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Independent Auditors’ Report 

Board of Directors 
King's College 

We have audited the accompanying financial statements of King’s College, which comprise the 
statement of financial position as of June 30, 2013 and 2012, and the related statements of 
activities 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 auditor’s judgment, 
including the assessment of the risks of material misstatement of the financial statements, whether 
due to fraud or error. In making those risk assessments, the auditor considers internal control 
relevant to the entity’s preparation and fair presentation of the financial statements in order to 
design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express 
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used 
and the reasonableness of significant accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements.  

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

 



 

2 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of King’s College as of June 30, 2013 and 2012, 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. 

 
Wilkes-Barre, Pennsylvania 
October 7, 2013 
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1. Nature of Operations and Summary of Significant Accounting Policies 

Nature of Operations 

King’s College (the “College”) is a not-for-profit educational institution which provides 
undergraduate, graduate and professional education to its students. The College was 
founded in 1946 by the Congregation of Holy Cross as an independent four-year institution 
of higher education. The College welcomes students into its community without regard to 
gender, race, religion, disability or national origin, and seeks to assist talented students of 
modest financial means. 

The College seeks to develop mutually beneficial and cooperative ties to the wider society, 
and particularly to the civic, cultural, and religious communities of Northeastern 
Pennsylvania. The broader community offers resources that support and compliment the 
educational mission of the College, which in turn is a resource to the community through the 
specialized competencies of its faculty and staff, the volunteer service of students, and 
through a diverse series of public lectures and religious, cultural and athletic events. 

The College is dependent on continuing cash flows from operations to provide adequate 
liquidity to support its operations. 

Donor-Restricted Gifts/Contributions 

All contributions are considered to be available for unrestricted use unless specifically 
restricted by the donor. Amounts received that are designated for future periods or restricted 
by the donor for specific purposes are reported as temporarily or permanently restricted 
support which increases those net asset classes. When a donor restriction expires, 
temporarily restricted net assets are reclassified as unrestricted net assets and reported in 
the statement of activities as net assets released from restrictions, satisfaction of program 
restrictions. However, if a restriction is satisfied in the same fiscal period in which the 
contribution is received, the College reports the support as unrestricted. 

Promises to Give 

Unconditional promises to give that are expected to be collected in future years are 
recorded at the present value of estimated future cash flows. Discounts on those amounts 
are computed using a risk-adjusted interest rate applicable to individual donors as 
determined by management. Risk adjusted rates are determined based on an analysis of 
individual donors ability to satisfy the obligations and current market rates. Amortization of 
the discount is included in contribution revenue. 

Temporarily and Permanently Restricted Net Assets 

Temporarily restricted net assets are those whose use by the College has been limited by 
donors to a specific time period or purpose. Permanently restricted net assets have been 
restricted by donors to be maintained by the College in perpetuity. 
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Cash and Cash Equivalents 

For purposes of the statement of cash flows, the College considers all highly liquid 
investments with original maturities of 90 days or less to be cash equivalents.  

Accounts Receivable 

Students and other accounts receivable are reported at net realizable value. Student 
accounts are written off when they are determined to be uncollectible based upon 
management’s assessment of individual accounts. The allowance for doubtful student 
accounts is estimated based on the College’s historical losses and periodic review of 
individual accounts. Other receivables are written off when they are determined to be 
uncollectible based on management’s review of individual balances. Management considers 
other accounts fully collectible and an allowance is not considered necessary. 

Restricted Cash 

Restricted cash consists of money market mutual funds held by the trustee as unspent debt 
proceeds and are carried at cost which approximates fair value. Such funds are restricted 
for capital projects.  

Investments 

Equity securities are valued at fair value based on quoted market prices as reported by the 
College’s investment custodians. The alternative investments, which are not readily 
marketable, are carried at net asset values as provided by the investment managers. The 
College reviews and evaluates the values provided by the investment managers and agrees 
with the valuation methods and assumptions used to determine the fair value of the 
alternative investments. The estimated fair values include assumptions made by 
management which could have differed significantly had an active market for these 
securities existed. Adjustments to reflect increases or decreases in market value, referred to 
as unrealized gains and losses, are reported in the statement of activities. 

The College’s investments are comprised of a variety of financial instruments and are 
managed by investment advisors. The fair values reported in the statement of financial 
position are exposed to various risks including changes in the equity markets, the interest 
rate environment, and general economic conditions. Due to the level of risk associated with 
certain investment securities and the level of uncertainty related to changes in the fair value 
of investment securities, it is reasonably possible that the amounts reported in the 
accompanying financial statements could change materially in the near term. 

The cost of investments received as gifts is fair value as determined upon receipt. The cost 
of investments sold is determined by use of the specific identification method. 

All realized gains and losses arising from the sale of investments and ordinary income from 
investments are reported as changes in unrestricted net assets unless their use is 
temporarily or permanently restricted by explicit donor imposed stipulations. 
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Short-Term Investments 

Short-term investments consist primarily of exchange traded funds and are carried at fair 
value. Interest and dividend income and gains and losses on these investments are included 
in investment income in the statement of activities. These investments are used primarily for 
operating activities at the College. 

Beneficial Interest in Assets Held by Others 

The College invests a portion of its endowment with a religious affiliate that shares the 
College’s Catholic ministry and educational mission. These assets are held in the affiliate’s 
endowment and are invested for the College’s benefit. The endowment is managed to 
provide a stable source of financial support. In order to meet this objective the funds are 
invested in a diversified asset allocation with an emphasis on equity-based instruments to 
obtain capital appreciation and current yield. Investments held in the affiliate’s endowment 
include U.S. public equities, non-U.S. public equities, long/short public equities, fixed income 
securities, marketable alternatives, private equity, real estate, and other real assets. The 
College has no unfunded commitments related to its beneficial interest in assets held by 
others as of June 30, 2013. 

The College may redeem its interest as necessary. Whenever a request is made, the 
affiliate is required to distribute the funds within thirty days if the redemption value does not 
exceed $10,000,000, within ninety days if the redemption value exceeds $10,000,000 but 
does not exceed $50,000,000, and within one hundred eighty days if the redemption value 
exceeds $50,000,000. 

Land, Buildings, and Equipment 

Land, buildings, and equipment are stated at cost, or estimated cost, less accumulated 
depreciation, computed on a straight-line basis over the estimated useful lives of buildings 
(25-50 years) and furniture and equipment (3-10 years). Maintenance and repairs are 
charged to expense as incurred; replacements and betterments are capitalized. 

Contributed property and equipment is recorded at fair value at the date of donation. If 
donors stipulate how long the assets must be used, the contributions are recorded as 
restricted support. In the absence of such stipulations, contributions of property and 
equipment are recorded as unrestricted support. 

Deferred Revenue 

Tuition, fees, and room and board from currently enrolled students is billed in advance and 
is recognized as revenue when earned. 

Deferred Financing Costs 

Costs incurred in connection with debt financing have been deferred and are amortized over 
the term of the related debt using the straight-line method which approximates the interest 
method. Amortization expense was approximately $31,000 and $29,000 in 2013 and 2012, 
respectively. 
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Refundable Advances 

Operating funds designated by government funding agencies for particular operating 
purposes are deemed to be earned and reported as revenue when the College has incurred 
expenses in compliance with the contract. Amounts received but not yet earned are reported 
as refundable advances. 

Income Taxes 

The Internal Revenue Service has ruled that the College is tax-exempt as a not-for-profit 
organization under Section 501(c)(3) of the Internal Revenue Code.  

The College accounts for uncertainty in income taxes using a recognition threshold of more-
likely-than-not to be sustained upon examination by the appropriate taxing authority. 
Measurement of the tax uncertainty occurs if the recognition threshold is met. Management 
determined that there were no tax uncertainties that met recognition threshold in fiscal year 
2013 and 2012. 

The College’s policy is to recognize interest related to unrecognized tax benefits in interest 
expense and penalties in operating expenses. 

The College’s federal Exempt Organization Business Income Tax Returns for the years 
ended June 30, 2012, 2011, and 2010 remain subject to examination by the Internal 
Revenue Service. 

Use of Estimates 

The preparation of financial statements, in conformity with accounting principles generally 
accepted in the United States of America, requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities. It also requires 
disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting period. Actual results 
could differ from management’s estimates. 

Derivative Financial Instrument 

The College has entered into interest rate swap agreements, which are considered 
derivative financial instruments, to manage its exposure on its variable rate bonds payable. 
The interest rate swap agreements are reported at fair value on the statement of financial 
position; related changes in fair value are reported in the statement of activities as an 
unrealized gain (loss) on interest rate swap. 

Title IV Requirements 

The College participates in Government Student Financial Assistance Programs (Title IV) 
administered by the U.S. Department of Education (ED) for the payment of student tuitions. 
Substantial portions of the revenue and collection of accounts receivable as of June 30, 
2013 and 2012, are dependent upon the College’s continued participation in the Title IV 
programs.  

  



King's College 
Notes to Financial Statements 
June 30, 2013 and 2012 
 

11 

Institutions participating in Title IV programs are required by ED to demonstrate financial 
responsibility. ED determines an institution’s financial responsibility through the calculation 
of a composite score based upon certain financial ratios as defined in regulations. 
Institutions receiving a composite score of 1.5 or greater are considered fully financially 
responsible. Institutions receiving a composite score between 1.0 and 1.4 are subject to 
additional monitoring and institutions receiving a score below 1.0 are required to submit 
financial guarantees in order to continue participation in the Title IV programs. As of and for 
the years ended June 30, 2013 and 2012, the College’s composite score exceeded 1.5.  

Investment Policy 

The College has a formal investment policy that enables it to utilize a portion of investment 
return for operating purposes. The College’s Board of Directors sets the level of distribution 
within the limitation imposed by Pennsylvania statute. 

Nonoperating Activities 

For the purpose of the statement of activities, the College considers its changes in net 
assets to be operational changes, except for changes related to realized and unrealized 
gains and losses on investments, net of the College spending policy, permanently restricted 
contributions, the change in value of beneficial interests in perpetual trusts and the College’s 
interest rate swap agreements. 

Advertising 

Advertising expenses are recorded as incurred and were approximately $291,000 and 
$350,000 in 2013 and 2012, respectively. 

Fundraising Expenses 

Fundraising expenses are included in the institutional support classification on the statement 
of activities. Fundraising expenses of approximately $1,228,000 and $1,256,000 were 
incurred for the years ended June 30, 2013 and 2012, respectively. 

Fair Value Measurements 

Financial assets and liabilities measured at fair value are categorized based upon the 
following characteristics or inputs to the valuation techniques: 

Level 1 – Unadjusted quoted prices in active markets for identical assets or liabilities; 

Level 2 – Quoted prices for similar assets or liabilities in active markets; quoted prices 
for identical or similar assets or liabilities in markets that are not active; or inputs that are 
observable for the asset or liability, either directly or indirectly through market 
corroboration, for substantially the full term of the financial instrument; 

Level 3 – Prices or valuation techniques that are unobservable in the market and require 
significant management judgment or estimation to measure fair value.  

A financial asset’s or liability’s classification within the hierarchy is determined based on the 
lowest level input that is significant to the fair value measurement. 
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Reclassifications 

Certain amounts relating to 2012 have been reclassified to conform to the 2013 reporting 
format. 

Subsequent Events 

The College evaluated subsequent events for recognition or disclosure through October 7, 
2013, the date the financial statements were issued. Management is not aware of any 
subsequent events that would require recognition or disclosure in the financial statements. 

New Accounting Pronouncements 

The Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update 
(“ASU”) No. 2011-04, “Fair Value Measurements and Disclosures (Topic 820):  
Amendments to Achieve Common Fair Value and Disclosure Requirements in U.S. GAAP 
and IFRSs”. ASU 2011-04 includes new and clarified guidance on fair value measurements 
and required additional disclosures. The adoption of this guidance required certain 
additional disclosures regarding fair value measurements in the notes to the financial 
statements on a prospective basis.  

In October 2012, the FASB issued ASU 2012-05, Statement of Cash Flows (Topic 230):  
“Not-for-Profit Entities: Classification of the Sale of Proceeds of Donated Financial Assets in 
the Statement of Cash Flows”. This amendment addresses the diversity in practice with 
regard to the presentation of cash received from the sale of donated assets in the 
statements of cash flows. Under this update, a not-for-profit entity will be required to classify 
cash receipts from the sale of donated financial assets as cash inflows from operating 
activities, unless the donor restricted the use of the contributed resources to long-term 
purposes. This update is effective for the College’s fiscal year beginning July 1, 2013. The 
guidance is prospective and management does not believe the adoption of this guidance will 
have a significant impact on the College’s financial position or results of operations. 

In April 2013, the FASB issued ASU 2013-06, Not-for-Profit Entities (Topic 958): “Services 
Received from Personnel of an Affiliate”. This amendment will require a recipient not-for-
profit entity to recognize all services received from personnel of an affiliate that directly 
benefit the recipient not-for-profit entity. Such services will be required to be measured at 
the cost recognized by the affiliate for the personnel providing that service or the fair value 
of that service. This update is effective for the College’s fiscal year beginning July 1, 2014.  
The guidance is prospective and management does not believe that adoption of this 
guidance will have a significant impact on the College’s financial position or results of 
operations.  
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2. Accounts Receivable, Students 

Students accounts receivable represent amounts due for tuition, fees, and room and board from 
currently enrolled and former students. The College extends unsecured credit to students and 
parents of dependent students in connection with their studies. Some of those students are no 
longer enrolled or have completed their degrees. Student accounts receivable consists of the 
following at June 30, 2013 and 2012: 

 2013  2012 

 
Accounts receivable $ 1,229,548  $ 1,275,945 
Less allowance for doubtful accounts 365,000  365,000 
    

Total $ 864,548  $ 910,945 

 
 
3. Contributions Receivable 

Contributions receivable at June 30, 2013 and 2012 are as follows: 

 2013  2012 

 
In one year or less $ 2,712,429  $ 517,610 
Between one year and five years 4,211,052  6,998,601 
Between six years and ten years 737,500  - 
    
 7,660,981  7,516,211 
Less discount 2,505,770  2,228,104 
    

Net contributions receivable  $ 5,155,211  $ 5,288,107 

 
These contributions have been made by businesses, individuals, and related parties primarily 
located in Pennsylvania. Approximately 97% of gross pledges receivable at June 30, 2013 are 
due from members of the College’s Board of Directors. 

Management believes the College’s allowance for doubtful collections, which is an estimate 
based on management’s periodic assessment of the risk of collectability of each gift, is 
adequate based upon information currently known at June 30, 2013 and 2012. However, events 
impacting donors’ ability to satisfy their commitments can occur in subsequent years which may 
result in a material change in the allowance for doubtful collections. 
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4. Student Loans Receivable 

These loans are made with funds advanced to the College by the federal government under the 
Perkins Student Loan Program (the “Program”). Such funds may be reloaned by the College 
after collection, but in the event that the College no longer participates in the Program, the 
amounts are refundable to the federal government. The College contributes one third of the 
amount contributed by the U.S. government as a match to the Program. 

The prescribed practices for the Program do not provide for accrual of interest on student loans 
receivable or for a provision of allowance for doubtful loans. Accordingly, interest on loans is 
recorded as received; uncollectible loans are not recognized until the loans are canceled or 
written-off in conformity with Program requirements. The impact of recording interest income on 
a cash basis is not considered significant. In addition, the credit quality of the student is not 
evaluated after the initial approval and calculation of the loans. Delinquent loans and the 
allowance for losses on loans receivable are reviewed by management, but are not material to 
the overall financial statements. 

 
5. Investments 

Investments at June 30, 2013 and 2012 are as follows: 

 2013  2012 

 
Cash equivalents $ 1,846,052  $ - 
Domestic equity large cap funds 1,161,779  1,054,349 
International fixed income 25,000  25,000 
Hedge funds 110,284  2,008,126 
Alternative investments:    

Natural resources 1,192,997  1,071,920 
Private equity 4,435,046  4,468,362 
Real estate 1,415,234  2,109,143 

Venture capital 1,431,871  1,679,604 
Beneficial interest in assets held by others 42,110,245  31,017,647 

    
Total $ 53,728,508  $ 43,434,151 

 
The College’s principal financial instruments subject to credit risk are its investments. The 
investments are managed by professional advisors subject to the College’s investment policy. 
The degree and concentration of credit risk varies by type of investment. 

Certain investments are pooled on a market value basis with each individual fund subscribing to 
or disposing of units on the basis of the market value per unit at the beginning of the calendar 
month in which the transaction takes place. 
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The following summarizes the composition of investment return after application of the College’s 
spending policy for 2013 and 2012: 

 2013  2012 

 
Endowment spending policy  $ 2,185,330  $ 2,000,361 
Endowment income in excess of spending policy 2,568,756  (1,257,970)
    

Net investment return $ 4,754,086  $ 742,391 

 
 
6. Beneficial Interest in Perpetual Trusts 

The College receives income from various perpetual trusts held by third parties. Under the 
terms of the trusts, the College has the irrevocable right to receive a portion of the income 
earned on these trust assets in perpetuity, but never receives the assets held in the trust.  

Distributions from these trusts are recorded as unrestricted or restricted investment income in 
the statement of activities based on donor stipulations. The change in value of the perpetual 
trusts is reported as changes in permanently restricted net assets based on explicit donor 
stipulations.  

 
7. Land, Buildings, and Equipment 

Land, buildings, and equipment as of June 30, 2013 and 2012 are as follows: 

 2013  2012 

 
Land and improvements $ 17,152,300  $ 16,448,335 
Buildings 92,476,481  83,227,377 
Furniture, fixtures, and equipment 28,960,601  28,120,901 
Construction in progress 341,541  6,899,167 
    

Total 138,930,923  134,695,780 
    

Less accumulated depreciation 54,942,805  51,205,900 
    

Net $ 83,988,118  $ 83,489,880 

 
Depreciation expense was approximately $3,737,000 in 2013 and $3,518,000 in 2012.  

 
8. Notes Payable, Demand 

The College has a $4,000,000 line of credit with a local financial institution. Interest is payable 
monthly based on 1 month LIBOR plus 1.35% (1.544% at June 30, 2013). Borrowings at 
June 30, 2013 and 2012 were $1,427,003 and $2,735,545, respectively. The line of credit is 
secured by a security interest in the College’s gross revenues.  
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9. Long-Term Debt 

Long-term debt at June 30 is as follows: 

 2013  2012 

 
College Revenue Refunding Notes, Series A of 2013, 

payable in annual installments through May 2037. 
Interest is payable monthly at the variable rate. $ 30,475,000  $ - 

    
College Revenue Notes, Series B of 2013, payable in 

annual installments through May 2043. Interest is 
payable monthly at the variable rate. 14,525,000  - 

    
Long-term debt repaid in 2013 -  32,115,000 
    

Total 45,000,000  32,115,000 
    

Unamortized bond premium -  234,156 
    
Total long-term debt $ 45,000,000  $ 32,349,156 

 
Interest on the Series A and B Notes of 2013 is calculated as 70% of the 1-month LIBOR, plus 
1.35% (1.483% as of June 30, 2013). The College has effectively fixed the interest rate on 
$19,850,000 of the Series A Notes, in conjunction with an interest rate swap agreement with a 
local financial institution. See Note 17 for additional information. 

In 2013, the City of Wilkes-Barre Finance Authority (the “Authority”) issued $30,475,000 of 
College Revenue Refunding Notes, Series A of 2013 and $14,525,000 of College Revenue 
Notes, Series B of 2013. The proceeds of the notes issued were then loaned to the College by 
the Authority under the terms of a loan agreement between the two parties. The notes were 
then purchased from the Authority by various banks and the College has agreed to pay the 
Authority’s obligations under the notes to the banks. The proceeds of the Series A of 2013 notes 
were used to currently refund the College’s existing bonds and the proceeds of Series B of 2013 
are to be used to finance various capital projects. The notes are collateralized by a security 
interest in the College’s gross revenues.  

The line of credit (Note 8) and the above notes require the College to meet certain financial 
covenants.  

The scheduled future principal payments on the long-term debt are as follows: 

Years ending June 30:  
2014 $ 2,165,000 
2015 2,205,000 
2016 2,255,000 
2017 2,305,000 
2018 1,855,000 
Thereafter 34,215,000 

  
Total $ 45,000,000 
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Interest expense with regard to all debt was approximately $1,639,000 and $1,272,000 in 2013 
and 2012, respectively. Interest expense reported is net of capitalized interest of approximately 
$48,000 in 2013 and $51,000 in 2012. 

 
10. Operating Leases 

The College leases equipment under noncancelable operating leases with terms of 24 to 60 
months. The following is a schedule of the approximate future annual minimum rentals on these 
leases as of June 30, 2013: 

Years ending June 30:  
2014 $ 566,269 
2015 439,565 
2016 215,683 
2017 113,935 
2018 33,603 
2019 5,500 

  
Total $ 1,374,555 

 
Rent expense on the above leases was approximately $795,000 in 2013 and $713,000 in 2012. 

The College leases a multiuse building adjacent to the College’s campus. The building 
segments include approximately forty apartment style suites, an early childhood learning center, 
a dining facility, instructional facilities and faculty offices. The lease term is thirty years, expiring 
October 2039. Minimum lease payments and reimbursable costs are due and payable the first 
of each month. 

Future annual minimum rental payments on this lease are as follows: 

Years ending June 30:  
2014 $ 1,436,627 
2015 1,448,038 
2016 1,493,324 
2017 1,530,305 
2018 1,561,220 
2019 – 2023 8,292,247 
2024 – 2028 9,164,912 
2029 – 2033 10,129,934 
2034 – 2038 11,197,170 
2039 – 2040 2,974,530 

  
Total $ 49,228,307 

 
The College recognized rent expense of approximately $1,727,000 in 2013 and $1,681,000 in 
2012 in conjunction with this agreement. 
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11. Pension 

The College sponsors a defined contribution pension plan. Pension expense was approximately 
$1,820,000 in 2013 and $1,952,000 in 2012. 

12. Government Grants and Student Aid 

The government grants and student aid amounts do not include funds credited to student 
accounts under various federal and state grant programs. These grants are similar to agency 
funds as the College acts only as custodian and disbursing agent. Had these amounts been 
included, revenues and expenses would have increased by approximately $5,640,000 in 2013 
and $5,545,000 in 2012. 

13. Significant Group Concentration of Credit Risk 

The College maintains its cash accounts in commercial banks located in Pennsylvania. 
Accounts are insured up to limits established by the Federal Deposit Insurance Corporation. 

14. Net Assets 

Unrestricted net assets are designated for the following as of June 30, 2013 and 2012: 

 2013  2012 

 
Long-term investments $ 16,954,933  $ 8,168,922 
Plant facilities 38,467,710  44,401,211 
Future debt service -  1,039,660 
Other (954,223)  (3,014,749)
    

Total $ 54,468,420  $ 50,595,044 

 
Temporarily restricted net assets are available for the following purpose or in future periods as 
of June 30, 2013 and 2012: 

 2013  2012 

 
Specified purposes $ 1,057,378  $ 1,149,730 
Time 3,335,413  3,602,058 
Accumulated unspent endowment earnings 12,637,911  11,351,654 
    

Total $ 17,030,702  $ 16,103,442 

 
Permanently restricted net assets are restricted for the following as of June 30, 2013 and 2012: 

 2013  2012 

 
Beneficial interests in perpetual trusts $ 6,398,814  $ 6,077,929 
Assets held in perpetuity 25,406,506  24,105,394 
    

Total $ 31,805,320  $ 30,183,323 
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15. Endowment Funds 

The College’s endowment consists of approximately 300 individual funds established for a 
variety of purposes. Its endowment includes both donor-restricted endowment funds and funds 
designated by the Board of Directors to function as 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 of the College has developed a policy requiring the preservation of the 
fair value of the original gift as of the gift date of the donor-restricted endowment funds absent 
explicit donor stipulations to the contrary as interpreted through review of current Pennsylvania 
laws. As a result of this interpretation, the College classifies as permanently restricted net 
assets (a) the original value of gifts donated to the permanent endowment, (b) the original value 
of subsequent gifts to the permanent endowment, and (c) 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 in permanently restricted net assets is classified as either 
temporarily restricted or unrestricted net assets based on the existence of donor restrictions or 
by law. 

The College considers the following factors in making a determination to appropriate or 
accumulate donor-restricted endowment funds: 

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 College has adopted investment and spending policies for endowment assets that attempt 
to provide a predictable stream of funding to programs supported by its endowment while 
seeking to maintain the purchasing power of the endowment assets. Endowment assets include 
those assets of donor-restricted funds that the College must hold in perpetuity or for a donor-
specified period(s) as well as board-designated funds. Under this policy, as approved by the 
Board of Directors, the endowment assets are invested in a manner that is intended to produce 
results that exceed the price and yield results of the S&P 500 index while assuming a moderate 
level of investment risk. The College expects its endowment funds, over time, to provide an 
average rate of return of approximately 4%, plus inflation, annually.  
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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 that places a greater emphasis on equity-based investments to achieve its long-term 
return objectives within prudent risk constraints. 

The College has a policy of appropriating for distribution each year 4% of its endowment fund’s 
average fair value over the prior 12 quarters through the calendar year-end proceeding the 
fiscal year in which the distribution is planned. In establishing this policy, the College considered 
the long-term expected return on its endowment. This is consistent with the College’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 permanently restricted category includes the value of interest in various trust accounts 
established by donors. The assets of the trusts are held by independent trustees in perpetuity. 
The College has an interest in the income generated from these trusts, but will never receive the 
assets held in the trusts. These assets are not governed by the College’s investment policy. All 
investment decisions and distributions are governed by trust documents and the trustee. 

Endowment net asset composition by type of fund as of June 30, 2013: 

  Unrestricted 
Temporarily 
Restricted 

Permanently 
Restricted  Total 

 
Donor-restricted 

endowment funds  $ (179,655) $ 12,637,911 $ 31,805,320  $ 44,263,576 
Board-designated 

endowment funds   17,134,588 - -  17,134,588 
        

Total endowment funds  $ 16,954,933 $ 12,637,911 $ 31,805,320  $ 61,398,164 

 
Endowment net asset composition by type of fund as of June 30, 2012: 

  Unrestricted 
Temporarily 
Restricted 

Permanently 
Restricted  Total 

 
Donor-restricted 

endowment funds  $ (585,902) $ 11,351,654 $ 30,183,323  $ 40,949,075 
Board-designated 

endowment funds   8,754,824 - -  8,754,824 
        

Total endowment funds  $ 8,168,922 $ 11,351,654 $ 30,183,323  $ 49,703,899 
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Changes in endowment net assets for the year ended June 30, 2013 are as follows: 

  Unrestricted 
Temporarily 
Restricted 

Permanently 
Restricted  Total 

 
Endowment net assets, 

beginning of year  $ 8,168,922 $ 11,351,654 $ 30,183,323  $ 49,703,899 
        

Investment return:        
Investment income   135,463 295,542 -  431,005 
Net appreciation 

(realized and 
unrealized)   1,280,371 2,513,894 320,885  4,115,150 

        
Total investment return   1,415,834 2,809,436 320,885  4,546,155 

        
Contributions   1,443 - 1,301,112  1,302,555 

        
Appropriation of 

endowment assets 
for expenditure   (537,513) (1,116,932) -  (1,654,445)

        
Return of temporary 

appropriation of 
assets for capital 
expenditures   7,500,000 - -  7,500,000 

        
Other changes:        

Reclassification of 
underwater 
endowment net 
assets   406,247 (406,247) -  - 

        
Endowment net assets,  

end of year  $ 16,954,933 $ 12,637,911 $ 31,805,320  $ 61,398,164 

 
During 2012, the College’s Board of Directors approved the temporary appropriation of Board 
designated endowment funds to provide funding for the construction of the new auxiliary 
gymnasium. In 2013, these funds were repaid using the proceeds from the Series B of 2013 
notes (Note 9).    
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Changes in endowment net assets for the year ended June 30, 2012 are as follows: 

  Unrestricted 
Temporarily 
Restricted 

Permanently 
Restricted  Total 

 
Endowment net assets, 

beginning of year  $ 14,848,303 $ 11,683,276 $ 28,784,196  $ 55,315,775 
        

Investment return:        
Investment income   30,546 111,680 -  142,226 
Net appreciation 

(realized and 
unrealized)   97,861 80,255 (396,286)  (218,170)

        
Total investment return   128,407 191,935 (396,286)  (75,944)

        
Contributions   1,764,797 - 1,795,413  3,560,210 

        
Appropriation of 

endowment assets 
for expenditure   (706,942) (889,200) -  (1,596,142)

        
Temporary appropriation 

of endowment assets 
for capital 
expenditure   (7,500,000) - -  (7,500,000)

        
Other changes:        

Reclassification of 
underwater 
endowment net 
assets   (365,643) 365,643 -  - 

        
Endowment net assets,  

end of year  $ 8,168,922 $ 11,351,654 $ 30,183,323  $ 49,703,899 

 
From time to time, the fair value of assets associated with individual donor restricted 
endowment funds may fall below the level that the donor or law requires the College to retain as 
a fund of perpetual duration. In accordance with accounting principles generally accepted in the 
United States of America, deficiencies of this nature that are reported in unrestricted net assets 
were $179,655 and $585,902 as of June 30, 2013 and 2012. These deficiencies resulted from 
unfavorable market fluctuations that occurred shortly after the investment of new permanently 
restricted contributions and continued appropriation for certain programs that were deemed 
prudent by the Board of Directors. 

. 
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16. Commitments and Contingencies 

The College has approximately $901,000 in unfunded capital calls and approximately $771,000 
in distributions subject to recall related to various alternative and venture capital investments at 
June 30, 2013. These commitments can be funded through liquidation of current investments.  

The College is a defendant in a number of legal actions resulting in the normal course of 
business. While the final outcome cannot be determined at this time, management is of the 
opinion that the ultimate liability, if any, from the final resolution of these matters will not have a 
material effect on the College’s financial statements. 

The College entered into a self-insured plan for their medical insurance. The College has limited 
their self-insurance liability through the purchase of catastrophic reinsurance coverage which 
will reimburse the College for any claims in excess of policy limits incurred in any plan year. Self 
insurance costs are accrued based on claims reported as of the balance sheet date as well as 
an estimated liability for claims incurred but not reported. The total accrued liability for self-
insurance costs, included with accounts payable and accrued liabilities in the statement of 
financial position was approximately $950,000 and $907,000 at June 30, 2013 and 2012, 
respectively. The cost of medical coverage for employees amounted to approximately 
$2,995,000 and $3,283,000 for the years ended June 30, 2013 and 2012, respectively.  

The College owns several buildings constructed prior to the passage of the Clean Air Act that 
contain encapsulated asbestos material. Current law requires that this asbestos be removed in 
an environmentally safe manner prior to demolition or renovation of the buildings. The College 
has not recognized the asset retirement obligation for asbestos removal in its financial 
statements because it currently has no plans to demolish or renovate these buildings and as 
such, cannot reasonably estimate the fair value of the obligation. If plans change with respect to 
the use of the buildings and sufficient information becomes available to estimate the liability, it 
will be recognized at that time. 

The College entered into a non-binding sales agreement in June 2013 to purchase real property 
in the amount of $2,700,000. 

 
17. Interest Rate Swap 

The College entered into an interest rate swap agreement in connection with a portion of the 
Series A of 2013 notes, which is considered a derivative financial instrument. The counterparty 
for the swap agreement is PNC Bank, N.A., a financial institution with which the College has 
other financial relationships (the “Bank”). The objective of the swap agreement is to minimize 
the risks associated with financing activities by reducing the impact of changes in interest rates. 
The swap agreement is not designated as a hedging instrument. The swap agreement is a 
contract to exchange variable rate for fixed rate interest payments over the life of the agreement 
without the exchange of the underlying notional amount. The notional amount of the swap 
agreement is used to measure the interest to be paid or received and does not represent the 
amount of exposure to credit loss. Exposure to credit loss is limited to the receivable amount, if 
any, which may be generated as a result of the swap agreement. Management believes that 
losses related to credit risk are remote. The net cash paid or received under the swap 
agreement is recognized as an adjustment to interest expense. 

The College does not utilize interest rate swaps or other financial instruments for trading or 
other speculative purposes. 
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At June 30, 2013, the following interest rate swap is in effect: 

Effective notional amount $19,850,000
Strike rate 4.032%
Period June 2013 to May 2031

 
The fair value of the interest rate swap agreements is the amount that the College would receive 
or pay to terminate the swap agreements at the reporting date and the fair value is based on 
information supplied by an independent third party valuation specialist. The College estimates 
that it would have paid approximately $3,262,000 and $4,829,000 on June 30, 2013 and 2012, 
respectively, to terminate this agreement.  

18. Fair Value Disclosures 

The carrying amount and estimated fair value of the College’s financial instruments at June 30, 
2013 and 2012 are as follows: 

  2013 

  
Carrying
Amount 

Fair
Value Level 1  Level 2 Level 3 

 
Assets:          

Cash and cash 
equivalents  $ 627,261  $ 627,261  $ 627,261  $ -  $ - 

Contributions receivable   5,155,211  5,155,211  -   -  5,155,211 
Student and other loans 

receivable   2,435,141  2,435,141  -   2,435,141  - 

             

Liabilities:             

Line of credit   1,427,003  1,427,003  -   1,427,003  - 

Long-term debt   45,000,000  45,000,000  -   45,000,000  - 
Refundable advances 

from federal 
government for 
student  loans   1,928,428  1,928,428  -   1,928,428  - 

 
  2012 

 
Assets:          

Cash and cash 
equivalents  $ 345,904  $ 345,904  $ 354,904  $ -  $ - 

Contributions receivable   5,288,107  5,288,107  -   -  5,288,107 
Student and other loans 

receivable   2,534,066  2,534,066  -   2,534,066  - 

             

Liabilities:             

Line of credit   2,735,545  2,735,545  -   2,735,545  - 

Long-term debt   32,349,156  32,440,018  -   32,440,018  - 
Refundable advances 

from federal 
government for 
student loans   1,960,967  1,960,967  -   1,960,967  - 

 
Cash and cash equivalents: Carried at cost which approximates fair value due to its short-term 
nature of that instrument.  
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Contributions receivable: The carrying amount approximates fair value as the carrying amount is 
based on the present value of estimated future cash flows discounted at risk adjusted rates.  

Student and other loans receivables: The carrying amount approximates fair value based on 
current rates offered for similar loans with similar maturities.  

Refundable advances from federal government for student loans: Represents that portion of the 
student loans receivable funded by the U.S. government and their fair value is considered to 
approximate their carrying value.  

Long-term debt: The fair value is estimated based on discounted cash flows using borrowing 
rates currently available to the College for similar types of borrowing arrangements. 

The College measures its long-term investments, beneficial interest in perpetual trusts and fair 
value of interest rate swap at fair value on a recurring basis in accordance with authoritative 
guidance. These items were measured with the following inputs at June 30, 2013 and 2012: 

  2013 

  Total 

Quoted Prices 
in Active 
Markets  
(Level 1) 

Other  
Observable 

Inputs  
(Level 2)  

Significant 
Unobservable

Inputs  
(Level 3) 

 
Restricted cash, 

Money market mutual 
funds  $ 6,736,250 $ 6,736,250 $ -  $ - 

Short-term investments,         
Exchange traded funds   363,130 363,130 -  - 

Investments:        
Cash equivalents   363,130 1,846,052 -  - 
Domestic equity large 

cap funds   1,161,779 1,161,779 -  - 
International fixed 

income   25,000 - 25,000  - 
Hedge funds   110,284 - -  110,284 
Alternative:        

Natural resources   1,192,997 - -  1,192,997 
Private equity   4,435,046 - -  4,435,046 
Real estate   1,415,234 - -  1,415,234 

Venture capital    1,431,871 - -  1,431,871 
Beneficial interest in 

assets held by 
others   42,110,245 - -  42,110,245 

       
Total investments   53,728,508 3,007,831 25,000  50,695,677 

       
Beneficial interests in 

perpetual trusts   6,398,814 - -  6,398,814 
       

Total  $ 67,226,702 $ 10,107,211 $ 25,000  $ 57,094,491 

Liability,        
Interest rate swap  $ 3,261,698 $ - $ 3,261,698  $ - 
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  2012 

  Total 

Quoted  
Prices  

In Active 
Markets  
(Level 1) 

Other  
Observable 

Inputs  
(Level 2)  

Significant 
Unobservable

Inputs  
(Level 3) 

 
Short-term investments,        

Exchange traded funds  $ 342,394 $ 342,394 $ -  $ - 
Investments:        

Domestic equity large 
cap funds   1,054,349 1,054,349 -  - 

International fixed 
income   25,000 - 25,000  - 

Hedge funds   2,008,126 - -  2,008,126 
Alternative:        

Natural resources   1,071,920 - -  1,071,920 
Private equity   4,468,362 - -  4,468,362 
Real estate   2,109,143 - -  2,109,143 

Venture capital    1,679,604 - -  1,679,604 
Beneficial interest in 

assets held by 
others   31,017,647 - -  31,017,647 

        

Total investments   43,434,151 1,054,349 25,000  
 

42,354,802 
        

Beneficial interests in 
perpetual trusts   6,077,929 - -  6,077,929 

        
Total  $ 49,854,474 $ 1,396,743 $ 25,000  $ 48,432,731 

Liability,        
Interest rate swap  $ 4,828,823 $ - $ 4,828,823  $ - 

 
The following tables present a reconciliation of the beginning and ending balances of assets 
with fair value measurements using significant unobservable inputs (Level 3) as of June 30, 
2013 and 2012: 

  July 1, 2012  Purchases  Sales  Issuances  Settlements  Unrealized  June 30, 2013

 
Hedge funds  $ 2,008,126  $ -  $ (2,039,375)  $ -  $ 135,198  $ 6,335  $ 110,284 
Alternative 

investments 
 

 7,649,425   101,320  (1,156,538)  -  215,588 

 

 233,482  7,043,277 
Venture capital   1,679,604   -  (260,014)  -  155,036   (142,755)  1,431,871 

                  
Total  $ 11,337,155  $ 101,320  $ (3,455,927)  $ -  $ 505,822  $ 97,062  $ 8,585,432 

                  
Beneficial interest 

in assets held 
by others 

 

$ 31,017,647  $ 9,313,610  $ (2,000,000)  $ -  $ 2,298,102 

 

$ 1,480,886  $ 42,110,245 

                  
Beneficial interests 

in perpetual 
trusts 

 

$ 6,077,929  $ -  $ -  $ -  $ - 

 

$ 320,885  $ 6,398,814 
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  July 1, 2011  Purchases  Sales  Issuances  Settlements  Unrealized  June 30, 2012

 
Hedge funds  $ 5,336,417  $ -  $ (3,176,306)  $ -  $ -  $ (151,985)  $ 2,008,126 
Alternative 

investments 
 

 7,413,635   200,664  (4,688)  -  (464,139) 

 

 503,953  7,649,425 
Venture capital   1,703,409   30,000  -  -  (214,296)   160,491  1,679,604 

                  
Total  $ 14,453,461  $ 230,664  $ (3,180,994)  $ -  $ (678,435)  $ 512,459  $ 11,337,155 

                  
Beneficial interest 

in assets held 
by others 

 

$ -  $ 33,465,000  $ (5,000,000)  $ -  $ - 

 

$ 2,552,647  $ 31,017,647 

                  
Beneficial interests 

in perpetual 
trusts 

 

$ 6,474,215  $   $ -  $ -  $ - 

 

$ (396,286)  $ 6,077,929 

 
Gains and losses (realized and unrealized) included in changes in net assets for the period are 
reported in nonoperating revenues.  

Investments: The fair values are based on values reported by external investment managers. 
Quoted market prices for identical assets are used to measure fair value of equity and fixed 
income securities and are classified within Level 1 of the valuation hierarchy. Fair value of 
investments within the Level 2 valuation hierarchy are based on pricing for similar assets with 
similar terms in actively traded markets or valued at the respective net asset values based on 
the underlying assets of the funds. The College’s investment in hedge funds, natural resources, 
real estate, private equity and venture capital investments are valued at net asset value and are 
considered Level 3 inputs based on the investments not having an observable market and the 
need for significant estimation to measure fair value.  

Beneficial interest in assets held by others: Fair value is based on the net asset value as 
reported by the affiliate, unless specific evidence indicates that net asset value should be 
adjusted. This may involve using significant unobservable inputs. The valuation methods utilized 
by the affiliate are subject to regular review by the College. 

Beneficial interests in perpetual trusts: The fair value is estimated using the College’s 
percentage of the underlying assets, which approximates the present value of estimated future 
cash flows to be received from the trust. 

The College measures its derivative financial instrument at fair value based on proprietary 
models of an independent third party valuation specialist. The fair value takes into consideration 
the prevailing interest rate environment and the specific terms and conditions of the derivative 
financial instrument. The fair value was estimated using the zero-coupon discounting method 
and considers the credit risk of the College and the counterparty. This method calculates the 
future payments required by the derivative financial instruments, assuming that the current, 
forward rates implied by the yield curve are the market’s best estimate of future spot interest 
rates. These payments are then discounted using the spot rate implied by the current yield 
curve for a hypothetical zero coupon rate bond due on the date of each future net settlement 
payment on the derivative financial instruments. The value represents the estimated exit price 
the College would pay to terminate the agreements. 
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The College has a policy which permits investments that do not have a readily determinable fair 
value, and as such, has elected to use the net asset value per share (the “NAV”) as calculated 
on the reporting entity’s measurement date as the fair value of the investment. The College 
measures the fair value of an investment that does not have a readily determinable fair value, 
based on the NAV of the investment as a practical expedient, without further adjustment, unless 
it is probable that the investment will be sold at a value significantly different than the NAV. If the 
practical expedient NAV is not as of the reporting entity’s measurement date, then the NAV is 
adjusted to reflect any significant events that would materially affect the value of the security 
and the NAV of the College as of the valuation date. In using the NAV as a practical expedient, 
certain attributes of the investment, that may impact the fair value of the investment, are not 
considered in measuring fair value. Attributes of those investments include the investment 
strategies of the investees and may also include, but are not limited to, restrictions on the 
investor’s ability to redeem its investments at the measurement date at NAV as well as any 
unfunded commitments. A listing of the investments held by the College and their attributes, that 
may qualify for these valuations consist of the following as of June 30:  

 
  2013 

Investment 
Category  

Investment 
Strategy  Fair Value  

Unfunded 
Commitments  

Redemption 
Frequency  

Redemption
Notice 
Period 

 
Natural resources (a)  Investment of funds in 

limited partnerships, 
which in turn, make oil, 
gas, timber and other 
natural resource-related 
investments with the 
objective of obtaining 
long-term growth of 
capital. 

 $ 1,192,997  $ 243,750  Quarterly income 
distributions. No ability 
to redeem ownership 
until termination of 
Limited Partnership, as 
stated in the 
agreements. 
Termination dates range 
from February 2017 
through August 2020. 

 N/A 

         
Real estate loans (b)  Purpose is to originate and 

manage a portfolio of 
multifamily and 
commercial real estate 
loans, preferred equity 
investments and 
structured finance 
transactions secured by 
mortgages and other 
interests in real estate. 

 1,399,429  200,000  Quarterly income 
distributions. No ability 
to redeem ownership 
until termination of 
Limited Partnership, as 
stated in the 
agreements. 
Termination dates range 
from January 2011 
through January 2017. 

 N/A 

           
Real estate 

operations (c) 
 Invests in a diversified pool 

of real estate 
investments over time, 
within seven regional 
targeted markets. 

 15,805  -  Annually on September 30  30 days 

           
Venture capital (a)  Invests primarily in other 

limited partnerships 
formed for the purpose 
of making venture 
capital investments in 
emerging growth 
companies. Generally, 
these investments may 
not be transferred or 
withdrawn prior to the 
termination of limited 
partnerships, which 
generally have a term of 
ten years. 

 $ 1,431,871  $ 128,412  Quarterly income 
distributions. No ability 
to redeem ownership 
until termination of 
Limited Partnership, as 
stated in the 
agreements. 
Termination dates range 
from January 2012 
through March 2017. 

 N/A 



King's College 
Notes to Financial Statements 
June 30, 2013 and 2012 
 

29 

  2013 

Investment 
Category  

Investment 
Strategy  Fair Value  

Unfunded 
Commitments  

Redemption 
Frequency  

Redemption
Notice 
Period 

 
Private equity (a)  Invests primarily in other 

limited partnerships 
formed for the purpose 
of making investments 
in equity securities, 
warrants or other 
options, focused either 
domestically or 
internationally, that are 
generally not actively 
traded at the time of 
investment. Generally, 
these investments may 
not be transferred or 
withdrawn prior to the 
termination of limited 
partnerships, which 
generally have a term of 
ten years. 

 4,435,046  328,888  Quarterly income 
distributions. No ability 
to redeem ownership 
until termination of 
Limited Partnership, as 
stated in the 
agreements. 
Termination dates are 
scheduled for March 
2017. 

 Up to 90 days

           
Global equity and 

debt (a) (d) 
 Fund is a multi-strategy 

fund specializing in 
arbitrage and absolute 
return investment 
strategies in the global 
equity and corporate 
debt securities markets 
and seeks to deliver 
consistent returns with 
low volatility. 

 110,284  -  Annual  Requires 
approval of 

Board of 
Directors 

           
Beneficial interest in 

assets held by 
others 

 Fund is independently 
managed fund. Asset 
allocation determined by 
fund management. 

 42,110,245  -  At College’s discretion  Disclosed in 
accounting 
policy note 

           
Beneficial interest in 

perpetual trusts 
(e) 

   6,398,814  -  Semi-annual or annual 
income distributions 

 N/A 
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  2012 

Investment 
Category  

Investment 
Strategy  Fair Value  

Unfunded 
Commitments  

Redemption 
Frequency  

Redemption
Notice 
Period 

 
Natural resources (a)  Investment of funds in 

limited partnerships, 
which in turn, make oil, 
gas, timber and other 
natural resource-related 
investments with the 
objective of obtaining 
long-term growth of 
capital. 

 $ 1,071,920  $ 413,750  Quarterly income 
distributions. No ability 
to redeem ownership 
until termination of 
Limited Partnership, as 
stated in the 
agreements. 
Termination dates range 
from February 2017 
through August 2020. 

 N/A 

         
Real estate loans (b)  Purpose is to originate and 

manage a portfolio of 
multifamily and 
commercial real estate 
loans, preferred equity 
investments and 
structured finance 
transactions secured by 
mortgages and other 
interests in real estate. 

 1,856,062  200,000  Quarterly income 
distributions. No ability 
to redeem ownership 
until termination of 
Limited Partnership, as 
stated in the 
agreements. 
Termination dates range 
from January 2011 
through January 2017. 

 N/A 

           
Real estate 

operations (c) 
 Invests in a diversified pool 

of real estate 
investments over time, 
within seven regional 
targeted markets. 

 253,081  -  Annually on September 30  30 days 

           
Venture capital (a)  Invests primarily in other 

limited partnerships 
formed for the purpose 
of making venture 
capital investments in 
emerging growth 
companies. Generally, 
these investments may 
not be transferred or 
withdrawn prior to the 
termination of limited 
partnerships, which 
generally have a term of 
ten years. 

 1,679,604  203,412  Quarterly income 
distributions. No ability 
to redeem ownership 
until termination of 
Limited Partnership, as 
stated in the 
agreements. 
Termination dates range 
from January 2012 
through March 2017. 

 N/A 

           
Private equity (a)  Invests primarily in other 

limited partnerships 
formed for the purpose 
of making investments 
in equity securities, 
warrants or other 
options, focused either 
domestically or 
internationally, that are 
generally not actively 
traded at the time of 
investment. Generally, 
these investments may 
not be transferred or 
withdrawn prior to the 
termination of limited 
partnerships, which 
generally have a term of 
ten years. 

 4,468,362  366,388  Quarterly income 
distributions. No ability 
to redeem ownership 
until termination of 
Limited Partnership, as 
stated in the 
agreements. 
Termination dates are 
scheduled for March 
2017. 

 Up to 90 days
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  2012 

Investment 
Category  

Investment 
Strategy  Fair Value  

Unfunded 
Commitments  

Redemption 
Frequency  

Redemption
Notice 
Period 

 
Global equity and 

debt (a) (d) 
 Fund is a multi-strategy 

fund specializing in 
arbitrage and absolute 
return investment 
strategies in the global 
equity and corporate 
debt securities markets 
and seeks to deliver 
consistent returns with 
low volatility. 

 $ 2,008,126  $ -  Annual  Requires 
approval of 

Board of 
Directors 

           
Beneficial interest in 

assets held by 
others 

 Fund is independently 
managed fund. Asset 
allocation determined by 
fund management. 

 31,017,647  -  At College’s discretion  Disclosed in 
accounting 
policy note 

           
Beneficial interest in 

perpetual trusts 
(e) 

   6,077,929  -  Semi-annual or annual 
income distributions 

 N/A 

 
(a) Investment is a feeder fund for other limited partnerships, limited liability corporations, 

offshore corporations or other foreign investment vehicles. 

(b) Underlying investments primarily include loans and other debt instruments that are 
secured by real estate or other physical assets. 

(c) Underlying investments are primarily operating real estate projects or undeveloped land 
held for future development or sale. 

(d) Represents a hedge fund focused in international markets. 

(e) Underlying investments are held by trustees, which hold exclusive rights to determine 
asset allocation. Payments of income are determined by the Trustee, based on the trust 
document and relevant law. 

 
19. Functional Allocation 

The College adheres to the AICPA Industry Audit Guide in reporting expenses by their 
functional classification. Accordingly, depreciation, interest and other expenses have been 
allocated to functional classifications based on square footage, use of bond proceeds, or other 
factors. 
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20. Related Party Transactions 

The College has entered into transactions with which members of the Board of Directors have 
relationships as owners or officers. During the year ended June 30, 2013 and 2012 the College 
engaged in the following related party transactions: 

 The College is invested in an alternative investment managed by a member of the 
Board. The fair value of that investment was approximately $741,000 and $853,000 at 
June 30, 2013 and 2012, respectively. 

 The College paid insurance premiums of approximately $194,000 and $190,000 in 2013 
and 2012, respectively, to a company which has an officer who is also a member of the 
Board. 

 The College paid service fees to an insurance company, which has an officer who is also 
a member of the Board, of approximately $252,000 and $256,000 for 2013 and 2012, 
respectively. 

 The College paid transportation costs to a company, which has an officer who is also a 
member of the Board, of approximately $109,000 and $145,000 for 2013 and 2012, 
respectively. 

 The College paid construction management fees of approximately $4,047,000 and 
$4,542,000 in 2013 and 2012, respectively, to a company that has an officer who is also 
a member of the Board. 

During 2004, the College entered into an agreement with the Congregation of Holy Cross to 
lease land located on the College’s campus. The term of the lease is approximately 30 years at 
a rate of $10 per year, payable by December 1st of each year. If at any time during the lease 
period, the lessee decides to sell the buildings and improvements constructed on the leased 
land, the College has the first option to purchase such buildings and improvements at market 
value.  

 




