respectively. Based on the current trading value of
long-term debt, the fair value is approximately $68,734,043 as of June 30,2012.

The CEFA 2007 bonds are secured by an irrevocable direct pay letter of credit of $66,300,000, which
expires August 2, 2013. The letter of credit is secured by an unrestricted gross revenue pledge.

Aggregate future long-term debt principal payments as of June 30,2012 are as follows:

Year Ending June 30:
2013
2014
2015
2016
2017
Subsequent

$ 1,612,404
1,603,910
1,618,752
1,645,324
1,538,653

60,715,000

$ 68,734,043
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The CEFA Series 2007 bond agreements contain various covenants, which include maintenance of
certain financial ratios, as defined in the agreements. The College was in compliance with bond
covenants as of June 30, 2012.

(10) Interest Rate Swap

The College has issued variable-rate debt to finance the acquisition of buildings and to defease the
CEFA 2003 bonds. These debt obligations expose the College to fluctuations in interest payments due
to the changes in interest rates. In an effort to manage the fluctuations in cash flows resulting from
interest rate risk, the College entered into an interest rate swap.

Under the interest rate swap, the College receives variable interest rate payments that hedge the
variable interest rate debt, and makes fixed interest rate payments, thereby creating the equivalent of
fixed-rate debt. In July, 2008, the College amended a 36-year swap from Bank of New York Mellon
originated in August, 2007 at a fixed rate of 3.546% on the then $70,275,000 of outstanding variable
rate debt. There was no cash exchanged at the time the College entered into the swap due to the
relationship between the variable rates and swap rate at that time. The notional amount of this swap
equals the current outstanding debt of the respective issuance.

In the fiscal year ended June 30,2012, the College received $80,225 more than it paid in interest under
the swap agreements. In the fiscal year ended June 30, 2011, the College received $30,346 more than
it paid in interest under the swap agreements. The difference between interest received and interest
paid under the swap agreement is recorded in interest expense in the statements of activities.

Changes in the fair market value of the interest rate swap are reported as unrealized gains or losses on
the interest rate swap related to bonds on the statement of activities. As of June 30,2012 and 2011, the
valuation of the swap resulted in an unrealized loss of $10,452,706 and unrealized gain of $1,706,226,
respectively. The liability related to the interest rate swap agreement of $19,703,888 at June 30,2012 is
reported on the statement of financial position in current liabilities. Providing that the College holds the
swap to maturity, the value of the derivative will be zero. This swapping transaction can be terminated
at market rates at anytime during the term of the swap. The College is also required to post collateral if
the swap agreement valuation exceeds a liability of $5,000,000. At June 30, 2012, the value of the
collateral posted was $15,760,000.

20 (Continued)



SAINT MARY'S COLLEGE OF CALIFORNIA

Notes to Financial Statements

As of and for the Years Ended June 30, 2012 and 2011

(11) Retirement Plan and Postretirement Benefits

The College participates in the Teachers Insurance Annuity Association (TIM) and the College Retirement
Equity Fund (CREF) defined contribution retirement plans that cover substantially all full-time employees of
the College. TIM is a legal reserve life insurance and annuity company and CREF is a corporate
companion to TIM. Annual contributions, as determined by the Board of Trustees, were 8.25% for the
fiscal year ended June 30, 2012 and 3% from July, 2010 to December, 2010, and 8.25% from January,
2011 to June, 2011, of all eligible employees' wages and salaries. Total College contributions were
approximately $3,960,000 and $2,534,000 for the years ended June 30, 2012 and 2011, respectively.

Effective July 2007, the College joined Emeriti Retirement Health Solutions (EMERITI), a consortium of
colleges and universities organized to provide retiree health care benefits through a Voluntary Employees
Benefit Association (VEBA) recognized under the IRC 501(c)(9). The Emeriti program is a defined
contribution plan whose assets are restricted for use toward qualified medical expenses. All benefit eligible
faculty and staff, hired after June 30, 2007 over the age of 40 participate in the plan. Benefit eligible
employees hired before July 1, 2007, had the opportunity to enroll in the Emeriti plan in lieu of the
College's existing retirement health programs. The College contributes a monthly fixed amount to an
employer VEBA investment account with Fidelity Investments for all plan participants and the total annual
contribution to EMERITI was $518,708 and $491,082 for the years ended June 30, 2012 and 2011,
respectively. Employees age 21 and above can also make post-tax contributions of any amount to an
employee VEBA account. Employee contributions are immediately vested and contributions by the College
are vested after five (5) years of continuous service. As of December 31, 2011, the plan assets totaled
$3,864,727. These assets consisted of $3,818,573 of mutual funds and $46,154 of money market funds.

The College still provides funds for healthcare benefits of eligible retirees (hired prior to July 1, 2007) for a
period of 5 years after their date of retirement. In order to participate, benefits eligible employees must
retire from the College at age fifty-five or older with at least 15 years of service.

The following sets forth the status of the plan as of June 30,2012 and 2011:

Total APBO

2012 2011

$ 107,557 $ 188,577
3,939,282 3,759,594

$ 4,046,839 $ 3,948,171

$ 250,000 $ 337,000
3,796,839 3,611,171

$ 4,046,839 $ 3,948,171

Accumulated postretirement benefit of obligation (APBO)
Retirees
Active employees

Amounts recognized in the Statement of Financial Position:
Current liabilities
Non current liabilities

Total APBO
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The components of net periodic postretirement benefit cost for the years ended June 30, 2012 and 2011
are as follows:

2012 2011

Interest cost
Service cost
Amortization of unrecognized loss (ALG)

$ 233,950 $
166,125
51,660

247,679
160,887
122,807

Net periodic postretirement benefit expense $ 451,735 ",;,,$===53=1..6,3=7=3

The assumed healthcare cost trend rates range from a high of 7.18% in FYE 2012 to a low of 4.65% by
FYE 2014. A one percentage point increase in the assumed healthcare cost trend rate for each year would
increase the accumulated postretirement benefit obligation as of June 30, 2012 by approximately 8%. The
assumed discount rate used in determining the net periodic postretirement benefit cost, as well as the
accumulated postretirement benefit obligation is 4.15%.

Benefits expected to be paid in the next ten fiscal years are:

Year Ending June 30:
2013 $ 250,000
2014 278,000
2015 383,000
2016 413,000
2017 - 2022 3,061,000

$ 4,385,000

(12) Expenses by Function

Expenses by functional classification after allocating operation and maintenance of plant, depreciation
expense, interest expense, and separating fundraising are as follows for the years ended June 30:

2012 2011

Instruction $ 47,339,295 $ 45,262,330
Academic support 9,828,233 8,790,209
Student services 17,599,278 16,334,959
Institutional support 21,971,181 18,847,361
Auxiliary enterprise 14,003,705 14,143,368
Fundraising 5,090,914 4,567,422

Expenses by function $ 115,832,606 $ 107,945,649
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(13) Related Party Transactions

As of June 30, 2012 and 2011, $400,000 and $475,000, respectively, of contributions receivable are due
from members of the Board of Trustees and officers of the College.

The College has invested in a private equity fund in which a member of the Investment Committee and
Board of Trustees has an affiliation. The individual fully disclosed their interest in this investment when it
was discussed, did not receive a commission or referral fee, was not involved in the negotiations to
purchase the original and subsequent positions in the fund at discounts from fair value, and did not
participate in the voting regarding the original and subsequent investments. Capital contributions to date
total approximately $2.6 million, with no outstanding future commitments. The value of these positions in
this fund is $3,832,746 and $2,598,521 as of June 30,2012 and 2011, respectively.

(14) Commitments and Contingencies

The College is contingently liable in connection with claims and contracts, including those currently in
litigation arising in the normal course of its activities. In the opinion of management, the results of these
matters will not have a significant impact on the financial statements.

(15) Endowment

General - The College's endowment consists of approximately 298 individual funds established for a
variety of purposes. Its endowment includes true endowment funds, funds functioning as endowments,
and board reserves. True endowment funds are subject to the donor restrictions on gift instruments.
These restrictions require that the principal be invested in perpetuity and that only the income and gains
may be utilized. Funds functioning as endowment have been established by the Board of Trustees to
address the same requirements of endowment funds. Board reserves have been established by the
Board of Trustees as long-term reserves for operations. Funds functioning as endowment and board
reserves differ from true endowment funds because any portion of these funds may be expended. As
required by GAAP, net assets associated with endowment funds, including funds designated by the
Board of Trustees to function as endowments or board reserves, are classified and reported based on
the existence or absence of donor-imposed restrictions.

Endowment investments are recorded at market value approximating $125,317,214 and $128,364,146
for the years ended June 30, 2012 and 2011, respectively. The total return on all investments held by
the endowment funds, on a market basis, was -0.27% and 19.19% for the years ended June 30,2012
and 2011, respectively. Income from long-term investments is shown net of expenses of $574,358 and
$608,696 for the years ended June 30,2012 and 2011, respectively.

Return Objectives and Risk Parameters - The College has adopted investment and spending policies for
endowment assets that strive to provide a source of income for spending that is reasonably stable and
predictable from year-to-year, while seeking to preserve capital, maintain the purchasing power of the
endowment assets, and prudently earn the highest possible rate of return consistent with the college's
ability to accommodate risk. Under this policy, as approved by the Board of Trustees, the endowment
assets are invested in a manner to provide an average real total return of 5 percent, net of fees. Actual
returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the
College 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 College targets a
diversified asset allocation including asset classes such as public equities, fixed income and alternative
assets in order to achieve its long-term return objectives within prudent risk constraints.
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Spending Policy and How the Investment Objectives Relate to Spending Policy - The Board of
Trustees designates only a portion of the College's cumulative investment return for support of current
operations; the remainder is retained to support operations of future years and to offset potential market
declines.

In developing its spending policy, the College considers certain of the following factors which it
determines relevant:

1. The duration and preservation of the fund
2. The purposes of the College and 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 College
7. The investment policies of the College

The Board has adopted a policy to appropriate for distribution during each fiscal year an amount per
endowment unit calculated at a rate of 5.0% of the average endowment market value per endowment
unit from the preceding 12 quarters established as of the end of the calendar year prior to the
beginning of the fiscal year.

Interpretation of Relevant Law - The College's governing board has interpreted the California enacted
version of the Uniform Prudent Management of Institutional Funds Act (UPMIFA) as allowing the
College to appropriate for expenditure or accumulate so much of an endowment fund as the College
determines is prudent for the uses, benefits, purposes and duration for which the endowment fund is
established, subject to the intent of the donor as expressed in the gift instrument. Unless stated
otherwise in the gift instrument, the assets in an endowment fund shall be donor-restricted assets until
appropriated for expenditure by the Board of Trustees. See Note 1 for further information on net asset
classifications.

Funds with Deficiencies - Because UPMIFA does not establish a fixed level below which an endowment
fund is not permitted to fall, there are no deficiencies in the endowment funds held by the College.
NotWithstanding the foregoing, the College does maintain records of the sum of: (a) the original value of
gifts donated to each endowment fund, (b) the original value of subsequent gifts to each endowment
fund, and (c) accumulations to each such endowment fund made in accordance with the direction of the
applicable donor gift instrument at the time the accumulation is added to the fund. The amounts by
which certain individual endowment funds have fallen below such recorded values were $3,429,029
and $1,044,450 as of June 30, 2012 and 2011. These differences resulted from unfavorable market
fluctuations that occurred after the investment of new contributions to endowment funds and continued
appropriation for certain programs that was deemed prudent by the Board of Trustees.

The Board adopted a modification to its spending policy for donor restricted endowment funds with
deficiencies. Spending from these funds will be limited to actual income earned when their current
market values fall below 75% of original gift values.
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Endowment Net Asset Composition by Type of Fund as of June 30, 2012:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted endowment funds $ (3,429,029) $ 13,553,645 $ 90,338,144 $ 100,462,760

Board-designated endowment funds 22,128,359 22,128,359

Total funds $ 18,699,330 $ 13,553,645 $ 90,338,144 $ 122,591,119

Changes in Endowment Net Assets for the Fiscal Year Ended June 30, 2012:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Endowment net assets, beginning of year $ 21,866,621 $ 17,119,009 $ 88,905,725 $127,891,355

Investment return:
Investment income
Net appreciation (realized and
unrealized)

Total investment return

1,327,028 1,468,884 2,795,912

(1,813,392)
(486,364)

(1,712,480)
(243,596)

(3,525,872)
(729,960)

Appropriation of endowment assets for
expenditure:
Operating
Nonoperating

Endowment net assets, end of year

(2,758,698) (2,545,223) (5,303,921)
(47,615) (47,615)

77,771 1,529,725 1,607,496
(86,803 ) (86,803)

(728,930) (10,503) (739,433)

$ 18,699,330 $ 13,553,645 $ 90,338,144 $ 122,591,119

Gifts
Actuarial Adjustments on deferred gifts

Other changes:
Transfers and adjustments
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Endowment Net Asset Composition by Type of Fund as of June 30, 2011:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted endowment funds $ (1,044,450) $ 17,119,009 $ 88,905,725 $ 104,980,284

Board-designated endowment funds 22,911,071 22,911,071

Total funds $ 21,866,621 $ 17,119,009 $ 88,905,725 $ 127,891,355

Changes in Endowment Net Assets for the Fiscal Year Ended June 30, 2011:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Endowment net assets, beginning of year $ 13,664,111 $ 9,093,636 $ 87,369,306 $ 110,127,053

Investment return:
Investment income 955,741 1,039,881 1,995,622
Net appreciation (realized and
unrealized) 9,774,760 9,170,733 18,945,493

Total investment return 10,730,501 10,210,614 20,941,115

Appropriation of endowment assets for
expenditure:
Operating (2,456,146) (2,849,182) (5,305,328)
Nonoperating (67,481) (67,481)

Gifts 6,604 731,422 1,169,772 1,907,798
Actuarial Adjustments on deferred gifts 288,498 288,498

Other changes:
Transfers and adjustments {78,449) 78,149 (300)

Endowment net assets, end of year $ 21,866,621 $ 17,119,009 $ 88,905,725 $ 127,891,355
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(16) Subsequent Event

The Board of Trustees passed a resolution on August 21,2012 as part of the ongoing efforts to stabilize
and simplify the College's variable rate demand bond structure that was put into place in August 2007 and
was negatively impacted by the credit crisis and great recession that began in 2008. The actions
authorized under the resolution would stabilize the College's bond structure for an extended amount of
time (up to five years) and would provide the College with additional liquidity that is sometimes necessary
in order to meet cash flow demands that are related to the bond structure.

The specific actions authorized by the Board's resolution involve the amendment of the College's 2007
bond documents to add a new direct bond purchase mode and also involve entering into two agreements
to be negotiated with the Bank of America for their direct purchase of the College's bonds for up to five
years and for the provision of a revolving line of credit to be used for the posting of collateral, as
necessary, under an existing interest rate swap agreement with Bank of New York Mellon.
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