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CALIBER

AUDIT & ATTEST, LLP

Independent Auditors’ Report on the Consolidated Financial Statements

To the Board of Directors
San Luis Obispo County Community Foundation
San Luis Obispo, California

We have audited the accompanying consolidated statements of financial position of San Luis Obispo
County Community Foundation (a non-profit organization), as of December 31, 2009, and the related
consolidated statements of activities, changes in net assets, and cash flows for the year 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 audit.

We conducted our audit 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 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 audit provides a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of San Luis Obispo County Community Foundation, as of December
31, 2009, and the changes in its net assets and its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

The December 31, 2008 financial statements of San Luis Obispo County Community Foundation were
audited by other accountants, whose report dated June 24, 2009, expressed an unqualified opinion on
these statements.

Codaber Audit § Aest, Lip

San Luis Obispo, California
June 2, 2010
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San Luis Obispo County Community Foundation

Consolidated Statements of Financial Position

December 31, 2009 and 2008

ASSETS

Cash and cash equivalents

Other receivables

Investments

Prepaid expenses and other assets
Split interest agreement

Real estate held for sale

Property and equipment, net of accumulated depreciation

Total assets

LIABILITIES AND NET ASSETS

Liabilities
Accounts payable
Accrued payroll
Payroll taxes payable
Grants payable
Deferred revenue
Agency funds held for others
Funds held for others
Total liabilities

Commitments and Contingencies

Net Assets
Unrestricted
Board Reserved
Unreserved
Temporarily restricted
Permanently restricted
Total net assets

Total liabilities and net assets

See Notes to Consolidated Financial Statements.

2009 2008
5,393,308 $ 3,242,010
12,794 -
22,402,300 18,743,465
4,467 5,742
277,148 246,632
10,000 -
16,495 24,578
28,116,512 $ 22,262,427
7,023 $ 6,022
24,611 22,646
6,481 6,652
173,850 202,800
172,369 420,015
2,591,278 2,301,074
566,614 734,657
3,542,226 3,693,866
106,905 65,461
945,255 (3,054,962)
7,348,999 5,621,462
16,173,127 15,936,600
24,574,286 18,568,561
28,116,512 $ 22,262,427




San Luis Obispo County Community Foundation

Consolidated Statement of Activities
Year Ended December 31, 2009

Revenue, Gains and Support
Donations and bequests
Grant income
Agency sponsorship
Less amounts received on behalf of others
Interest and dividends
Realized and unrealized gain on investments
Change in value of split interest agreement
Less net investment income allocated
to funds held for others
Miscellaneous income

Net assets released from restrictions
Total revenue, gains and support

Grants, Allocations and Functional Expenses
Grants and philanthropic distributions

Functional operating expenses
Program services
Management and general

Fundraising

Less grants and expenses allocated
to funds held for others

Total expenses

Change in net assets

See Notes to Consolidated Financial Statements.

2009
Operating
Fund Temporarily Permanently
Unrestricted Restricted ~ Restricted Total
$ 2,497,264 § 1,099,537 § 236,527 § 3,833,328
458,446 - - 458,446
18,250 - - 18,250
(27,548) - - (27,548)
177,791 908,144 - 1,085,935
2,293,389 479,742 - 2,773,131
- 30,516 - 30,516
(427,535) - - (427,535)
6,782 - - 6,782
4,996,839 2,517,939 236,527 7,751,305
790,402 (790,402) - -
5,787,241 1,727,537 236,527 7,751,305
1,197,029 - - 1,197,029
233,254 - - 233,254
315,288 - - 315,288
164,888 - - 164,888
(164,879) - - (164,879)
1,745,580 - - 1,745,580
$ 4,041,661 § 1,727,537 § 236,527 § 6,005,725




San Luis Obispo County Community Foundation

Consolidated Statement of Activities
Year Ended December 31, 2008

Revenue, Gains and Support
Donations and bequests
Grant income
Agency sponsorship
Less amounts received on behalf of others
Program revenue
Interest and dividends
Realized and unrealized loss on investments
Less net investment loss allocated
to funds held for others
Miscellaneous income

Net assets released from restrictions
Total revenue, gains and support

Grants, Allocations and Functional Expenses
Grants and philanthropic distributions

Functional operating expenses
Program services
Management and general

Fundraising

Less grants and expenses allocated
to funds held for others

Total expenses

Change in net assets

See Notes to Consolidated Financial Statements.

2008
Operating
Fund Temporarily Permanently
Unrestricted  Restricted Restricted Total
§ 614979 § 745992 §$ 1,440,813 § 2,801,784
599,695 - - 599,695
18,150 - - 18,150
(775,016) - - (775,016)
19,797 - - 19,797
1,054,069 - - 1,054,069
(7,971,654) - - (7,971,654)
840,595 - - 840,595
4,506 - - 4,506
(5,594,879) 745,992 1,440,813  (3,408,074)
551,472 (551,472) - -
(5,043,407) 194,520 1,440,813  (3,408,074)
2,263,848 - - 2,263,848
393,500 - - 393,500
293,219 - - 293,219
147,574 - - 147,574
(699,315) - - (699,315)
2,398,826 - - 2,398,826

$(7,442,233) § 194,520 § 1,440,813

$(5,806,900)




San Luis Obispo County Community Foundation

Consolidated Statements of Changes in Net Assets
Years Ended December 31, 2009 and 2008

Operating
Fund Temporarily Permanently
Unrestricted  Restricted Restricted Totals
Net Assets - December 31, 2007 $1,428,098 $10,125,312 $12,822,051 $24,375,461
Change in net assets (396,237) (4,363,614) (1,047,049) (5,806,900)
Net Assets - December 31, 2008 1,031,861 5,761,698 11,775,002 18,568,561
Reclassification (4,021,362) (140,236) 4,161,598 -
Net Assets (reclassified) - December 31, 2008 (2,989,501) 5,621,462 15,936,600 18,568,561
Change in net assets 4,041,661 1,727,537 236,527 6,005,725
Net Assets - December 31, 2009 $ 1,052,160 § 7,348,999 $§$16,173,127 $24,574,286

See Notes to Consolidated Financial Statements.



San Luis Obispo County Community Foundation

Consolidated Statements of Cash Flows

Years Ended December 31, 2009 and 2008

Cash flows from operating activities:
Cash received from donations and bequests
Cash received from grants
Cash received from agency sponsorship
Interest and dividends received
Payments to employees
Payments of grants and philanthropic distributions
Payments to vendors and others

Net cash provided by operating activities
Cash flows from investing activities:
Purchase of investments
Proceeds from sale of investments
Purchase of property and equipment

Net cash used in financing activities

Cash flows from financing activities:
Contributions restricted for endowments

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

See Notes to Consolidated Financial Statements.

2009 2008

$ 2,459,716 614,979
210,800 805,050

18,250 18,150

929,803 926,138
(262,341) (287,171)
(1,110,373) (1,513,630)
(544,917) (213,307)
1,700,938 350,209
(19,459,861) (1,844,343)
18,574,157 1,495,700
; (15,256)
(885,704) (363,899)
1,336,064 1,411,789
2,151,298 1,398,099
3,242,010 1,843,911

$ 5,393,308 3,242,010




San Luis Obispo County Community Foundation

Consolidated Statements of Cash Flows - Continued
Years Ended December 31, 2009 and 2008

2009 2008
Reconciliation of change in net assets to net cash provided
by operating activities
Change in net assets $ 6,005,725 $  (5,806,900)
Adjustments to reconcile increase (decrease) in net
assets to net cash provided by operating activities:
Contributions restricted for endowments (1,336,064) (1,411,789)
Depreciation 8,083 7,197
Net realized and unrealized (gains) losses on investments (2,773,131) 7,971,654
Loss on disposal of assets - 143
Contribution of land (10,000) -
Change in value of split interest agreement (30,516) 20,491
Change in operating assets and liabilities:
Other receivables (12,794) -
Prepaid expenses and other assets 1,275 (2,818)
Accounts payable 1,001 (2,392)
Accrued payroll 1,965 (9,246)
Payroll taxes payable (171) (349)
Grants payable (28,950) 118,757
Deferred revenue (247,646) 205,355
Agency funds held for others 290,204 (713,064)
Funds held for others (168,043) (26,830)
Net cash provided by operating activities 1,700,938 $ 350,209

Supplemental disclosure of cash flow information:
No taxes or interest were paid by the Foundation during 2009 or 2008.

See Notes to Consolidated Financial Statements.



San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

Note 1. Operations and Summary of Significant Accounting Policies

Nature of operations:

The San Luis Obispo County Community Foundation (“the Foundation") is a California
non-profit, non-stock, public benefit corporation that was incorporated on May 8, 1998,
under the laws of the State of California. The mission of the San Luis Obispo County
Community Foundation is to assist donors in building an enduring source of charitable
funds to meet the changing needs and interests of the community it serves. The Foundation
administers various individual and endowed funds contributed by individuals,
organizations, and businesses. The funds are managed as a pool of assets. A percentage of
the funds' assets are distributed to local non-profit organizations dedicated to the same
purpose in the form of grants.

Principles of consolidation:

The accompanying consolidated financial statements as of December 31, 2009 and 2008,
include the financial statements of the Foundation and the Real Estate Foundation of San
Luis Obispo County, which is a supporting organization under the control of the
Foundation. Intercompany transactions and balances have been eliminated in the
consolidation.

Basis of accounting:

The financial statements are presented on an accrual basis, which recognizes income when
earned, and expenses when incurred.

Financial statement presentation:

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

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

The Foundation reports gifts of cash and other assets as 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 a stipulated time restriction ends or a purpose restriction is
accomplished, temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the consolidated statement of activities as net assets released from restrictions.
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

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

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

e Operational and administrative functions.

e Support of community activities and charitable activities at the discretion of the
Board of Directors.

e Contributions with donor-imposed restrictions that are met during the same year as
the contribution is made are included in unrestricted support that increases
unrestricted net assets.

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

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

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

Contributions:

All contributions are considered to be available for unrestricted use unless specifically
restricted by the donor. All pledges receivable and amounts received that are donor
restricted for future periods or donor restricted for specific purposes are reported as
temporarily or permanently restricted. The restricted net assets are reclassified to
unrestricted net assets and are reported in the statement of activities as net assets released
from restriction when the donor stipulated time restriction ends or the purpose restriction is
accomplished by the Foundation. All gifts granted to the Foundation are recorded at fair
market value at the time of receipt.
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

Use of estimates:

The preparation of the consolidated financial statements in conformity with U.S. generally
accepted accounting principles requires management to make estimates and assumptions
that affect certain reported amounts and disclosures. Actual results could differ from those
estimates.

Cash and cash equivalents:

The Foundation considers cash equivalents to be all highly liquid debt instruments with a
maturity of three months or less. Cash and cash equivalents consist mainly of cash,
certificates of deposit, and money market funds, and are valued using Level 1 inputs as
discussed in Note 3.

Concentrations of credit risk:

The Foundation maintains cash balances at financial institutions located in California.
Certain accounts at each institution are insured by the Federal Deposit Insurance
Corporation (FDIC) up to $250,000. At times during the years ended December 31, 2009
and 2008, the Foundation held cash in excess of federally insured limits.

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

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

Investment valuation and income recognition:

The Foundation's investments are stated at fair market value in the consolidated statement
of financial position, with all gains and losses included in the consolidated statement of
activities. Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. See
Note 3 for discussion of fair value measurement.

Investments acquired by gift are recorded at their fair market value at the date of the gift.
The Foundation’s policy is to liquidate all gifts of investments as timely as possible, taking
into consideration the impact on market price.

-10 -



San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

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

Purchases and sales of securities are recorded on a trade-date basis. Interest income is
recorded on the accrual basis. Dividends are recorded on the ex-dividend date. Realized
gains or losses on the sale of marketable securities are calculated using the specific-
identification method. Unrealized gains and losses represent the change in the fair market
value of the individual investments for the year, or since the acquisition date, if acquired
during the year.

Administrative and management fees:

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

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

Property and equipment:

Purchased property and equipment are stated at cost; donated assets are valued at their
estimated fair value on the date donated. All assets are depreciated over estimated useful
lives on a straight line basis. Repairs and maintenance and small equipment purchases are
expensed as incurred. Expenditures that significantly increase asset values or extend useful
lives are capitalized. Acquisitions of property and equipment in excess of $500 are
capitalized. Upon retirement, sale or other disposition of property and equipment, the cost
and accumulated depreciation are eliminated from the accounts and gains or losses are
included on the statement of activities.

Estimated useful lives are as follows:

Years
Furniture, fixtures and equipment 5-7

Split interest agreements:

The Foundation is a beneficiary of the remainder interests in a charitable remainder trust
fund held by another party. The Foundation makes distributions to the income beneficiary
for a given term and then at the end of the term, the remaining assets in the trust will be
transferred to the Foundation. The Foundation has recorded the assets related to this fund at
the net present value of the estimate future amount to be received.
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

Grants:

Grants are made from available principal and income in accordance with the designation of
the donors. The Foundation records a liability for grants when they have been approved by
the Board of Directors.

Income tax status:

The Foundation’s activities are generally exempt from federal and state income taxes under
Section 501(c)(3) of the Internal Revenue Code and Section 23701(d) of the California
Franchise Tax Code. Since the Foundation is exempt from federal and state income tax
liability, no provision is made for current or deferred income tax expense.

Effective January 1, 2009, the Foundation adopted the provisions of Financial Accounting
Standards Board (FASB) Accounting Standards Codification (ASC) Topic 740-10-50,
Accounting for Uncertainty in Income Taxes. The guidance prescribes a recognition
threshold and measurement attribute for financial statement recognition and measurement
of a tax position taken or expected to be taken in a tax return. For those benefits to be
recognized, a tax position must be more-likely-than-not to be sustained upon examination
by taxing authorities. In addition, ASC Topic 740 provides guidance on various related
matters such as de-recognition, interest, penalties and disclosures required. For the year
ended December 31, 2009, the Foundation has no material uncertain tax positions to be
accounted for in the financial statements under the principles of ASC Topic 740. The
Foundation recognizes interest and penalties, if any, related to unrecognized tax benefits in
interest expense.

Functional expense allocations:

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

Advertising:

The Foundation expenses advertising costs as incurred. Marketing and public relations
expense for the years ended December 31, 2009 and 2008 was $2,600 and $4,717,
respectively.

Reclassifications:

Certain prior year amounts have been reclassified to conform to the current year
presentation. In particular, certain amounts for previous years were reclassified from
permanently restricted net assets to temporarily or unrestricted net assets due to the original
intent of the donor restrictions on the earnings of the endowment funds.
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

Note 2. Property and Equipment

Major classes of property and equipment and accumulated depreciation are as follows at
December 31, 2009 and 2008:

2009 2008
Furniture, fixtures and equipment $ 71,567  $ 71,567
Less accumulated depreciation (55,072) (46,989)
$ 16,495 $ 24,578

Depreciation expense for the years ended December 31, 2009 and 2008 was $8,083 and
$7,197, respectively.

Note 3. Investments and Fair Value Measurements

Investments consist of the following at December 31, 2009 and 2008:

2009 2008
Common and preferred stocks $ 11,269,608 $ 8,536,100
U.S. government and corporate bonds 1,599,722 4,972,680
Hedge fund 1,148,700 963,200
Fixed income/mutual funds 8,384,270 3,700,681
Auction-rate securities - 570,804
Total investments $ 22,402,300 $ 18,743,465

Investments are measured at fair market value. Generally accepted accounting principles
establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level 1 measurements) and the lowest
priority to measurements involving significant unobservable inputs (Level 3
measurements). The three levels of the fair value hierarchy are as follows:

e Level 1 inputs are unadjusted quoted market prices in active markets for identical
assets or liabilities that the Foundation has the ability to access at the measurement
date.

e Level 2 inputs are based on significant observable inputs, including unadjusted
quoted market prices for similar assets and liabilities in active markets, unadjusted
quoted prices for identical or similar assets or liabilities in markets that are not
active, or inputs other than quoted prices that are observable for the asset or liability.

e Level 3 inputs are significant unobservable inputs for the asset or liability.

The level of the fair value hierarchy within which a fair value measurement in its entirety
falls is based on the lowest level input that is significant to the fair value measurement in its
entirety.
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

The following table sets forth by level, within the fair value hierarchy, the Foundation’s
financial instruments at fair value as of December 31, 2009:

Level 1 Level 3
Common and preferred stocks $ 11,269,608 $ -
U.S. government and corporate bonds 1,599,722 -
Hedge fund - 1,148,700
Fixed income/mutual funds 8,384,270 -
Total investments $ 21,253,600 $ 1,148,700

The following table sets forth by level, within the fair value hierarchy, the Foundation’s
financial instruments at fair value as of December 31, 2008:

Level 1 Level 3
Common and preferred stocks $ 8,536,100 $ -
U.S. government and corporate bonds 4,972,680 -
Hedge fund - 963,200
Fixed income/mutual funds 3,700,681 -
Auction-rate securities - 570,804
Total investments $ 17,209,461 $ 1,534,004

The following table sets forth a summary of changes in the fair value of the Foundation’s
Level 3 assets shown above for the year ended December 31, 2009:

Auction-rate

Hedge Fund . .
Securities
Balance, beginning of year $ 963,200 $ 570,804
Total gains (unrealized and realized),
net of fees 185,500 -
Sales, net - (570,804)
Balance, end of year $ 1,148,700 $ -

Unrealized losses associated with the hedge fund, which is a Level 3 financial instrument,
totaled $192,022 for the year ended December 31, 2009.

Valuation of the hedge fund is reviewed periodically and determined through consideration
of the net asset values provided by the fund manager and other market factors. Other
factors include, but are not limited to, estimates of liquidation value, prices of recent
transactions in the same or similar funds, current performance, future expectations of the
particular investment, and changes in market outlook and the financing environment.
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Note 4.

San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

Endowment Funds

In August 2008, the FASB issued FASB Staff Position (FSP) No. 117-1, Endowments of
Not-for-Profit Organizations: Net Asset Classification of Funds Subject to an Enacted
Version of the Uniform Prudent Management of Institutional Funds Act (UPMIFA), and
Enhanced Disclosures for All Endowment Funds. This is now part of FASB ASC Topic
058-205-45-28 through 45-32.

The State of California approved a version of UPMIFA in September 2009, effective for
January 1, 2009. The Foundation adopted these provisions in fiscal 2009.

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

1) the duration and preservation of the fund

2) the purposes of the Foundation and the donor-restricted endowment fund
3) general economic conditions

4) the possible effect of inflation and deflation

5) the expected total return from income and the appreciation of investments
6) other resources of the Foundation

7) the investment policies of the Foundation

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

The investment policy establishes an achievable return objective through diversification of
asset classes. The current long-term objective is to produce, after investment expenses, a
minimum annual compound total rate of return of at least 1% per annum in excess of the
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

Standard & Poor’s 500 for the equity portfolio and at least 1% per annum in excess of the
Lehman Government Corporate Bond Index for the fixed income portfolio. Actual returns
in any given year may vary from this amount.

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 appreciations
(realized and unrealized) and current earnings (interest and dividends). The Foundation
targets a diversified asset allocation.

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

The Foundation’s spending policy calculates the amount of money annually distributed
from the Foundation’s endowed funds for grant making and administration. The spending
policy in effect during the year ended December 31, 2009 is to allocate 4.5% per annum of
the preceding thirty-six-month average fair market value invested in the pool to each fund’s
distributable balance, which is available for grant. If the fair market value of the
endowment principal of any fund, at the end of the reporting period, is less than the corpus,
which includes all initial and all subsequent gifts from donors, the distribution is limited to
interest and dividends received. Accordingly, over the long-term, the Foundation expects
current spending policy to allow its endowment assets to provide real growth over the
average rate of inflation annually. This is consistent with the objective to maintain
purchasing power of endowment assets as well as to provide additional real growth through
new gifts and investment returns. The spending policy is approved on an annual basis by
the Board of Directors.

At December 31, 2009, endowment net assets consisted of the following:

Temporarily  Permanently

. . Total
Restricted Restricted ot

Unrestricted

Donor restricted

endowments with

principal to be held in

perpetuity $(1,711,309) $§ 288,652 §$ 16,173,127 $14,750,470

Donor restricted

endowments in which

principal may be

distributed for specified

purpose - 6,783,199 - 6,783,199

Total $(1,711,309) § 7,071,851 § 16,173,127  §21,533,669
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

At December 31, 2008, endowment net assets consisted of the following:

Temporarily  Permanently

. . Total
Restricted Restricted ot

Unrestricted

Donor restricted

endowments with

principal to be held in

perpetuity $(3,512,946) § - $15936,600 $12,423,654

Donor restricted

endowments in which

principal may be

distributed for specified

purpose (265,375) 5,374,830 - 5,109,455

Total $(3,778,321) $§ 5,374,830 § 15,936,600 $17,533,109

The changes in endowment net assets for the year ended December 31, 2009 are as follows:

Temporarily  Permanently

Unrestricted Restricted Restricted Total
Endowment net assets,
January 1, 2009 $(3,778,321) $ 5,374,830 $ 15,936,600 $17,533,109
Investment return
Investment income - 908,144 - 908,144
Net appreciation
(realized and
unrealized) 2,067,012 479,742 - 2,546,754
Total investment return 2,067,012 1,387,886 - 3,454,898
Contributions - 1,099,537 236,527 1,336,064
Appropriation of
endowment assets for
expenditure - (790,402) - (790,402)
Endowment net assets,
December 31, 2009 $(1,711,309) $ 7,071,851 $ 16,173,127 $21,533,669

As of December 31, 2009, the Foundation held permanently restricted endowment funds in
which the asset values had fallen below the original corpus level required by the donor due
to market conditions. The aggregate deficiencies of this nature for all donor-restricted
permanently restricted endowment funds totaled $1,422,658 as of December 31, 2009.
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Note 5.

San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

As of December 31, 2009, there are permanently restricted endowments in which
distributions have been made in excess of the earnings allocated to the fund. In other
words, the historical principal gift has been invaded for grant distributions. The Foundation
is currently working with these donors to address the negative balances. This excess
amount totaled $405,473 as of December 31, 2009 and related to 15 different permanent
endowment funds.

Permanently restricted net assets are restricted for the following at December 31, 2009 and
2008:

2009 2008

Portion of endowment funds that is required
to be retained permanently $ 16,173,127 $ 15,936,600

Temporarily restricted net assets are restricted for the following at December 31, 2009 and
2008:

2009 2008
Portion of endowment funds subject to a
time or purpose restriction $ 7,071,851 $ 5,374,830
Split interest agreement 277,148 246,632

$ 7,348,999 $ 5,621,462

Split Interest Agreement

The Foundation is named the beneficiary of the remainder interest in a charitable remainder
trust. Contribution revenue and the related assets are recognized using the fair value of the
assets less the present value of the payments expected to be made to the beneficiaries. The
present value of this asset is calculated by using recent life expectancy tables and risk
adjusted discount rate of 3.2% as of December 31, 2009.

The valuation of split interest agreement falls into the Level 3 category of the fair value
hierarchy, as discussed in Note 3.

The following table sets forth a summary of changes in the fair value of the split interest
agreement, which is a Level 3 asset, for the year ended December 31, 2009:

Split Interest

Agreement
Balance, beginning of year $ 246,632
Total gains/losses (unrealized and realized) 30,516
Balance, end of year $ 277,148
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

Note 6. Real Estate Held for Sale

Real estate held for sale is recorded at the fair value at the date of the contribution. As of
December 31, 2009, this consisted of a plot of land in Lucerne Valley, California, which
was appraised at $10,000 as of May 22, 2009.

Note 7. Agency Funds Held for Others

The Foundation follows FASB ASC 958-605-25-24, Not-for Profit Entity, Revenue
Recognition, Agent. This Standard establishes standards for transactions in which the
Foundation accepts a contribution from a donor and agrees to transfer those assets, the
return on investment of those assets, or both, to a not-for profit organization that is
specified by the donor. This standard specifically requires that if a not-for profit
organization establishes a fund at a community foundation with its own funds and specifies
itself or its affiliate as the beneficiary of that fund, the community foundation must account
for the transfer of such assets as a liability.

The liability is reflected under agency funds held for others and funds held for others on the
accompanying statements of financial position. In addition, related amounts received or
distributed, investment income or loss, and expenses are presented separately on the
accompanying statements of activities.

Note 8. Line of Credit

During the year ended December 31, 2009, the Foundation entered into a line of credit
agreement with Coast National Bank. The line of credit allows for borrowings up to
$50,000 and has a maturity date of March 3, 2010. Interest accrues at the Wall Street
Journal Prime Rate (3.25% at December 31, 2009) plus 2%, with a minimum interest rate of
6%. There was no balance on the line of credit at December 31, 2009.

Note 9. Commitments

The Foundation leases office space under a operating lease, which commenced on
September 1, 2007. In November 2009, the Foundation signed an addendum to the lease
extending the term through August 31, 2011 for rent of $2,915 per month. The lease calls
for increases based on the consumer price index (CPI) after each twelve-month period.
Future rental payments under this non-cancelable operating lease at December 31, 2009 are
as follows:

Years ending

December 31,
2010 $ 34,980
2011 23,320

$ 58,300
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San Luis Obispo County Community Foundation

Notes to Consolidated Financial Statements

Note 10. Concentrations - Major Contributions

Note 11.

Note 12.

For the year ended December 31, 2009, approximately 80%, or $3,096,240, of the
Foundation’s contribution revenue came from three donors.

Retirement Plan

The Foundation has a 401(k) profit sharing plan (the Plan) that covers all eligible
employees. Employees are eligible to participate in the Plan after one year of eligible
service. Each participant may elect to contribute up to the maximum limit by federal law.
The Foundation makes a 4% safe harbor contribution, and may also make discretionary
contributions. Employer contributions totaled $9,582 and $10,570 for the years ended
December 31, 2009 and 2008, respectively.

Subsequent Events

The date to which events occurring after December 31, 2009 have been evaluated for
possible adjustment to the financial statements or disclosure is same as the report date,
which is the date on which the financial statements were available to be issued.
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