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‘CALIBER

AUDIT & ATTEST, LLP

Independent Auditors’ Report on the Financial Statements

To the Board of Directors
Cuesta College Foundation
San Luis Obispo, California

We have audited the accompanying financial statements of Cuesta College Foundation (a non-profit
organization), which comprise the statements of financial position as of June 30, 2017 and 2016, and
the related statements of activities, changes in net assets, 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.

Auditors’ Responsibility

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 audit 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 auditors’ 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 opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Cuesta College Foundation as of June 30, 2017 and 2016, and the changes in its

net assets and its cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

Cliders Qundit ALl L AP
San Luis Obispo, California
October 3, 2017

265 South Street, Suite A, San Luis Obispo, CA 934%| Phone: (805) 888-0200 Fax: (805) 888-0201



Cuesta College Foundation

Statements of Financial Position

June 30, 2017 and 2016
2017 2016
ASSETS
Cash and cash equivalents $ 1,561,596 $ 1,309,380
Investments 27,754,509 26,197,363
Pledges receivable 53,042 127,441
Notes receivable 1,248,874 1,324,902
Split interest agreements and estates receivable 2,892,971 1,748,531
Perpetual trusts held by others 3,762,482 3,741,081
Prepaid expense and supply inventory 2,750 4,848
Total assets $ 37,276,224 $ 34,453,546
LIABILITIES AND NET ASSETS
Liabilities
Accounts payable $ 923,520 $ 1,099,213
Charitable remainder unitrust liability 7,005 6,957
Deferred revenue 142,163 87,766
Total liabilities 1,072,688 1,193,936
Commitments and Contingencies
Net Assets
Unrestricted
Unreserved 754,835 695,861
Board designated unrestricted 170,838 141,283
Temporarily restricted 22,371,570 20,080,118
Permanently restricted 12,906,293 12,342,348
Total net assets 36,203,536 33,259,610
Total liabilities and net assets $ 37,276,224 $ 34,453,546

See Notes to Financial Statements.




Revenue, Gains and Support
Contributions
In-kind contributions and
donated services
Support from Cuesta College
Interest and dividends
Income from perpetual trusts
held by others
Net realized and unrealized gain
on investments
Change in value of split interest
agreements
Change in value of perpetual trusts
held by others

Transfers to (from) funds
Net assets released from restrictions

Total revenue, gains and support

Functional Expenses
Program
Payments to Cuesta College
In-kind contributions to
Cuesta College
Administration
Personnel
Operating
Development
Personnel
Operating

Total expenses

Change in net assets

See Notes to Financial Statements.

Cuesta College Foundation

Statement of Activities

Year Ended June 30, 2017
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total

$ 222231 $ 2,123,061 $ 508,552 $ 2,853,844
5,530 120,450 28,129 154,109
137,538 - - 137,538
148,129 519,794 - 667,923
33,769 289,878 - 323,647
176,250 2,148,035 - 2,324,285
- 56,265 - 56,265
- - 21,401 21,401
723,447 5,257,483 558,082 6,539,012

(145,928) 151,792 (5,864) -

3,106,096 (3,117,823) 11,727 -
3,683,615 2,291,452 563,945 6,539,012
2,695,188 - - 2,695,188
120,980 - - 120,980
279,510 - - 279,510
55,345 - - 55,345
280,350 - - 280,350
163,713 - - 163,713
3,595,086 - - 3,595,086
$ 88,529 $ 2,291,452 $ 563,945 $ 2,943,926




Revenue, Gains and Support
Contributions
In-kind contributions and
donated services

Support from Cuesta College

Interest and dividends

Income from perpetual trusts
held by others

Net realized and unrealized loss
on investments

Change in value of split interest
agreements

Change in value of perpetual trusts
held by others

Transfers to (from) funds
Net assets released from restrictions

Total revenue, gains and support

Functional Expenses
Program
Payments to Cuesta College
In-kind contributions to
Cuesta College
Administration
Personnel
Operating
Development
Personnel
Operating

Total expenses

Change in net assets

See Notes to Financial Statements.

Cuesta College Foundation

Statement of Activities

Year Ended June 30, 2016
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
$ 188,567 $ 1,728,716 $ 119,219 $ 2,036,502
15,762 55,803 335 71,900
224,690 - - 224,690
174,530 410,915 - 585,445
33,702 137,510 - 171,212
(3,147) (459,918) - (463,065)
- 32,958 (4,348) 28,610
- - (156,438) (156,438)
634,104 1,905,984 (41,232) 2,498,856
(129,123) 230,679 (101,556) -
3,147,391 (3,147,391) - -
3,652,372 (1,010,728) (142,788) 2,498,856
2,671,534 - - 2,671,534
61,247 - - 61,247
294,652 - - 294,652
48,414 - - 48,414
237,487 - - 237,487
147,898 - - 147,898
3,461,232 - - 3,461,232
$ 191,140 $ (1,010,728) $§ (142,788) $ (962,376)




Cuesta College Foundation

Statements of Changes in Net Assets
Years Ended June 30, 2017 and 2016

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net Assets - June 30, 2015 $ 646,004 $ 21,090,846 $ 12,485,136 $ 34,221,986
Change in net assets 191,140 (1,010,728) (142,788) (962,376)
Net Assets - June 30, 2016 837,144 20,080,118 12,342,348 33,259,610
Change in net assets 88,529 2,291,452 563,945 2,943,926
Net Assets - June 30, 2017 $ 925,673 § 22,371,570 $ 12,906,293 $ 36,203,536

See Notes to Financial Statements.



Cuesta College Foundation

Statements of Cash Flows

Years Ended June 30, 2017 and 2016

Cash flows from operating activities:
Change in net assets

Adjustments to reconcile change in net assets
to net cash used in operating activities:
Net realized and unrealized gain (loss) on investments
Change in value of split interest agreements
Change in value of perpetual trusts held by others
Contributions restricted for long-term investment
Contributions of charitable remainder trusts and estates
Change in operating assets and liabilities:
Pledges receivable
Prepaid expense and supply inventory
Accounts payable
Charitable remainder unitrust liability
Deferred revenue
Net cash used in operating activities

Cash flows from investing activities:
Purchase of investments
Proceeds from sale of investments
Payments from notes receivable
Amounts received from estates receivable
Net cash provided by investing activities

See Notes to Financial Statements.

2017 2016
$ 2,943,926 (962,376)
(2,324,285) 463,065
(56,265) (28,610)
(21,401) 156,438
(508,551) (119,219)
(1,127,000) (490,000)
74,399 72,911
2,098 (2,098)
(175,693) 624,621
48 (261)
54,397 87,766
(1,138,327) (197,763)
(6,903,860) (26,175,335)
7,670,999 26,313,635
76,028 136,596
38,825 353,641
881,992 628,537




Cuesta College Foundation

Statements of Cash Flows - Continued
Years Ended June 30, 2017 and 2016

Cash flows from financing activities:
Proceeds from contributions for endowed
long-term investment

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Cash and cash equivalents
Available for operations
Available for specific purposes

Supplemental disclosure of cash flow information:

No taxes or interest were paid by the Foundation during June 30, 2017 and 2016

Noncash activities

Contributions of charitable remainder trusts and estates

Other in-kind contributions and services

See Notes to Financial Statements.

2017 2016
508,551 119,219
252,216 549,993

1,309,380 759,387

1,561,596 1,309,380
590,774 694,012
970,822 615,368

1,561,596 1,309,380

1,127,000 490,000
154,109 71,900




Note 1.

Cuesta College Foundation

Notes to Financial Statements

Operations and Summary of Significant Accounting Policies
Nature of operations:

The Cuesta College Foundation (the Foundation) is a California non-profit public benefit
corporation that was incorporated on April 18, 1973, under the laws of the State of
California. The Cuesta College Foundation was organized to promote the general welfare of
the San Luis Obispo County Community College District (Cuesta College or the College)
by assisting and supporting Cuesta College in fulfilling its role, and by soliciting, raising
and distributing monies, properties and other assets, for the purchase of equipment and
other outlay needs, and for the awarding of scholarships to students.

Basis of accounting:

The financial statements are presented on an accrual basis, which recognizes income when
earned, and expenses when incurred. However, interest income is allocated to the various
funds on a cash basis. Foundation resources are accounted for by the use of separate funds
so that visibility and control are maintained for the benefit of the Foundation. Funds that
have similar objectives and characteristics have been combined based on net asset
restriction categories in the accompanying financial statements.

Financial statement presentation:

In order to accommodate the various alternatives for donors’ distribution objectives, the
Foundation’s records are maintained in accordance with the principles of fund accounting.
This is the procedure by which resources are classified for accounting and reporting
purposes into funds established according to their nature and purpose.

The Foundation has presented its financial statements in accordance with U.S. generally
accepted accounting principles for not-for-profit organizations. Under this guidance, the
Foundation is required to report information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, temporarily restricted net
assets, and permanently restricted net assets.

The Foundation reports gifts of cash and other assets as an increase in temporarily or
permanently restricted net assets if they are received with donor stipulations that limit the
use of the donated assets. When a donor restriction expires, that is, when a purpose
restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets released from restrictions.

A summary of the net asset categories included in the accompanying financial statements is
as follows:

Unrestricted net assets: Unrestricted amounts represent all contributions other than
endowments that are available for various activities, including:

e Operational and administrative functions.

e Support of Cuesta College at the discretion of the Board of Directors.

-8-



Cuesta College Foundation
Notes to Financial Statements

Temporarily restricted net assets: Temporarily restricted amounts represent deferred gifts
that are subject to donor-imposed restrictions, either for a specific purpose or subject to the
passage of time. Temporarily restricted amounts also include earnings on permanently
restricted endowments that are absent of explicit donor stipulations and that have not yet
been appropriated for expenditure by the Foundation. When the restriction expires, the net
assets of this fund are reclassified to unrestricted net assets.

Permanently restricted net assets: Permanently restricted amounts represent those assets
contributed to the Foundation where the original dollar value is to remain in perpetuity as a
permanent endowment of the Foundation. While the Foundation's bylaws and fund
agreements provide for variance power, which, under certain unanticipated circumstances,
allows for the modification of restrictions, management believes that such variance power
applies only to the use of endowment funds, not expenditure or disbursement of the
principal. Accordingly the Foundation has recorded such amounts as a component of
permanently restricted net assets.

It is also the Foundation's policy that permanently restricted assets are reported at their
original value at the time of the gift. Management keeps the original corpus and realized
and unrealized gains and losses on those assets linked for determining the fair market value
of the fund for administrative purposes. Realized and unrealized gains and losses on those
assets are recorded as temporarily restricted assets until appropriated, and do not impact the
original corpus of the permanently restricted assets.

Contributions:

All contributions are considered to be available for unrestricted use unless specifically
restricted by the donor. All pledges receivable and amounts received that are donor
restricted for future periods or donor restricted for specific purposes are reported as
temporarily or permanently restricted. The restricted net assets are reclassified to
unrestricted net assets and are reported in the statement of activities as net assets released
from restriction, when the donor stipulated time restriction ends or the purpose restriction is
accomplished by the Foundation.

In-kind contributions and donated services:

It is the Foundation's policy to record non-cash items and in-kind gifts at their fair market
value on the date they are received.

Contributed services are recorded in the financial statements to the extent that those
services create or enhance a nonfinancial asset or meet the following criteria: a) the service
requires specialized skills, b) the service is provided by individuals who possess those
skills, and c) the service would typically need to be purchased if not contributed.

For the years ended June 30, 2017 and 2016, in-kind contributions and donated services
totaled $154,109 and $71,900, respectively.

Cash and cash equivalents:

The Foundation considers all cash equivalents to be highly liquid debt instruments with a
maturity of three months or less. Cash and cash equivalents consist mainly of cash,
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Cuesta College Foundation
Notes to Financial Statements

certificates of deposit, and money market funds, that are valued using Level 1 inputs as
discussed in Note 2.

Concentrations of credit risk:

The Foundation invests in various types of marketable securities and money market funds.
The Foundation has established guidelines relative to diversification and maturities that
target certain safety and liquidity risk levels. These guidelines are periodically reviewed
and modified.

The Foundation maintains cash balances at financial institutions located in California.
Certain accounts at each institution are insured by the Federal Deposit Insurance
Corporation (FDIC) up to $250,000. At times during the years ended June 30, 2017 and
2016, the Foundation held cash in excess of federally insured limits.

The Foundation also invests in various investment securities. Investment securities in
general, are subject to various risks: interest rate, credit, and overall market volatility. Due
to the level of risk associated with certain investment securities, it is reasonably possible
that the changes in the value of investment securities will occur in the near term and that
such change could materially affect the amounts reported in the financial statements.

Investment valuation and income recognition:

The Foundation's investments are stated at fair market value in the statement of financial
position, with all gains and losses included in the statement of activities. 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. See Note 2 for discussion
of fair value measurement. Investments acquired by gift are recorded at their fair market
value at the date of the gift.

Investments are made according to the Investment Policy adopted by the Foundation’s
Board of Directors. These guidelines provide for a balanced and diversified portfolio with
investments in equities, fixed income and other securities with performance measured
against appropriate indices. Outside parties are contracted by the Foundation for the
purpose of providing investment management.

Purchases and sales of securities are recorded on a trade-date basis. Dividends are recorded
on the ex-dividend date. Realized gains or losses on the sale of marketable securities are
calculated using the specific-identification method. Unrealized gains and losses represent
the change in the fair market value of the individual investments for the year, or since the
acquisition date, if acquired during the year. Gains and losses on investments are shown net
of fees of $62,796 and $56,571 for the years ended June 30, 2017 and 2016, respectively.

Pledges receivable:

When a donor has unconditionally promised to contribute funds to the Foundation in future
periods, the Foundation recognizes a pledge receivable. Pledges expected to be collected
within one year are recorded as support and a receivable at net realizable value. Pledges
expected to be collected in future years are recorded as support and a receivable at the
present value of expected future cash flows. Discounts on those amounts are computed

-10 -



Cuesta College Foundation
Notes to Financial Statements

using interest rates applicable to the years in which the promises are received. Amortization
of discounts is included in contribution revenue. Conditional promises to give are not
included as support until the conditions are substantially met. A provision for doubtful
pledges receivable has not been established as management considers all accounts to be
collectible based on favorable history over a substantial period of time.

Split interest agreements:

The Foundation has irrevocable remainder beneficiary interests in split interest agreements
whose maturities are based on the life expectancy of the income beneficiaries. The
Foundation records the beneficial interest in the split interest agreements as temporarily
restricted or permanently restricted depending on whether the donor’s restrictions specify
whether the distributed balance will be held in perpetuity at the end of the trust.

The change in fair value of these assets is included in the change in value of split interest
agreements on the statement of activities.

Perpetual trusts held by others:

The Foundation is the beneficiary of perpetual irrevocable trusts held and administered by
independent trustees. Under the terms of the trusts, the Foundation has the irrevocable right
to receive the income earned on the trust assets in perpetuity. The fair value of the
beneficial interest in the trust is recognized as an asset and as a permanently restricted
contribution at the date the trust is established. The Foundation’s estimate of fair value is
based on fair value information received from the trustees. The trust assets consist of, but
are not limited to, cash and cash equivalents, corporate and government bonds, mutual
funds, and equity securities. These assets are not subject to the control or direction of the
Foundation. Gains and losses, which are not distributed by the trusts, are reflected as
change in value of perpetual trusts held by others in the statements of activities.

Deferred revenue:

The Foundation has certain grant agreements in which the Foundation is the recipient of
grant money. The revenue is recognized as the specifications in the grant agreements are
met. Amounts collected but unearned are reflected as deferred revenue.

Administrative and management fees:

Custodian, investment, administrative, and management fees are recognized in the fiscal
year in which they occur.

The Foundation charges an administrative fee internally for endowed funds under
management. These fees help fund general operations, and are recorded internally both as
revenue and expense. The fees have been reported on a net basis for financial statement
presentation as the fees do not come from sources external to the Foundation.

-11 -



Cuesta College Foundation
Notes to Financial Statements

Endowment investments:

The Foundation holds individual endowments which are managed in a unitized investment
pool. Investment earnings and related expenses are allocated based on each individual
endowment’s unit market value.

The Foundation pools a portion of its unrestricted assets for investment with the
endowment fund unitized pool held in various mutual funds.

Funds with deficiencies:

From time to time, the fair value of assets associated with the individual donor-restricted
endowment funds may fall below the level that the donor or Uniform Prudent Management
of Institutional Funds Act (UPMIFA) requires the Foundation to retain as a fund of
perpetual duration ("below water endowments™). As of June 30, 2016, the Foundation held
certain permanently restricted endowment funds in which the asset value had fallen below
the original corpus level required by the donor due to market conditions, which totaled
$7,141 and was related to 6 different funds. There were no negative unrestricted net assets
as of June 30, 2017. There was no aggregate deficiency when adding all donor-restricted
permanently restricted endowment funds as of June 30, 2017 and 2016.

Return objectives and risk parameters:

The Foundation has adopted investment and spending policies for endowment assets that
attempt to provide a predictable stream of funding to programs supported by its endowment
while seeking to maintain the purchasing power of the endowment assets, thus providing
intergenerational equity to all beneficiaries.

The investment objectives call for a disciplined, consistent management philosophy that
accommodates the occurrence of all events which might be considered reasonable and
probable. The investment objectives call for a philosophy which avoids extreme positions
or opportunistic styles.

Income tax status:

The Foundation’s activities are generally exempt from federal and state income taxes under
Section 501(c)(3) of the Internal Revenue Code and Section 23701(d) of the California
Franchise Tax Code. Since the Foundation is exempt from federal and state income tax
liability, no provision is made for current or deferred income tax expense. However, the
Foundation remains subject to taxes on any net income that is derived from trade or
business, regularly carried on, and unrelated to its exempt purpose. Management believes
that the Foundation has no taxable unrelated business income.

For the years ended June 30, 2017 and 2016, management of the Foundation is not aware of
any material uncertain tax positions to be accounted for in the financial statements under
the principles of the Income Taxes topic of the Financial Accounting Standards Board
(FASB) Accounting Standards Codification (ASC). The Foundation recognizes interest and
penalties, if any, related to unrecognized tax benefits in interest expense.

-12-



Note 2.

Cuesta College Foundation
Notes to Financial Statements

All tax exempt entities are subject to review and audit by federal, state and other applicable
agencies. Such agencies may review the taxability of unrelated business income, or the
qualification of the tax-exempt entity under the Internal Revenue Code and applicable state
statutes.

Functional expense allocations:

Expenses that can be identified with a specific program or supporting service are charged
directly to the program or supporting service. Expenses which apply to more than one
functional category have been allocated based on estimates made by management.

Advertising:

The Foundation expenses advertising costs as incurred. Marketing and public relations
expense for the years ended June 30, 2017 and 2016 was $14,616 and $8,698, respectively.

Use of estimates:

The preparation of the financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Actual results could differ from those estimates.
Significant estimates used in preparing these financial statements include those assumed in
computing the estimated fair value of the split interest agreements, pledges receivable,
perpetual trusts held by others, charitable remainder unitrust, other in-kind contributions
and donated services, and functional allocation of expenses.

Investments and Fair Value Measurements

At June 30, 2017 and 2016, investments comprised the following:

2017 2016

Mutual funds:
U.S. large cap $ 7,284,866 $ 6,093,249
U.S. mid cap 1,136,703 1,727,616
U.S. small cap 594,299 247,782
Multi-strategy bond funds - 10,714
International equity funds 5,717,305 4,811,942
Emerging market equity fund 1,762,695 1,831,482
Total mutual funds 16,495,868 14,722,785
Alternative assets 2,005,682 2,313,090
Fixed income 7,993,940 7,913,719
Government obligations 210,622 202,916
Certificates of deposit 1,048,397 1,044,176
Other investments - 677
Total investments at fair value $ 27,754,509 $ 26,197,363
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Cuesta College Foundation
Notes to Financial Statements

The Fair Value Measurements topic of the Financial Accounting Standards Board (FASB)
Accounting Standards Codification (ASC), establishes a framework for measuring fair
value. That framework provides a fair value hierarchy that prioritizes the inputs to valuation
techniques used to measure fair value. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The
three levels of the fair value hierarchy are described below:

Level 1 — Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Foundation has the ability to
access.

Level 2 — Inputs to the valuation methodology include:
« quoted prices for similar assets or liabilities in active markets;
« quoted prices for identical or similar assets or liabilities in inactive
markets;
- inputs other than quoted prices that are observable for the asset or liability;
. inputs that are derived principally from or corroborated by observable
market data by correlation or by other means.

If the asset or liability has a specified (contractual) term, the Level 2 input
must be observable for substantially the full term of the asset or liability.

Level 3 — Inputs to the valuation methodology are unobservable and significant to the
fair value measurement.

The asset or liability’s fair value measurement level within the fair value hierarchy is based
on the lowest level of any input that is significant to the fair value measurement. Valuation
techniques used need to maximize the use of observable inputs and minimize the use of
unobservable inputs.

Following is a description of the valuation methodologies used for assets measured at fair
value, on a recurring basis. There have been no changes to the methodologies used at June
30,2017 and 2016.

Common stocks, corporate bonds, and U.S. governmental securities: Valued at the closing
price reported on the active market on which the individual securities are traded.

Mutual funds: Valued at the net asset value (NAV) of shares held by the Foundation at
year end.

Certificates of deposit: Valued at cost plus accrued interest, which approximates fair value
due to the short term nature of these investments.

Other investments consist of a life insurance policy: Valued at the cash value at year end.

The preceding methods described may produce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. Furthermore, although
the Foundation 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 fair value measurement at
the reporting date.
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Note 3.

Cuesta College Foundation
Notes to Financial Statements

Marketable securities at June 30, 2017 and 2016, consist principally of investments in
mutual funds and investments in listed stocks that are classified as Level 1. Marketable
securities for the years ended June 30, 2017 and 2016 appreciated (depreciated) in value,
including gains and losses on marketable securities bought and sold during the year, as
follows:

2017 2016
Realized and unrealized gain (loss) $ 2,387,081 $ (406,494)
Less fees (62,796) (56,571)
Net realized and unrealized gain (loss)
on Level 1 investments at fair value $ 2,324,285 $ (463,0065)

The following table sets forth by level, within the fair value hierarchy, the Foundation’s
financial instruments at fair value as of June 30, 2017 and 2016:

2017 2016
Level 1 Level 1
Mutual funds $ 16,495,868 $ 14,722,785
Alternative assets 2,005,682 2,313,090
Fixed income 7,993,940 7,913,719
Government obligations 210,622 202,916
Certificates of deposit 1,048,397 1,044,176
Other investments - 677
Total investments at fair value $ 27,754,509 $ 26,197,363

Pledges Receivable
Pledges receivable as of the years ended June 30, 2017 and 2016 are as follows:

2017 2016
Due within one year $ 22,000 $ 77,000
Due in one to five years 33,000 55,000
Future value 55,000 132,000
Less discount to present value at 2% (1,958) (4,559)
Total pledges receivable $ 53,042 $ 127,441
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Note 4.

Note 5.

Cuesta College Foundation
Notes to Financial Statements

Notes Receivable
The notes receivable are comprised of the following at June 30, 2017 and 2016:

2017 2016

Note receivable due in monthly

installments of $1,476, including

interest at 7%, due February 2020,

secured by real property. $ 41,065 $ 55,833
Note receivable due in monthly

installments of $1,076, including

interest at 7%, due March 2036,

secured by real property. 134,587 137,946
Note receivable due in monthly

installments of $8,607, including

interest at 6%, due September 2032,

secured by real property. 1,030,379 1,070,523
Note receivable due in monthly

installments of $899, including

interest at 6%, due December 2023,

secured by real property. 42,843 60,600

Total notes receivable $ 1248874 $ 1,324,902

A provision for these loans has not been established as management considers the full
balance to be collectible, as the loans are secured by real property.

Endowment Funds

The Foundation follows the authoritative guidance in the FASB ASC that covers
Endowments of Not-for-Profit Organizations: Net Asset Classification of Funds Subject to
an Enacted Version of the Uniform Prudent Management of Institutional Funds Act
(UPMIFA), and Enhanced Disclosures for All Endowment Funds. The State of California
approved a version of UPMIFA in September 2008, effective for January 1, 2009. The
Foundation adopted these provisions in fiscal 2009.

The Foundation's unitized endowment pool consists of approximately 220 individual funds
established for a variety of purposes to benefit the Foundation and Cuesta College. Its
endowment includes both donor-restricted endowment funds and funds designated by the
Board of Directors to function as endowments (quasi-endowments). As required by
accounting principles generally accepted in the United States of America, net assets
associated with endowment funds, including funds designated by the Board of Directors to
function as endowments, are classified and reported based on the existence or absence of
donor-imposed restrictions.

The Board of Directors interprets UPMIFA as requiring preservation of the fair value of the
original gift as of the gift date of donor-restricted endowment funds absent explicit donor
stipulations to the contrary. As a result of this interpretation, the Foundation classifies
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Cuesta College Foundation
Notes to Financial Statements

permanently restricted net assets as 1) the original value of gifts donated to the permanent
endowment, 2) the original value of subsequent gifts to the permanent endowment, and 3)
accumulations to the permanent endowment made in accordance with the direction of the
applicable donor gift instrument at the time the accumulation is added to the fund. The
remaining portion of the donor-restricted endowment fund that is not classified as
permanently restricted net assets is classified as temporarily restricted net assets until those
amounts are appropriated for expenditure by the Foundation in a manner consistent with the
standard of prudence prescribed by UPMIFA. In accordance with UPMIFA, the Foundation
considers the following factors in making a determination to invest or appropriate donor-
restricted endowment funds:

1) the duration and preservation of the fund

2) the purposes of the Foundation 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 Foundation

7) the investment policies of the Foundation

The Foundation’s endowment investment policy is based on fundamental financial
principles that include prudent asset allocation, risk assessment, and long-term planning.
The investment policy emphasizes total return, which allows the funds to utilize current
dividend and interest income, and over time, a portion of the aggregate return from capital
appreciation, in an attempt to provide a predictable stream of funding to programs
supported by its endowment, while seeking to maintain the purchasing power of the
endowment assets. Within this framework, specific investment objectives for endowment
investments include liquidity, preservation of capital, preservation of purchasing power,
and long-term growth of capital.

To satisfy its long-term rate-of-return objectives, the Foundation 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 Foundation targets
a diversified asset allocation that balances a greater emphasis on equity-based investments
to achieve its long-term return objectives within prudent risk constraints along with a
substantive allocation to fixed income to provide certainty of return and tempering of
volatility. As of June 30, 2016, the investment allocation was approximately 55% equity-
based investments, 39% fixed income investments and 6% alternative investments. As of
June 30, 2017, the Foundation revised their target asset allocation to be 65% equity-based,
29% fixed income investments and 6% alternative investments.

Endowment funds are maintained in pooled investment portfolios. Interest, dividends, and
realized and unrealized gains and losses in the investment pools are allocated quarterly to
the endowment funds in proportion to each fund’s share in the investment pools.

The Foundation has a policy of appropriating for distribution each year a spending rate for
both above water endowments (those that have a value greater than their original gift value)
and, if applicable, a potentially different spending rate for below water endowments (those
that have a value less than their original gift value). To provide a smoothing effect to
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distributions over the short term, the Foundation averages the quarter-ending value for the
most recent 12 quarters to establish a Market Value per Unit by which the spending rate
will be multiplied. In establishing the spending rate for any year, the Foundation considers
the long-term expected return on its endowment with the goal of providing inter-
generational equity in terms of the purchasing power of the distributions over time.
Accordingly, each year the Foundation establishes a current spending rate that will
hopefully allow its endowment, after each distribution is made, to grow with the rate of
inflation. This is consistent with the organization's objective to maintain the purchasing
power of the endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return. The spending
policy is approved on an annual basis by the Board of Directors.

For the year-ended June 30, 2016, the Board approved spending rates was 4.125% and
2.0625% for above water endowments and below water endowments, respectively, with
deferred 2.0625% going back into that particular underwater endowment to help it regain
the original gift value more quickly. As part of the updated spending rate, the board
approved an administration fee of 1.375%.

For the year-ended June 30, 2017, the Board approved spending rates was decreased to 4%

and 2% for above water endowments and below water endowments, respectively, with
deferred 2% going back into that particular underwater endowment to help it regain the
original gift value more quickly. As part of the updated spending rate, the board approved
an administration fee of 1.375%.

At June 30, 2017, endowment net assets comprised the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted

endowment funds $ - $ 5,238,634 $ 8,603,939 $ 13,842,573
Board-designated

quasi-endowments with

donor purpose restrictions - 10,908,865 - 10,908,865
Board-designated

quasi-endowments without

donor purpose restrictions 170,838 - - 170,838
Board-designated

endowments without donor

purpose restrictions 348,346 - - 348,346

Total endowments $ 519,184 $ 16,147,499 $ 8,603,939 $ 25,270,622
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At June 30, 2016, endowment net assets comprised the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted

endowment funds $ - $ 3,770,777 $ 8,003,072 $ 11,773,849
Board-designated

quasi-endowments with

donor purpose restrictions - 10,882,110 - 10,882,110
Board-designated

donor purpose restrictions 141,283 - - 141,283
Board-designated

endowments without donor

purpose restrictions 327,564 - - 327,564

Total endowments $ 468,847 $ 14,652,887 $ 8,003,072 $ 23,124,806

The changes in endowment net assets for the year ended June 30, 2017 are as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Endowment net assets,
June 30, 2016 $ 468,847 $ 14,652,887 $ 8,003,072 $ 23,124,806
Investment return:
Investment income 10,995 518,664 - 529,659
Net depreciation (realized
and unrealized), net of fees 46,479 2,147,721 - 2,194,200
Total investment return 57,474 2,666,385 - 2,723,859
Contributions 18,886 26,455 535,620 580,961
Transfers from other funds (7,993) 127,132 65,247 184,386
Appropriation of endowment
assets for expenditure (18,030) (1,325,360) - (1,343,390)
Endowment net assets,
June 30, 2017 $§ 519,184 $ 16,147,499 $ 8,603,939 $ 25,270,622
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The changes in endowment net assets for the year ended June 30, 2016 are as follows:

Endowment net assets,
June 30, 2015

Investment return:
Investment income

Net depreciation (realized

and unrealized), net of fees
Total investment return

Contributions

Transfers from other funds
Appropriation of endowment
assets for expenditure
Creation of quasi-
endowments with donor

purpose restrictions

Creation of board designated
endowment

Other changes

Endowment net assets,
June 30, 2016

Note 6.

Temporarily Permanently
Unvrestricted Restricted Restricted Total

$ 346,047 $ 15,263,566 $ 7,858,697 $ 23,468,310

6,000 409,552 - 415,552
(6,303) (456,357) - (462,660)
(303) (46,805) - (47,108)

30,000 227,313 117,982 375,295

- - 26,460 26,460
(18,180) (1,256,816) - (1,274,996)

- 371,020 - 371,020

111,283 - - 111,283

- 94,609 (67) 94,542

$ 468,847 $ 14,652,887 $ 8,003,072 $ 23,124,806

Split-Interest Agreements and Estates Receivable

The Foundation is named the beneficiary of several remainder interests in charitable
remainder trusts and charitable gift annuities administered outside the Foundation.
Contribution revenue and the related assets are recognized using the fair value of the assets,
less the present value of the payments expected to be made to the beneficiaries. Under U.S.
generally accepted accounting principles, the Foundation records its beneficial interest in
split interest agreements and revenue for the estimated beneficial interest expected to be
received using actuarial and present value calculations. The present value of this asset is
calculated by using recent life expectancy tables and risk adjusted discount rates of 5% as
of June 30, 2017 and 2016.
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The Foundation is the beneficiary of seven irrevocable charitable remainder trusts, or a
portion thereof, that are administered by independent trustees. Subsequent changes after the
initial receipt of the contribution are shown as change in value of split interest agreements
in the statement of activities. The beneficial interest for these charitable remainder trusts at
June 30, 2017 and 2016, totaled $711,924 and $707,237, respectively.

The Foundation is the beneficiary of five irrevocable charitable gift annuities that are
administered by the Community College League of California at year end. Subsequent
changes are shown as change in value of split interest agreements in the statement of
activities. The beneficial interest for these charitable gift annuities at June 30, 2017 and
2016, totaled $74,049 and $61,294, respectively.

As of June 30, 2015, the Foundation was named beneficiary of an estate, and subsequent to
year-end, the Foundation received notification that the value was anticipated to be an
additional $500,000. The Foundation also received the final distribution for a second estate.
The Foundation determined that a 2% discount factor was applied to determine the present
value of the receivable, as the Foundation does not believe that there are other factors that
will affect collection. The Foundation has recorded receivables totaling $2,107,000 and
$980,000 as of June 30, 2017 and 2016.

The valuation of split interest agreements fall into the Level 3 category of the fair value
hierarchy, as discussed in Note 2.

The following table sets forth a summary of changes in the fair value of the split interest
agreements and estates receivable, which are Level 3 assets, for the years ended June 30,
2017 and 2016:

2017 2016
Balance, beginning of year $ 1,748,531 $ 1,583,562
Total gains/losses (unrealized and realized) 56,266 28,610
Contributions from estates 1,127,000 490,000
Receipts from estates and trusts (38,826) (353,641)
Balance, end of year $ 2,892,971 $ 1,748,531
Principal Range of
valuation Unobservable significant
Fair value technique inputs input values
Split-interest $ 2,892,971 Net present Discount rate 5%
agreements value of the
estimated Years remaining 3-12

future value
to be received
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Perpetual Trusts Held by Others

The Foundation is the beneficiary of three perpetual trusts that are administered by trustees
outside the Foundation. Although the assets of these trusts are not in its possession, the
Foundation will receive the income earned on trust assets in perpetuity. The fair value of
the trust assets has been used to determine the fair value of the Foundation’s beneficial
interest in the trusts, which are considered Level 3 assets. For the Foundation, the change in
the value of the perpetual trusts held by others is based solely on the change in fair value of
the underlying trust assets. The Foundation’s beneficial interest in each trust is as follows:

Percent

Interest
Trust #1 50%
Trust #2 25%
Trust #3 100%

The portion of assets held in these trusts for the benefit of the Foundation at June 30, 2017
and 2016, are as follows:

2017 2016
Trust #1 § 2,802,441 $ 2,830,180
Trust #2 685,012 650,826
Trust #3 275,029 260,075
Total trusts § 3,762,482 $ 3,741,081
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Cash

Fixed income securities:
Investment grade taxable
Bond mutual funds
Other
International developed bonds

Total fixed income at fair value

Equities:
U.S. large cap
U.S. mid cap
U.S. small cap
International development
Mutual funds
Emerging Markets
Common Stock
Total equity funds at fair value

Hedge funds
Tangible assets
Real estate funds

Accrued income
Total perpetual trust investments
at fair value

Balance, beginning of year

Total gains/losses (unrealized and realized)

Balance, end of year

Charitable Remainder Unitrust Liability

Perpetual trusts held by others consisted of the following at June 30, 2017 and 2016:

2017 2016

$ 42,028 $ 53,146
826,375 827,245
293,796 187,703
16,451 20,232
200,418 200,740
1,337,040 1,235,920
1,301,127 1,134,744
260,937 144,710
266,159 203,019
206,710 165,027
- 529,529

84,916 -

3,017 -
2,122,866 2,177,029
257,150 200,122
2,370 7,859
- 66,295
1,028 710
§ 3,762,482 $ 3,741,081

The following table sets forth a summary of changes in the fair value of the perpetual trusts
held by others, which are Level 3 assets, for the years ended June 30, 2017 and 2016:

2017 2016
$ 3,741,081 $ 3,897,519
21,401 (156,438)
§ 3,762,482 $ 3,741,081

The Foundation administers and is the trustee of a charitable remainder unitrust. The
charitable remainder unitrust provides for the payment of distributions to the grantors over
the lifetime of the grantors. At the end of the trust's term, the remaining assets are available
for the General Fund. The portion of the trust attributable to the present value of the future
benefits to be received by the Foundation was recorded as a temporarily restricted
contribution in the period the trust was established and subsequent changes are shown as
change in value of split interest agreements in the statement of activities. Assets held in the
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charitable remainder unitrust totaled $32,046 and $31,829 at June 30, 2017 and 2016,
respectively, are included in investments, and are reported at fair market value in the
Foundation’s statement of financial position. On an annual basis, the Foundation revalues
the trust assets to make distributions to the designated beneficiaries based on a contract rate
of 8.2%. The present value of the estimated future payments is $7,005 and $6,957 as of
June 30, 2017 and 2016, respectively and is calculated using actuarial and present value
calculations.

Restrictions and Limitations on Net Asset Balances

Temporarily restricted net assets as of June 30, 2017 and 2016 consisted of the following:

2017 2016

Capital campaign and major gifts $ 35,412 $ 35,412
Scholarships 472,702 506,246
Unitrust fund 25,080 23,643
Externally trusted charitable remainder trusts 519,092 481,485
Externally administered charitable gift annuiti 74,049 61,294
Estates not yet distributed to Foundation 1,813,000 686,000
Pledge receivables - 49,000
Endowment spending reserves 5,238,634 3,770,777
Quasi endowment 10,908,865 10,882,110
Various campus departments 3,284,736 3,584,151

Total temporarily restricted net assets $ 22,371,570 $ 20,080,118

Permanently restricted net assets at June 30, 2017 and 2016 consisted of the following:

2017 2016
Endowment funds $ 8,603,939 $ 8,003,072
Externally trusted charitable remainder trusts 192,832 225,754
Estates not yet distributed to Foundation 294,000 294,000
Pledge receivables 53,042 78,441
Perpetual trusts held by others 3,762,480 3,741,081
Total permanently restricted net assets $ 12,906,293 $ 12,342,348

Commitments

Throughout the year, the Foundation commits to payment for funds through the
encumbrance process. The encumbrance is cleared and recorded in accounts payable when
invoice has been received with evidence that the underlying transaction was incurred. As of
June 30, 2017, the Foundation had encumbrances, which are not included in accounts
payable in the amount of $357,373.
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In addition to the encumbrances noted above, the Foundation entered into verbal
commitments for the following:

1) North County Campus, Campus Center Building, estimated to be $238,000
2) San Luis Obispo Campus, Instructional Building, estimated to be $166,000

3) North County Campus, Nursing Simulation Laboratory, estimated to be $120,000

Agreement with Cuesta College

The Foundation has an agreement with Cuesta College for services, facilities and
equipment. The College employs all the Foundation staff. The Foundation reimbursed the
College for the cost of five and one quarter positions during the year ending June 30, 2017
and four and one third positions during the year-ended June 30, 2016. The remaining
employees, including the executive director, were funded by the College. The College also
provides office space and various office equipment used by the Foundation. Any amounts
provided by the College are treated as in-kind gifts from Cuesta College and shown as
support from Cuesta College in the accompanying statement of activities and changes in net
assets.

As of June 30, 2017 and 2016, the Foundation had an accounts payable balance to the
College of $919,001 and $1,092,121, respectively.

Subsequent Events

The date to which events occurring after June 30, 2017 have been evaluated for possible
adjustment to the financial statements or disclosure is October 3, 2017, which is the date on
which the financial statements were available to be issued.
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