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DEeroacu & WILLIAMSON, L.L.P.

CERTIFIED PUBLIC ACCOUNTANTS
1401 MAIN STREET, SUITE 660
COLUMBIA, SOUTH CAROLINA 29201

PHONE: (803) 771-8855
FAX: (803) 771-6001

REPORT OF INDEPENDENT AUDITORS

Board of Directors
University of South Carolina Educational Foundation
Columbia, South Carolina -

We have audited the accompanying statements of financial position of the University of South
Carolina Educational Foundation (the “Foundation”) as of June 30, 2011 and 2010, and the
related statements of activities and cash flows for the years then ended. These financial
statements are the responsibility of the Foundation’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as\evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the University of South Carolina Educational Foundation at June 30,
2011 and 2010, and the changes in its net assets and its cash flows for the years then ended, in
conformity with accounting principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The accompanying other financial information as listed in the table
of contents is presented for purposes.of additional analysis and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in
the audits of the financial statements and, in our opinion, is fairly stated in all material respects
in relation to the financial statements taken as a whole.

/Q@M 2 U N ctvansons 8. 57

September 27, 2011
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UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION

STATEMENTS OF FINANCIAL POSITION

Assets
Cash and cash equivalents
Accounts receivable: ‘
University of South Carolina
Other (net of allowance for doubtful accounts at $14,241
at June 30, 2011 and 2010)
Note receivable
Investments
Accrued interest receivable
Assets held in trust by others
Assets held in trust by the Foundation
Contributions receivable, net
Fixed assets (net of accumulated depreciation of $139,825

and $127,815 in 2011 and 2010, respectlvely)
Total assets

Liabilities and Net Assets
Liabilities:
Accounts payable:
University of South Carolina
Other
Accrued interest payable - University of South Carolina
Annuity obligations
Notes payable:
University of South Carolina
Other
Total liabilities

Contingencies (Note 8)

Net assets (deficit):

Unrestricted: .

Undesignated

Designated - quasi-endowments
Temporarily restricted:

Held by the Foundation

Held in trust by others
Permanently restricted:

Held by the Foundation

Held in trust by others

Total net assets
Total liabilities and net assets

See accompanying notes.

June 30,
2011 2010
$ 4,813,295 §$ 3,280,838
2,064,112 619,263
298,964 117,358
55,000 55,000
249,044,365 197,897,816
- 3,006
56,934,922 55,732,578
806,633 734,200
16,220,005 17,677,689
26,588 38,598
$ 330,263,884 § 276,156,346
$ 391,448  § 1,068,127
799,480 426,573
3,451,197 3,391,505
3,166,312 2,810,623
19,943,910 19,943,910
21,742 29,789
27,774,089 27,670,527
24,619,606 (1,030,889)
8,892,821 8,035,321
43,744,846 31,347,190
54,885,030 53,909,938
168,390,595 154,496,635
1,956,897 1,727,624
302,489,795 248,485,819
$ 330,263,884 § 276,156,346




UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION

Revenue, gains, and other support
Contributions:
Received
Change in pledges receivable
Other receipts
Income on investments
Net unrealized and realized gains
(losses) on investments
Net assets released from restrictions:
Satisfaction of program restrictions
Expiration of time restrictions
Total revenue, gains and other support

Expenses

Scholarships, tuition reimbursements
and awards

Salary, supplements and benefits
Support and operational costs
Fundraising and advancement
Other program services

Total expenses

Change in net assets
Net assets, beginning of year

Net assets , end of year

See accompanying notes.

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011
Temporarily Permanently
Unrestricted Restricted Restricted Total
$ 12,777,320 $ 6,454,230 12,706,062 § 31,937,612
- (1,430,076) - (1,430,076)
564,287 564,287
2,862,772 1,331,427 - 4,194,199
26,265,950 14,985,953 7,122 41,259,025
7,520,672 (7,516,012) (4,660) -
(961,935) (452,774) 1,414,709 -
49,029,066 13,372,748 14,123,233 76,525,047
8,742,098 - - 8,742,098
3,011,447 - - 3,011,447
1,896,203 - - 1,896,203
832,038 - - 832,038
8,039,285 - - 8,039,285
22,521,071 - - 22,521,071
26,507,995 13,372,748 14,123,233 54,003,976
7,004,432 85,257,128 156,224,259 248,485,819 °
$ 33,512,427 § 98,629,876 170,347,492 § 302,489,795




UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION

Revenue, gains, and other support
Contributions:
Received
Change in pledges receivable
Other receipts
Income on investments
Net unrealized and realized gains
(losses) on investments
Net assets released from restrictions:
Satisfaction of program restrictions
Expiration of time restrictions
Total revenue, gains and other support

Expenses

Scholarships, tuition reimbursements
and awards

Salary, supplements and benefits
Support and operational costs
Fundraising and advancement
Other program services

Total expenses

Change in net assets
Net assets (deficit), beginning of year

Net assets, end of year

See accompanying notes.

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2010
Temporarily Permanently
Unrestricted -~ Restricted Restricted Total
$ 9,464,679 § 5,011,631 § 6,992,426 § 21,468,736
- 4,598,306 - " 4,598,306
586,796 1,295 - 588,091
3,319,821 740,021 - 4,059,842
16,619,376 2,989,013 - 19,608,389
6,352,861 (6,324,893) (27,968) -
(605,660) (2,101,095) 2,706,755 -
35,737,873 4,914,278 9,671,213 50,323,364
9,251,363 - - 9,251,363
2,650,414 - - 2,650,414
1,894,195 - - 1,894,195
980,868 - - 980,868
10,251,508 - - 10,251,508
25,028,348 - - 25,028,348
10,709,525 4,914,278 9,671,213 25,295,016
(3,705,093) 80,342,850 146,553,046 223,150,803
$ 7,004,432 § 85,257,128 § 156,224,259 § 248,485,819




UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
STATEMENTS OF CASH FLOWS

YEARS ENDED JUNE 30, 2011 AND 2010

2011 2010

Cash flows from operating activities:
Change in net assets $ 54,003,976 $ 25,295,016
Adjustments to reconcile change in net assets to
net cash provided by (used in) operating activities:
Net unrealized and realized (gains) losses

on investments (41,259,025) (19,608,389)
Interest expense not paid 60,393 1,248,973
Actuarial (gain) loss on annuity obligations 217,397 ' 160,955
Payments under annuity and trust obligations 568,385 510,062
Depreciation . 12,010 14,689
Contributions restricted to endowment:

Temporarily restricted (687,193) (436,544)

Permanently restricted (12,436,189) (6,847,841)
Changes in certain assets and liabilities:

Accounts receivable _ ' (1,626,455) (675,172)

Note receivable - (25,000)

Accrued investment income receivable 3,006 24,769

Contributions receivable 1,457,684 (4,597,981)

Accounts payable (303,772) 396,546

Net cash provided by (used in) operating activities . 10,217 (4,539,917)
Cash flows from investing activities: '
Purchases of fixed assets - (10,290)
Proceeds from sale of investments ' 35,122,624 20,399,602
Purchase of investments (45,440,942) (25,839,575) -
Net cash used in investing activities (10,318,318) (5,450,263)
(CONTINUED) -



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION

STATEMENTS OF CASH FLOWS

(CONTINUED)

2011 2010
Cash flows from financing activities:
Proceeds from contributions restricted for investment in endowment:
Temporarily restricted 687,193 436,544
Permanently restricted 12,436,189 6,847,841
Other financing activities:
Payments on notes payable : (8,047) (7,834)
Change in split interest agreements (1,202,344) (1,354,931)
Change in annuity and trust obligations (72,433) (44,118)
Net cash provided by financing activities 11,840,558 5,877,502
Net increase (decrease) in cash and cash equivalents 1,532,457 (4,112,678)
Cash and cash equivalents at beginning of year 3,280,838 7,393,516
Cash and cash equivalents at end of year $ 4,813,295 $ 3,280,838
Supplemental data for noncash investing and
financing activities:
Gifts of real estate and equipment 5 85,015 § -
Interest expense to be paid (accrued) 5 59,693 § 1,248,060
Interest paid N $ 1,100,700 § 914

See accompanying notes.
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UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011

1. Summary of Significant Accounting Policies

The University of South Carolina Educational Foundation (the “Foundation”) is a South Carolina
eleemosynary corporation operating for the benefit and support of the University of South
Carolina (the “University”). Its objectives include the establishment and implementation of long
range fund raising programs to assist in the expansion and improvement of the educational
functions of the University.

The financial statements of the Foundation are presented in accordance with accounting
principles generally accepted in the United States of America and are prepared on the accrual
basis of accounting. Consequently, the net assets of the Foundation are reported in the following
three classifications:

Unrestricted

The Foundation reports that part of its net assets that is neither temporarily nor permanently
restricted by donor-imposed stipulations as unrestricted net assets. The Foundation’s governing
board has internally earmarked portions of its unrestricted net assets as designated for quasi
(board designated) endowments. The principal of such funds is invested to provide income for
operations.

Temporarily Restricted

The Foundation reports gifts of cash and other assets as restricted support if they are received
with donor stipulations that limit the use of the donated assets. When a donor restriction expires,
that is, when the stipulated time restriction ends or purpose restriction is accomplished,
temporarily restricted net assets are reclassified to unrestricted net assets or permanently
restricted net assets and reported in the Statement of Activities as net assets released from
restrictions. Donor-restricted contributions whose restrictions are met in the same reporting
period are reported as unrestricted support. All contributions receivable are considered
temporarily restricted until received by the Foundation. Once the funds have been received, they
are then reclassified to other net asset classifications.

Permanently Restricted
Permanently restricted net assets consist of that part of the Foundation’s net assets resulting from

contributions and other inflows of assets whose use by the Foundation is limited by donor-
imposed stipulations that neither expire by passage of time nor can be fulfilled or otherwise be
removed by actions of the Foundation. Presently, these net assets represent the permanent
endowed funds established by donors for the benefit of the Foundation’s programs. Gifts and
contributions designated by such trust agreements are permanently invested, with the income
derived therefrom being accumulated or expended in accordance with the donor-imposed
restrictions. Accordingly, investment earnings available for unrestricted use have been reported
in unrestricted net assets.

— CONTINUED —



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

1. Summary of Significant Accounting Policies (Continued)
Other significant accounting policies are as follows:
Revenue, Gains and Other Support and Expenses and Losses

Contributions received and unconditional promises to give are measured at their fair values and
are reported as an increase in net assets.

A contribution is deemed to have been received when the cash or other assets including
securities, land, buildings, use of facilities, materials and supplies, intangible assets, services or
unconditional promise to give such items in the future is received. An unconditional promise to
give is a promise which is not dependent on the occurrence of a specified future and uncertain
event to bind the promisor.

The Foundation reports gifts of goods and equipment as unrestricted support unless explicit donor
stipulations specify how the donated assets must be used. Gifts of long-lived assets with explicit
restrictions that specify how the assets are to be used and gifts of cash or other assets that must be
used to acquire long-lived assets are reported as restricted support. Absent explicit donor
stipulations about how long those long-lived assets must be maintained, the Foundation reports
expirations of donor restrictions when the donated or acquired long-lived assets are placed in
service.

Expenses are recorded when incurred in accordance with the accrual basis of accounting.

Donated Services, Goods, and Facilities

A substantial number of volunteers have donated an undetermined number of hours to the
Foundation’s program services and fund-raising campaigns during the year; however, these
donated services are not reflected in the financial statements since the services do not require
specialized skills. Donated professional services (which include accounting and legal services)
would be reflected in the statement of activities at their fair value. No donated professional
services were received during the year.

Materials and other assets received as donations are recorded and reflected in the accompanying
financial statements at their fair values at the date of receipt.

Cash and Cash Equivalents

Cash and cash equivalents consist of demand deposit, money market, and other deposit accounts
with financial institutions. The Foundation considers all cash and highly liquid debt securities
with an initial maturity of three months or less not held in its investment pools to be cash
equivalents.




UNIVERSITY QF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

1. Summary of Significant Accounting Policies (Continued)

Concentrations of Credit and Market R1sk

Financial instruments that potentially expose the Foundation to concentrations of credit and
market risk consist primarily of cash equivalents and investments. Cash equivalents are
maintained at high-quality financial institutions. At June 30, 2011, the bank balance of cash and
cash equivalents totaled $5,555,131, of which $5,054,492 was not covered by federal deposit
insurance. The Foundation has not experienced any losses on its cash equivalents. Management
monitors the risk of exposure to loss through monitoring the performance of the financial
institutions through publicly available rating agencies.

Management believes that the Foundation’s investments do mnot represent significant
“concentrations of market risk because the Foundation’s investment portfolio is adequately
diversified among issuers and management believes that the Foundation has the ability to hold its
investment portfolio during periods of temporary market declines.

Investments

Investments consist of money market funds, certificates of deposits, marketable equity and debt
securities carried at fair value and alternative investments (including venture capital funds and
funds of funds), which are carried at capital account value. Cash and money market funds held in
the investment portfolio are a part of the diversification strategies established by the investment
policy. Management determines the portion of the investment portfolio to be held in money
market funds based on projected cash needs by beneficiaries. Investment income or loss
(including gains and losses on investments, interest, and dividends) is included in the statement of
activities as increases or decreases in unrestricted net assets unless the income or loss is
specifically restricted by donor or law. Securities or other investments donated are recorded at
their market value at the date of the gift. Donated life insurance policies are carried at their
current respective cash surrender values. Property held for sale is measured at the lower of cost
or market.

Assets Held in Trust
Assets held in trust consist of split-interest agreements that name the Foundation as a beneficiary.

By the Foundation

Trust agreements that name the Foundation as trustee are held in trust accounts that are
measured at fair value in the statement of financial position. Changes in fair value are
included in the statement of activities as investment income in the temporarily restricted
net assets unless the income or loss is permanently restricted by the donor. Distributions
from the trust accounts are recognized as expenses in the statement of activities.
Distributions to the Foundation during the life of the agreement are recognized as
reductions in the investment earnings in the appropriate net asset classification in
accordance with the donor’s wishes.




UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

1. Summary of Significant Accounting Policies (Continued)

By Others
Trust agreements under which the Foundation has no control over the investment of assets

are valued using multiple methods. The Charitable Lead Annuity Trust (CLAT) held by
others are valued using the present value of future cash flows. The Charitable Remainder
Uni-Trust (CRUT) held by others (majority of Held by Others) are valued at the fair value
of the investments held as reported by the custodians. ‘The discount rate used to determine
the present value is determined at the date of the gift and remains constant throughout the
life of the trust. Changes in the value of the assets are included in the statement of
activities as increases and decreases to contributions received. Distributions to the
Foundation during the life of the agreement are recognized as contributions received in the
appropriate net asset classification in accordance with the donor’s wishes.

Annuity Obligations

The amounts reported as annuity obligations represent amounts due to donors and others under
various split-interest agreements and trust agreements. The related assets are reported together
with other assets (investments or assets held in trust) of the Foundation, as there is no legal
requirement to maintain these separately. Discount rates and actuarial assumptions vary by type
of agreement.

Other information relating to these split-interest agreements is as follows:

2011 2010
Contributions $ 1462982 § 998,378
Actuarial gain (loss) $ 217397 $ 160955
Payments made $ (568385 $  (510,062)

Fixed Assets

Fixed asset purchases are recorded at cost. Donated fixed assets are recorded at fair value on the
date of the gift. Assets are capitalized if the value at acquisition exceeds $5,000 and the
estimated useful life exceeds three years. Depreciation is provided over the estimated useful life
computed on the straight-line method.

Income Taxes

The Foundation has received a determination from the Internal Revenue Service that it is exempt
from federal income taxes under 501(c)(3) of the Internal Revenue Code.

10



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

1. Summary of Significant Accounting Policies (Continued)

Expense Allocation

The costs of providing various programs and activities have been summarized on a functional
basis in the Statements of Activities. Certain shared costs have been allocated among the
programs and supporting services benefited.

Reclassifications
Certain items have been reclassified from prior year amounts to be conformed to the current year
presentation.

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 and 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 those estimates.
Significant estimates are used in the determination of allowance for doubtful accounts, discount
rates used in net present value calculations, and the useful lives of property and equipment.
Present value calculations are used in the valuation of contributions receivable, funds held in
trust, and annuity liabilities.

2. Fair Value of Financial Instruments

The following methods and assumptions were used to estimate the fair value of each
classification within the financial statements:

Cash, accounts receivable, accounts payable, notes receivable, notes payable and
accrued interest receivable - Fair value approximates carrying value due to the short
maturity of these financial instruments.

Contributions receivable - The fair value of promises to give that are due in one year
or more is estimated by discounting the estimated future cash flows using an estimate
of the Foundation’s earnings rate.

Investments - The fair value of debt and equity security investments are estimated
based on quoted market prices. For other investments for which there are no quoted
market prices, a reasonable estimate of fair value could not be made without
incurring excessive costs. It was not practical to estimate the fair value of the
alternative investments. These investments are carried at the capital account value.

11



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

2. Fair Value of Financial Instruments

Assets Held in Trust — The fair value is estimated using multiple methods. The
CLAT’s held by others are valued using the present value of future cash flows. The
CRUT’s held by others (majority of Held by Others) are valued at the fair value of
the investments held as reported by the custodian.

Cash value of life insurance — The carrying amounts approximate fair value.

Annuity obligations - These liabilities are carried at actuarially determined present
value, which approximate fair value.

When quoted market prices are not available, fair values are based on estimates using present
value or other valuation techniques. Those techniques are significantly affected by the
assumptions used, including the discount rate and estimates of future cash flows. In that regard,
the derived fair value estimates cannot be substantiated by comparison to independent markets
and, in many cases could not be realized in immediate settlement of the instrument.

The following levels of input for measurement of fair value have been defined to assist the user
in evaluating the fair value disclosure information:

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

Level 2 Other quoted prices in active markets for similar assets or
liabilities, quoted prices for identical assets or liabilities in markets
that are not active for transactions or availability of information,
other observable sources of information, and information derived
principally from or corroborated from observable sources of
information.

Level 3 Unobservable sources of information, primarily management’s
assumptions about potential market participants.

12



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

2. Fair Value of Financial Instruments (Continued)

The estimated fair values of the Foundation’s financial instruments are as follows and are
included in the statement of financial position under similar descriptions:

\ Fair Value Measurements at Reporting Date Using

Description June 30, 2011 (Level 1) (Level 2) (Level 3)
Financial assets requiring
fair value disclosure: )
Cash and cash equivalents $ 4,813,295 §$ 4,813,295 $ - $ -
Accounts receivable 2,363,076 2,363,076 - -
Note receivable 55,000 55,000 - -
Investments 249,044,365 212,413,825 ‘ - 36,630,540
Assets held in trust by others 56,934,922 4,576,935 52,357,987 -
Assets held in trust by
the Foundation 806,633 806,633 - -
Contributions receivable 16,220,005 16,220,005 -
Total $ 330,237,296 225,028,764 68,577,992 36,630,540
Financial liabilities requiring
fair value disclosure:
Accounts payable $ 1,190,928 1,190,928 - -
Accrued interest payable 3,451,197 3,451,197 - -
Annuity obligations 3,166,312 3,166,312 - -
Notes payable 19,965,652 19,965,652 - -
Total $ 27,774,089 27,774,089 - -

13



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

2. Fair Value of Financial Instruments (Continued)

Fair Value Measurements Using
Significant Unobservable Inputs

(Level 3)
Hedge Private
Hedge Funds _Fund of Funds Equity Total
Beginning balance - July 1, 2010 $ 10,835243 § 15,110,751 $ 6,555,123  $ 32,501,117
Total dividends |

Included in changes in net assets - - 97,008 97,008
Total gains or losses (realized/unrealized) -

Included in changes in net assets 1,380,685 1,907,641 848,377 r 4,136,703
Purchases, issuances, and settlements - - 317,484 317,484
Return of capital - - (257,281) (257,281)
Cash out of dividend/realized gain - - (164,491) (164,491)
Ending balance - June 30, 2011 $ 12215928 §$ 17,018,392 §~ 7,396,220 $ 36,630,540
The amount of total gains or losses for the

period included in changes in net assets

attributable to the change in unrealized

gains or losses relating to assets still

held at the reporting date $ 1,380,685 § 1,907,641 § 780,894 § 4,069,220

14



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION

NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

2. Fair Value of Financial Instruments (Continued)

The investments reported as level 3 methods for determining fair value consist of Partnerships
and Hedge Funds for which the ownership terms and conditions restrict the marketability of the
investments resulting in the valuation method previously described. The following describes the
restrictions to assist in the assessment of the investment holdings:

~s

Private Equity (Partnerships) — The Foundation holds ownership positions in one partnership

with an investment strategy of investing in private equity — distressed companies.
The Foundation cannot redeem from its investment in the fund until the final
liquidation of the partnership. This fund is in the early stage of its life and has an
estimated 10 years left until the majority of any of the capital has been returned.
This partnership is valued at $7,396,220 at June 30, 2011. The amount of
unfunded commitments related to this investment is $2,063,647.

Hedge Funds/Hedge Fund of Funds — The Foundation holds ownership shares in several

hedge funds with investment strategies 1nclud1ng fund to fund long/short equity
managers. The funds’ requirements for liquidity/withdrawals range from 15 days

‘written notice for monthly liquidation to 45 days written notice for quarterly

liquidation and contributions/purchases are accepted either monthly, quarterly, or
annually with some having a minimum deposit/withdrawal up to $250,000..
Management believes that the investment strategies employed and availability of
other Foundation resources allow the Foundation to be unaffected by the liquidity
restrictions.

15



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

. Investments

The following summarizes the cost and fair values of investments by investment pool at June 30,

2011 and 2010:

June 30, 2011 June 30, 2010
Cost Fair Value Cost Fair Value
Readily Marketable $ 12,712972 § 13,633,798 $ 9504920 § 9,539,999
University Foundations Pool 212,626,3166 231,861,964 184,134,043 184,497,242
Other Donor-Restricted
Endowments - Not Readily
Marketable 3,548,603 3,548,603 3,860,575 3,860,575

S 288894

Investments are composed of the following:

$ 249,044,365

5 197499538

$ 197,897,816

June 30,2011 June 30,2010
Cost Fair Value Cost Fair Value
Money Funds $ 5,758,439 § 5758439 $§ 3,674,891 § 3,674,891
Certificate of Deposit - - 1,283,913 1,283,913
Bonds and Notes 18,531,012 21,775,999 20,575,993 23,226,320
Stocks 118,583,981 135,495,418 107,595,690 105,343,641
Real Estate 1,582,411 1,582,411 2,133,953 2,133,953
Other 84,432,098 84,432,098 62,235,098 62,235,098

$ 228,887,941

$ 249,044,365

$ 197,499,538

$ 197,897,816

16



UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

3. Investments (Continued)

The Foundation’s participation in a pooling of investments program with other foundations of the
. University, collectively known as the University Foundations, consisted of the following:

June 30, 2011

University Foundations *  Portion Owned by
Pooled Investments USC Educational Foundation
Cost Fair Value Cost Fair Value
Investment Pools: ‘
Cash , $ 2,172,482 $ 2,172,482 $ 1,673,359 $ ' 1,673,359
Equities 64,636,218 72,930,680 49,123,105 56,328,471
Equity Mutual Funds 80,173,083 91,352,819 65,747,144 74,532,390
Fixed Income Mutual Funds 15,947,059 19,673,670 13,616,852 16,861,838
Other/Alternative Investments 106,517,119 106,517,119 82,465,906 82,465,906
Total Investment Pools $ 269,445,961 $ 292,646,770 $ 212,626,366 $ 231,861,964
June 30, 2010
University Foundations Portion Owned by
Pooled Investments USC Educational Foundation
Cost Fair Value Cost Failj Value
Investment Pools:
Cash $ 1,161,735 $ 1,161,735 3 900,954 $ 900,954
Equities 63,007,439 56,068,313 48,678,546 43,402,599
Equity Mutual Funds 68,332,805 72,165,789 55,299,701 58,288,520
Fixed Income Mutual Funds 22,255,768 25,292,893 18,747,609 21,397,937
Other/Alternative Investments 78,670,948 78,670,948 60,507,233 60,507,232
Total Investment Pools $ 233,428,695 $ 233,359,678 $ 184,134,043 $ 184,497,242

As of June 30, 2011 and 2010, the Foundation had initial investments in its portion of Investment
Pools — Other of $65,964,988 and $53,798,753, respectively, with reinvested earnings of
$16,500,918 and $6,258,480, respectively, resulting in the cost basis reported above.
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UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

3. Investments (Continued)

Investment income from cash equivalents and investments is comprised of the following for the
years ended June 30, 2011 and 2010:

Temporarily Permanently Totals
Unrestricted Restricted Restricted 2011 2010 .
Dividends and interest $ 2,862,772 § 1331427 § - $ 4,194,199 § 4,059,842
Realized gains (loss) 7,685,335 4,772,318 7,122 12,464,775 5,190,212
Unrealized gains (loss) 18,580,615 10,213,635 - 28,794,250 14,418,177
$ 29,128,722 §$ 16317,380 § 7,122 $ 45,453,224 § 23,668,231

4, Assets Held in Trust

Assets held in trust are comprised of the following at fair value as reported by the custodian or
trustee: :

June 30,
2011 2010
Held by others:

Temporarily restricted _ $ 54,978,025 $ 54,004,954
Permanently restricted 1,956,897 1,727,624
56,934,922 55,732,578

Held by the Foundation:
Unrestricted 63,106 61,890
Temporarily restricted 743,527 672,310
‘ 806,633 734,200
Total assets held in trust $ 57,741,555 $ 56,466,778
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UNIVERSITY OF SOUTH CAROLINA EDUCATIONAL FOUNDATION
NOTES TO FINANCIAL STATEMENTS

— CONTINUED —

4. Assets Held in Trust (Continued)

For the most part changes in funds held in trust is comprised of the following for the years ended
June 30, 2011 and 2010, respectively and is reported as increases/decreases in contributions
received.

Temporarily Permanently Totals
Unrestricted Restricted Restricted . 2011 2010
Held by Foundation $ 7,124 § 177,573  $ - $§ 184,697 $§ 135,125
Held by others - 5,078,668 270,372 5,349,040 3,934,997
3 7,124 § 5,256,241  § 270,372 $ 5,533,737 § 4,070,122

Distributions from funds held in trust held by others were recognized as temporarily restricted
gifts in the amount of $4,144,677 and $2,562,748 for the years ended June 30, 2011 and 2010,
respectively.

- Distributions and other expenses from funds held in trust by the Foundation are included as
expenses on the financial statements and totaled $133,591 and $108,486 for the years ended June
30, 2011 and 2010, respectively.

5. Contributions Receivable

The Foundation had recognized unconditional promises to give as contributions receivable due to
be collected as follows as of:

June 30,
2011 ' 2010

Receivable in less than one year $ 2,967,633 $ 2,185,523
Receivable in one to five years 16,470,932 20,963,593
Receivable in six to ten years 6,450,500 1,028,284
Receivable in more than ten years ) 190,945 249,595

26,080,010 24,426,995
Less, allowance for uncollectible pledges (3,088,882) (2,538,901)
Less, discount for time value of money (6,771,123) (4,210,405)
Contributions receivable, net $ 16,220,005 $ 17,677,689

The discount to net present value was calculated using the estimated earnings rate of 8.32% as of
June 30, 2011 and 2010.
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— CONTINUED —

6. Fixed Assets

Fixed assets consisted of the following as of:

June 30,
2011 2010

Vehicles $ 43,363 $ 43363
Software 100,389 100,389
Computer equipment 22,661 22,661

- 166,413 166,413
Less, accumulated depreciation (139,825) (127,815)
Net fixed assets $ 26,588 $ 38,598
Depreciation expense ' 8 12,010  § 14,689

7. Notes Payable

During fiscal year 1998/99, the Foundation entered into an agreement with the University of
South Carolina. The agreement calls for the University to loan a portion of its endowment funds
to the Foundation whereby the Foundation will invest these funds. The agreement stipulates that
the Foundation is to pay the University a required return equal to the amount that could have been
earned at the South Carolina State Treasurers Office. Principal amounts and accrued interest are
payable to the University upon demand with not less than 30 days notice. Any excess earnings
over the required return are restricted to be used by the Foundation for scholarships. The
principal balance on this note was $19,943,910 at both June 30, 2011 and June 30, 2010.
Accrued interest payable totaled $3,451,197 and $3,391,505 at June 30, 2011 and 2010,
respectively, and is included in accrued interest payable on the Statement of Financial Position.

In September 2008, the Foundation purchased a vehicle. Payments are due in the middle of each
month in the amount of $729. The interest rate is 2.68%. At the end of thirty-six months, there is
a balloon payment of $19,695. The total principal and interest due for fiscal year 2012 is $21,742
and $141, respectively.

The Foundation recognized interest expense of $1,160,393 and $1,248,974 for the years ended
June 30, 2011 and 2010, respectively.
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NOTES TO FINANCIAL STATEMENTS
— CONTINUED —
8. Debt Guaranties/Contingencies/Commitments

The Foundation has guaranteed the repayment of a total of $19,135,000 of bonds issued by the
University of South Carolina Development Foundation (the Development Foundation). At June
30, 2011 the outstanding balance on these bonds was $19,135,000.

The Foundation has guarantied under a guaranty agreement the repayment of a $15,000,000 line
of credit taken out by the Development Foundation. As of June 30, 2011, the outstanding
principal balance was $14,871,533.

The Foundation has guarantied under a guaranty agreement the repayment of a $2,000,000 line of
credit taken out by the Development Foundation. As of June 30, 2011, the outstanding principal
balance was $1,279,875.

As reported in Note 2, the Foundation has committed to invest an additional $2,063,647 in one of
its Private Equity Holdings. This money is payable upon demand.

9. Board Designated Funds

Quasi-Endowments have been designated totaling $8,892,821 at June 30, 2011 and $8,035,321 at
June 30, 2010. Quasi-endowments are established from time to time in an effort to manage the
use of funds received without donor restrictions. The quasi-endowments may be created to fund
an established program or project of one of the Colleges or Departments. Additionally, quasi-
endowments may be established to provide funding for new and/or changing initiatives.
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10. Temporarily Restricted Net Assets

At June 30, 2011, temporarily restricted net assets are available for the following specific

program services:

Contributions receivable $ 16,220,005

Awaiting full endowment level and temporary
investment earnings _ 21,954,903
Annuity and Life Trust Agreements 60,454,968
$ 98,629,876

Net assets released from donor restrictions by incurring expenses, satisfying the restricted
purposes, or by occurrence of other events specified by donors were $7,968,786 and $8,425,988

for the years ended June 30, 2011 and 2010, respectively.

11. Permanently Restricted Assets

Permanently restricted net assets of $170,347,492 at June 30, 2011 are restricted to investment in

perpetuity, the income from which is expendable to support the Foundation’s objectives.

Investment losses incurred during the decline in the market in the Fall and Winter of 2008/2009
resulted in the invasion of corpus for certain permanently restricted endowments. These net assets
amounted to $1,879,141 and $10,916,532 in 2011 and 2010, respectively. Management believes
that these declines are temporary and investment strategies have already seen improvement in the

investment performance.
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12. Endowments

The Foundation’s endowment consists of more than 2,000 individual funds established for
various purposes. It includes donor-restricted contributions and other amounts as required by
GAAP. Net assets associated with the endowment are classified and reported based on the
existence or absence of donor-imposed restrictions. ’

Interpretation of Relevant Law

The Board of Directors of the Foundation has interpreted the South Carolina Uniform Prudent
Management of Institutional Funds Act (SCUPMIFA) as requiring the preservation of the fair
value of the original gift as of the gift date of the donor-restricted éndowment funds absent
explicit donor stipulations to the contrary. As a result of this interpretation, the Foundation
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 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 SCUPMIFA. In accordance with SCUPMIFA, the Foundation 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 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.

Endowment composition by type of net asset consists of the following as of June 30, 2011:

Temporarily  Permanently

Unrestricted Restricted Restricted Totals
Total net assets ‘ $ 33,5 12,427 $ 98,629,876 $170,347,492 $302,489,795
* less, Board designated quasi endowments (8,892,821) - - (8,892,821)
less, other funds not meeting endowment
definition (16,568,268)  (81,665,576) (2,111,682) (100,345,526)
Total endowment $ 8,051,338 $ 16,964,300 $ 168,235,810 §$193,251,448
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12. Endowments (Continued)

Changes in endowment net assets for the year ended June 30, 2011 and June 30, 2010 are as

follows:
Temporarily Permanently
Restricted Restricted

Unrestricted Totals

Beginning endowment net asset

balance - July 1, 2009 $(11,750,617) $ 8,833,887 §$144,863,858 $141947,128

Investmentreturn 9,983,470 4,340,876 - 14324,346
Contributions 539,619 436,544 6,847,842 7,324,005
Other revenue 150,995 - - 150,995
Net assets released from restrictions 1,633,984 (5,678,121) 2,715,837 (1,328,300)
Appropriation of endowment assets

for expenditures (5,996,842) - - (5,996,842)
Ending net asset balance - June 30, 2010 (5,439,391) 7,933,186 154,427,537 156,921,332
Investmentreturn 18,959,547 10,615,071 7,122 29,581,740
Contributions 788,278 687,193 12,436,188 13911,659
Other revenue 137,662 - ' - 137,662
Net assets released from restrictions (153,358) (2,271,150) 1,364,963 (1,059,545)
Appropriation of endowment assets

for expenditures (6,241,400) - - (6,241,400)
Ending net asset balance - June 30, 2011 $ 8,051,338 § 16,964,300 $168,235,810 $193.251,448

Funds with Deficiencies

A

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 SCUPMIFA requires the Foundation to retain as
a fund of perpetual duration. In accordance with GAAP, deficiencies of this nature that are
reported in unrestricted net assets were ($8,832,162) and ($23,055,062) as of June 30, 2011 and
June 30, 2010, respectively. 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 previously approved and were critical initiatives
deemed prudent by the Board of Directors.

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. Endowment assets include those
assets of donor-restricted funds that the Foundation must hold in perpetuity or for donor-specified
periods. Under this policy, as approved by the Board of Directors, the endowment assets are
invested in a manner-that is intended to produce investment returns at least equal to inflation as
measured by the Consumer Price Index plus a 4.5% pay out and 1.5% for associated fees while
assuming a moderate level of investment risk.
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Endowments (Continued)

Strategies Employed for Achieving Objectives

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 gains and losses) and current yield (interest and dividends). The Foundation 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.

Spending Policy and How the Investment Objectives Relate to Spending Pohcy

The Foundation has a policy of appropriating for distribution each year 4.5 percent of its
endowment fund’s average fair value over the prior 5 quarters through the calendar year-end
proceeding the fiscal year in which the distribution is planned. In establishing this policy, the

- Foundation considered the long-term expected return on its endowment. Accordingly, over the

13.

14.

long term, the Foundation expects the current spending policy to allow its endowment to grow at
an average of 8 to 10 percent annually. This is consistent with the Foundation’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.

Related Party Transactions

The Foundation provided support to the University of South Carolina for general, departmental
expenditures, scholarships, equipment purchases, and construction of buildings which totaled
$17,828,232 and $17,249,471 for the years ended June 30, 2011 and 2010, respectively. The
Foundation had accounts payable to USC in the amount of $391,448 and $1,068,127 for the years
ended June 30, 2011 and 2010, respectively.

The Foundation has entered into the following agreements with USC:

USC Loan Fund
The provisions of the USC Loan Fund are described in Noze 7.

Short-term Library Loan

Under this agreement, the Foundation has agreed to loan up to $3,000,000 to the USC Library for
construction costs and interior furnishing with an interest rate of 2%. The library owed
$2,064,112 and $619,263 to the Foundation for the years ended June 30, 2011 and 2010,
respectively. These funds will be repaid over time by the USC Library.

Subsequent events
Subsequent events were evaluated through September 27, 2011, which is the date the financial

statements were available for issue. Events occurring after that date have not been evaluated to
determine whether a change in the financial statements would be required.
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