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McGladrey & Pullen

Certified Public Accountants

Independent Auditor's Report

Board of Trustees
Sauk Valley Community College District 506
Dixon, lllinois

We have audited the accompanying financial statements of the business-type activities and the discretely presented
component unit, of Sauk Valley Community College District 506 as of and for the year ended June 30, 2009, which
collectively comprise Sauk Valley Community College Disfrict 506's basic financial statements as listed in the table of
contents. These financial statements are the responsibility of Sauk Valley Community College District 506's
management. Our responsibility is to express opinions on these financial statements based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with auditing standards
generally accepted in the United Stafes of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. 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 opinions.

We were unable to obtain sufficient evidence to support the fair market value of the discretely presented component
unit's property and equipment in order to assess the amount of impairment of these assets, stated at $5,725,797, net
of accumulated depreciation of $682,784 at June 30, 2009, as described in Note 11 to the financial statements. The
financial statements do not include any adjustments that might result from this departure from generally accepted
accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the business-type activities of Sauk Valley Community College District 506 as of June 30, 2009,
and the respective changes in financial position and cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America. As described above, we are unable to express, and we
do not express, an opinion on the discretely presented component unit's financial statements.

The accompanying financial statements have been prepared assuming the discretely presented component unit will
continue as a going concem. As discussed in Note 11 to the financial statements, the discretely presented
component unit has suffered recurring losses and is in default of certain debt agreements, which results in the debt
being reclassified as current. Current liabilities exceed current assets by $7,243,568. There is a dispute between the
discretely presented component unit and its lender that could result in fitigation with a range of loss to the discretely
presented component unit from zero to a complete loss of all assets. These factors raise substantial doubt about the
ability of the discretely presented component unit to continue as a going concern. As further described in Note 11,
management has no formal plans to resolve these matters. The financial statements do not include any adjustments
that might result from the outcome of this uncertainty.

As discussed in Notes 10 and 11 to the basic financial statements, the beginning net assets of Sauk Valley
Community College District 506 and its discretely presented component unit have been restated to correct for an
error in accounting for grant funds.

McGladrey & Pullen, LLP is a member firm of RSM Intemational -
an affiliation of separate and independent legal entities.



In accordance with Government Auditing Standards, we have also issued our report dated April 30, 2009 on our
consideration of Sauk Valley Community College District 506's intemal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of intemal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

The management's discussion and analysis on pages 3 through 8 is not a required part of the basic financial
statements but is supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Sauk Valley Community College District 506s basic financial statements. The accompanying schedule of
expenditures of federal awards, as required by U.S. Office of Management and Budget Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations, and the other supplementary financial information listed in
the table of contents, are presented for purposes of additional analysis, and are not a required part of the basic
financial statements. Such information, except for that portion marked "unaudited”, on which we express no opinion,
has been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

%@%@//»Z&m/ Lo

Rockford, lllinois
April 30, 2010



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506
MANAGEMENT'S DISCUSSION AND ANALYSIS

Year Ended June 30, 2009

Using This Annual Report

As the management of Sauk Valley Community College (the College), we offer the readers of the College’s financial
statements this namrative overview and analysis of the financial activities of the College for the year ended June 30,
2009.

The MD&A provides an overview of the College's financial position at June 30, 2009 and the results of operations for
the year. This summary should not be taken as a replacement for the audit report, which consists of the financial
statements, notes to the financial statements, required and other supplementary information.

The financial statements, as presented under the reporting model established by GASB Statement No. 35, focus on
the College as a whole. The basic financial statements are designed to emulate corporate presentation models
whereby all College activities are consolidated into one total. The Statement of Net Assets focuses on the financial
condition of the College. This statement combines and consolidates current financial resources (short-term
expendable resources) with capital assets. The Statement of Revenues, Expenses, and Changes in Net Assets
focuses on both the gross costs and the net costs of College activities, which are supported mainly by property taxes
and by state and other revenues. This approach is intended o summarize and simplify the user’s analysis of the cost
of various College services to students and the public.

The remainder of the MD&A highlights the structure and contents of the primary govemment's financial statements.
For detailed information pertaining to the Foundation, {the College’s discretely presented component unit) refer to the
separately issued Foundation financial statements for the year ended June 30, 2009.

Financial Highlights

The College is one of 39 community college disfricts in the State of lllinois. It is located in the northwest comer of the
state. The communities it serves are predominantly rural, with agriculture and light manufacturing prominent in the
region.

The College district encompasses 1,466 square miles and includes portions of six counties: Bureau, Carroll, Henry,
Lee, Ogle and Whiteside. The district has a population of just over 100,000, with the majority of that population
concentrated in and near the towns of Dixon, Sterling, and Rock Falls.

Financial highlights for the College included the following for the year ended June 30, 2009:
e The College paid down approximately $1,200,000 of long-term debt during the year.
o Nef assets increase during 2009 by approximately $1,661,000.

e During 2009, management identified and corrected for an error in beginning net assets of approximately
$2,442,000.

o The College's enrollment remained steady through 2009, however credit hours have begun to increase and
in 2010, are up about 12%.



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506
MANAGEMENT'S DISCUSSION AND ANALYSIS

Year Ended June 30, 2009

Components of Financial Statements
The annual report consists of a series of financial statements and other information, as follows:

» Management’s Discussion and Analysis introduces the basic financial statements and provides an analytical
overview of the College's financial activities.

¢ The basic financial statements consist of a statement of net assets, a statement of revenues, expenses and
changes in net assets and a statement of cash flows. These provide information about the activities of the
College as a whole and present an overall view of the College’s finances. Notes to the financial statements
provide additional information essential to a full understanding of the data provided in the basic financial
statements.

Reporting on the College's Financial Activities

Statement of Net Assets: The statement of net assets presents the assets, liabilities and net assets ¢f the College as
a whole as of the end of the fiscal year. The statement of net assets is a point-in-time financial statement. The
purpose of this statement is to present a fiscal snapshot of the College to the readers of the financial statements.

The statement of net assets includes year-end information concerning current and noncurrent assets, current and
noncurrent liabilities and net assets {(assets less liabilities). Over time, readers of the financial statements will be able
to determine the College’s financial position by analyzing the increases and decreases in net assets. This statement
is also a good source for readers to determine how much the College owes to outside vendors and creditors. The
statement also presents the available assets that can be used to satisfy those liabilities.

The College’s financial position is summarized as follows for the years ended June 30, 2009 and 2008:
Financial Analysis of the College as a Whole

Nef Assets
{Restated) Increase Percent
2009 2008 (Decrease) Change
Current assets $ 17527109 § 18724238 §$ (1,197127) 6.4%
Noncument assets
Capital assets, net 12,447 030 12,130,982 316,048 2.6%
Other 6,270,764 5,959,212 311,652 5.2%
Total assets 36,244,903 36,814,430 (569,527} -15%
Cument liabilities 6,004,526 7,065,530 {971,004} -13.7%
Noncurrent lizbiliies 1,335,000 2,594,873 (1,269,873} -48 6%
Total liabilities 7,420,526 9,660,403 (2,230,877} -23.1%
Net assets:
Investment in capital assets, net of related debt 9,852,157 8,407,300 1,444,857 17.2%
Restricted 16,830,044 17,278,085 (439,021 -2.5%
Unrestricted 2124176 1,468,662 655,514 44.6%
Total net assets $ 28815377 $§ 27154027 1,661,350 8.1%




SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506
MANAGEMENT'S DISCUSSION AND ANALYSIS

Year Ended June 30, 2009

The College’s total net assets at June 30, 2009 increased $1,661,350, an increase of 6 percent.

In fiscal year 2009, the College’s total assets increased $569,527. Current assets decreased $1,197,127. This
decrease is due primarily to a decrease in student receivables. Student receivables decreased approximately
$1,450,000 due to the college recording receivables and deferred revenue in the prior year for the Fall 2008
semester. In 2009, the College did not include a receivable and deferred revenue for the Fall 2009 semester. In
addition, government claims and grants receivable increased due to a delay in payments received from the illinois
Community College Board (ICCB). Noncurrent assets increased $627,600 primarily due capital projects, specifically
the improvements made to the entryway into the College campus.

Total liabilities decreased $2,230,877. Current liabilities decreased $971,004 primarily due to a decrease in deferred
revenue as discussed above. Noncurrent liabilities decreased $1,259,873 due to the payment made on the general
obligation bond.

In 2008, total net assets increased $1,728,664. Compared to fiscal year 2007, revenues increased $874,189 and
expenses increased $581,559, resulting in a $292,630 gain in the change in net assets from fiscal year 2007 to fiscal
year 2008.



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506
MANAGEMENT'S DISCUSSION AND ANALYSIS

Year Ended June 30, 2009

Revenues and expenses for the years ended June 30, 2009 and 2008 are as follows:

Increase Percent
2009 2008 (Decrease) Change
Operating Revenues
Tuition and fees $ 2259727 $ 2262817 $ (3,090) 0.1%
Auxiliary 409,222 347,342 61,880 17.8%
Nonoperating Revenues
State sources 5,393,884 5,068,235 325,649 6.4%
Federal sources 4,485,629 4,208,751 276,878 6.6%
Local property tax 6,363,445 6,152,946 210,499 34%
Interest income 178,435 794,499 (616,064) -77.5%
Other 505,566 383,672 121,894 31.8%
Total revenues 19,595,908 19,218,262 377,646 2.0%
Expenses
Instruction 5,739,017 5,630,637 208,380 0.1%
Academic support 1,321,953 1,326,691 (4,738) 0.4%
Student services 1,456,313 1,416,859 39,454 2.8%
Public services 1,042,811 874,244 168,567 19.3%
Independent operations 172,783 340,098 {167,315) -49.2%
Operations and maintenance 1,946,563 1,766,183 180,380 10.2%
Institutional support 2,623,552 2,613,763 9,789 0.4%
Scholarships, grants and waivers 2,669,330 2,555,949 113,381 4.4%
Depreciation 837,524 928,122 (90,598) -9.8%
Interest 124,712 137,052 (12,340 -9.0%
Total expenses 17,934,558 17,489,598 444,960 1.4%
Change in net assets 1,661,350 1,728,664 (67,314) -3.9%
Net assets, beginning of year, as restated 27,154,027 25,425,363 1,728,664 6.8%
Net assets, end of year $ 28815377 § 27154027 5 1661350 6.1%

At June 30, 2009 net assets increased $1,661,350. Compared to fiscal year 2008, revenues increased $377,646
and expenses increased $444,960.

Operating revenue remained consistent with prior year. Nonoperating revenue increased slightly over fiscal year
2008 due to higher property taxes resulting from a 4 percent increase in equalized assessed valuation, increased
student financial aid, and increased state formula funds. Investment income decreased due to low interest rates.

Expenses increased $444,960. This was due primarily a nominal increase in salaries, benefits and other expenses
throughout the College. The College also incurred additional expenses during the year on various insignificant
maintenance projects.



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506
MANAGEMENT'S DISCUSSION AND ANALYSIS

Year Ended June 30, 2009

In 2008, net assets increased $1,728,664. Revenue increased $874,189 due to higher property taxes resulting from
a 2 percent increase in equalized assessed valuation, increased federal student aid, the expansion of two public
service grants, and increased investment proceeds. Tuition and fees were lower due to dual credit courses taught by
Whiteside Area Career Center. State funding was stagnant overall.

The increase in expenses was due to the expansion of two public service grants, medical costs, utility costs, federal
student loans, and the interest expense on the Series 2007 Bond issue. An annual salary increase was offset by
position reductions.

The following graphs depict revenues and expenses for the years ended June 30, 2009 and 2008:

Total Revenues by Source Total Expenses by Source
20 20 Interest
O Other o |
18 18 #REF!
- .
16 Interestincome 16 O Depreciation
14 BLocal property tax 14 | D@ Scholarships, grants and
waivers
12 B Federal sources 12 I | Dinsttutional support
Mil$ 10 O State sources Mil$ 10 A @ Operations and
8 - g | maintenance
B Auxiliary @ Independent operations
6 I
B Tuition and fees 6 B Public services
4 4 1
B Student services
2 2
B nstruction
0 O -
2009 2008 2009 2008

Capital Assets

At June 30, 2009, the College had $23,222,386 invested in land, buildings, land improvements, and equipment. Of
this amount, $10,775,356 in depreciation has accumulated over the years, with $837,524 being incurred in the
current year. The College’s net book value of capital assets at June 30, 2009 is $12,447,030.

Total additions for the year were $1,153,572 with $654,239 in buildings and land improvements, $256,228 in
construction in progress and the rest in equipment. Most of the equipment additions during the year were financed
through either funding bonds or grants, while most of the building additions were financed through local property tax.

The College has committed $907,000 for use as local match on a State-funded project to renovate the third floor
science labs. The money is being held in a reserved account in the Operations and Maintenance (Restricted) Fund.

Long-Term Debt Activity
At June 30, 2009, the College had $2,590,000 in general long-term debt for Series 2007 funding bonds. Repayments
of this debt, including interest, will be approximately $1,350,000 annually for fiscal years 2010 and 2011.

The College’s most recent Moody's bond rating (2007) was “A3." State statutes limit the amount of debt that a school
district may issue. The current debt limit for the College is approximately $39,700,000 under that statutory limit.



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506
MANAGEMENT'S DISCUSSION AND ANALYSIS

Year Ended June 30, 2009

Factors Impacting the College’s Future

For fiscal year 2010, the College has increased tuition and fees by approximately 2%. This increase, together with
increased credit hours and enrollment, is expected to assist the College in maintaining a relatively constant revenue
stream despite the state of lllinois’ financial woes. During 2010, the state of lllinois has been slow in paying and the
College is anticipating a $1.1 million deferment in state payments at the end of the year.

In addition, in fiscal year 2010, the College has started a significant capital project relating to the campus chiller.
Expected costs are approximately $1.5 million and financing for this project are through increased tax levies and prior
fund surpluses.

Requests for Information

This financial report is designed to provide a general overview of Sauk Valley Community College’s finances for all
those with interest in the topic. Questions concerning any of the information provided in this report, or requests for
additional information should be addressed to:

Paula 5. Meyer

Dean of Business Services
Sauk Valley Community College
173 lllinois Rte. 2

Dixon, IL $1021

Phone number (815) 288-5511



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

STATEMENT OF NET ASSETS
June 36, 2009
Primary Component
Institution Unit
Business-Type
Activities Foundation
ASSETS
Current assels
Cash and ¢ash equivalents 3 1,303,842 § 82,712
Investments 7,569,812 -
Receivables
Property taxes 4,516,019 -
Student tuition and fees, nef of allowance for uncollectible accounts of $70,000 72,821 .
Other receivables 137,877 12,766
Due from Foundation 2,017,663
Accrued interest and government claims and grants 1,709,047 -
Inventories 2,559 -
Prepaid expenses 107,469 -
Restricted investments - 2,017 663
Total current assets 17,527,109 2,113,141
Noncurrent assets
Restricted cash and investments 6,270,764 1,614,129
Depreciable ¢apital assels, net of accumulated depreciation 12,028,152 5,617,797
Nondepreciable capital assets 418,878 108,000
Debt issuance cost, net of amortization of $97,924 - 520,544
Total noncurrent assets 18,717,794 7,860,470
Total assets $ 36244803 § 9973611
LIABILITIES
Current Liabiliies
Accounts payable $ 470481 3 7,960
Interest payable 41,548 206,228
Accrued expenses 552,892 -
Deferred revenug 3,737,492 4,858
Due to student crganizations 32,240 -
Curment maturities of obligations under capital lease agreements 4,873 -
Current maturities of general obligation bonds payable 1,255,000 7,120,000
Due to College - 2,017,663
Total current liabilities 6,094,526 9,356,709
Noncurrent liabilities
Resident deposits - 7,800
General obligation bonds payable, net of current maturities 1,335,000 -
Total noncurrent liabilities 1,335,000 7,800
Total liabilities 7,429,526 9,364,509
NET ASSETS
Investment in capital assets, net of related debt 9,852,157 (1,394,203)
Restricted for:
Nonexpendable 46,059 1,080,405
Expendable:
Scholarships and grants 2,150,698 606,559
Capital projects 5,365,654 -
Debt service 742,180 -
Liability protection settlement 6,516,004 -
Other 2,018,448 -
Unrestricted 2,124,176 316,341
Total net assets 28,815,377 609,102
Total liabilifies and net assets 3 38244903 3 9,973,611

See Notes to Financial Statements.




SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
Year Ended June 30, 2009

Primary Component
Institution Unit
Business-Type
Activities Foundaticn
REVENUES
Operating revenues:
Student tuition and fees, net of schelarship allowances of $2,430,435 $ 2250727 % -
Auxiliary enterprises revenue 409,222 -
Contributions - 274,266
Rent revenue . 359,498
Other - 51,339
Total operating revenues 2,668,949 685,103
EXPENSES
Operating expenditures:
Instruction 5,736,017 -
Academic support 1,321,953 -
Student services and aids 1,456,313 -
Public services 1,042,811 -
Independent operations 172,783 -
Operations and maintenance of plant 1,946,563 -
Institutional suppert 2,623,552 425,073
Scholarships, student grants, and waivers 2,669,330 375,899
Depreciation and amertization 837,524 220470
Total operating expenditures 17,809,846 1,021,442
Operating (loss) (15,140,897 {336,339}
NONOPERATING REVENUES (EXPENSES)
Local property taxes 6,363,445 -
State sources 5,393,884 -
Federal sources 4,485,629 -
Interest income 565,657 51,160
Net less on sale of investments - (76,957}
Net unrealized loss on investments (387,222) (85,676}
Other sources 505,566 -
Interest expense {124,712) {250,551)
Nonoperating revenues (expenses), net 16,802,247 {362,024
Change in net assets 1,661,350 (698,363)
Net assets, beginning of year, as restated (Notes 10 and 11) 27,154,027 1,307 465
Net assets, end of year 3 28815377 % 609,102

See Notes to Financial Statements,

10



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

STATEMENT OF CASH FLOWS
Year Ended June 30, 2009
Primary
Institution
Business-Type
Activities
Cash Flows From Operating Activities
Cash received from tuition and fees $ 2,378,415
Cash received from auxiliary enterprises, rent and other revenue 445,094
Cash paid to employees (10,438,749)
Cash paid to suppliers (5,577,891)
Net cash used in operating activities (13,193,131)
Cash Flows From Noncapital Financing Activities
Cash received from local property taxes 6,733,551
Cash received from state appropriations 3,020,573
Cash received from federal sources 4,527,203
Cash received from other sources 534,350
Net cash provided by noncapital financing activities 14,815,677
Cash Flows From Capital and Related Financing Activities
Purchases of capital assets {1,153,572)
Repayment of bonds (1,115,000)
Interest paid on bonds {196,946)
Capital lease payments (13,809)
Net cash used in capital and related financing activities (2,479,327}
Cash Flows From Investing Activities
Interest received 578,592
Investment purchases (16,305,399)
Investment maturities 15,455,387
Net cash used in investing activities {271,420)
Net decrease in cash (1,128,201}
Cash and equivalents, beginning of year 2,522,043
Cash and equivalents, end of year $ 1,393,842

(continued)

1




SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

STATEMENT OF CASH FLOWS (CONTINUED)
For the Year Ended June 30, 2009
Primary
Institution

Business-Type
Activities

Reconciliation of net operating loss to net cash
used in operating activities:
Operating loss $ (15,140,897)
Adjustments to reconcile operating loss to
net cash provided by operating activities:

Depreciation/amortization 837,524
On-behalf payments for SURS 893,673
Changes in operating assets and liabilities:
Tuition and fees and other receivables 43,250
[nventories {786)
Prepaid expenses (74,718)
Deferred revenue {16,317)
Accounts payable 101,190
Accrued salaries 17,917
Accrued compensated absences 7,948
Accrued expenses 20,434
Due to student organizations 6,341
Deferred tuition and fees 111,310
Net cash used in operating activities $ (13193,131)

See Notes to Financial Statements.
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SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies

Nature of entity: Sauk Valley Community College District 506 (the College) is organized in accordance with Chapter
110 of the lllincis Compiled Statutes. The Board of Trustees (Board} has the governing responsibilities over all
activities related to public post and secondary school education within the jursdiction of the College. The College
receives funding from local, state and federal sources and must comply with the requirements established by these
funding source entities. Board members are elected by the public and have decision-making authority, the power to
designate management and the responsibility to significantly influence operations and primary accountability for fiscal
matters.

Financial reporting entity: Accounting principles generally accepted in the United States of America require that the
financial statements of the reporting entity include: (1) the primary government, (2} organizations of which the
primary govemment is financially accountable, and (3) other organizations for which the nature and significance of
their relationship with the primary government are such that exclusion would cause the reporting entity's financial
statements to be misleading or incomplete. Sauk Valley Community Coliege Foundation {the Foundation) has a
significant relationship with the College and is therefore included as a discretely presented component unit of the
College. The Foundation is reported in a separate column in the basic financial statements to emphasize it is legally
separate from the College.

The accounting policies of the College conform to accounting principles generally accepted in the United States of
America as applicable to colleges and universities as well as those prescribed by the lllinois Community College
Board {ICCB). The college reports are based on all applicable Government Accounting Standards Board (GASB)
pronouncements as well as applicable Financial Accounting Standards Board (FASB) Statements and
Interpretations, Accounting Principles Board Opinions, and Accounting Review Boards of Committee on Accounting
Procedures issued on or before November 30, 1989, unless those pronouncements conflict with or contradict GASB
pronouncements.

Discretely presented component unit: Sauk Valley Community College Foundation (the Foundation) is a legally
separate, tax-exempt component unit of the College. The Foundation acts primarily as a fund-raising organization to
provide scholarships to students attending the College. The Board of the Foundation is self-perpetuating. Although
the College does not control the timing or amount of receipts from the Foundation, the majority of resources, or
income thereon, that the Foundation holds and invests are restricted for the benefit of the students of the college, and
thereby the College itself, by the donors. Because these restricted resources held by the Foundation can only be
used by, or for the benefit of students of the College, the Foundation is considered a component unit of the College.
The Foundation is the sole member of a limited liability company that benefits the College. Sauk Valley Student
Housing LLC was created to finance, construct and manage a student housing facility for Sauk Valley Community
College.

Complete financial statements for the Foundation can be obtained from the Foundation. Additionally, footnotes
pertaining to the Foundation’s financial statements are included in Note 11 to these financial statements.

13



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (Continued)

The following is a summary of the more significant policies:

Measurement focus, basis of accounting, and financial statement presentation: For financial reporting purposes, the
College is considered a special-purpose government engaged only in business-type activities. Accordingly, the
College’s financial statements have been presented using the economic resources measurement focus and the
accrual basis of accounting. Under the accrual basis, revenues are recognized when eamed, and expenses are
recorded when an obligation has been incurred. All significant intra-fund transactions have been eliminated. Non-
exchange transactions, in which the College receives value without directly giving equal value in return, include
property taxes, state appropriations and federal, state and local grants. On an accrual basis, revenue from property
taxes is recognized in the period for which the levy is intended to finance. Revenue from grant and state
appropriations is recognized in the year in which all eligibility requirements have been satisfied. Eligibility
requirements include timing requirements, which specify the year when the resources are required to be used or the
fiscal period when the use is first permitted, matching requirements, in which the College must provide local
resources to be used for a specified purpose, and expenditure requirements, in which the resources are provided to
the College on a reimbursement basis.

Accounting estimates: The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses, including
functional allocations, during the reporting period. Actual results could differ from those estimates.

Cash equivalents: Cash includes deposits held at banks plus small amounts maintained for a change fund. Cash
equivalents are defined as short-term highly liquid investments readily converted to cash with original maturities of
three months or less. These cash equivalents are readily converted back to cash, as operating funds are needed.
However, restricted cash is excluded from cash equivalents. The College has deposits with financial institutions,
which at times exceed the federally insured limits. Management does not believe this represents any significant risk
to the Foundation.

Investments: Investments are stated at fair value, which is the amount at which an investment could be exchanged
in a current transaction between willing parties. Fair value is based on quoted market prices for the same or similar
investments.

Restricted cash, cash equivalents and investments: Restricted cash and cash equivalents and investments are
primarily restricted for the purpose of constructing and purchasing capital assets, or are restricted for use by state
statute that gives the College the right to levy for certain expenses.

Receivables: All property tax, student tuition and government claims and grant receivables are expected to be
received within one year. Government claims and grants are from state funding agencies. The College has a reserve
of $70,000 for uncollectible student tuition and fees. The College wrote off approximately $8,400 of tuition and fees
as of June 30, 2009,

Inventories: inventories consist of supplies held in the storeroom for interna! use. Inventories are recorded at the

lower of cost or market, on a first-in, first-out basis. The cost is recorded as an expense at the time individual
inventory items are utilized or sold.
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SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies {Continued)

Capital assets: Capital assets include land, land improvements, buildings and equipment. The College defines
capital assets as assets with an initial individual cost of more than $2,500, and a useful life in excess of one year.
Such assets are recorded at historical cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair market value at the date of donation. The costs of normal maintenance and
repairs that do not add to the value of the asset or materially extend asset lives are not capitalized. Gains and losses
realized upon retirement or disposition of capital assets are recognized in income as incurred. Capital assets are
being depreciated using the straight-fine method over the following estimated useful lives:

Land improvements 50 years
Buildings 50 years
Technology 3 years
Equipment 3-7 years

Compensated absences: Compensated absences are those absences for which employees will be paid, such as
vacation leave. A liability for compensated absences that are attibutable to services already rendered, and that are
not contingent on a specific event that is outside the control of the College and its employees, is accrued as
employees earn the rights to the benefits. Compensated absences that relate to future services or that are contingent
on a specific event that is outside the control of the College and its employees are accounted for in the period in
which such services are rendered or in which such events take place.

Unearned revenue: Deferred tuition revenue represents that portion of tuition and other fees received before
June 30, 2009, but applicable to sessions after June 30, 2009.

Net assets: The College’s net assets are classified as follows:

Invested in capital assets, net of related debt — This represents the College's total investment in capital assets, net
of accumulated depreciation and related debt.

Restricted net assefs — This includes resources that the College is legally or contractually obligated to spend in
accordance with restrictions imposed by external third parties. When both expendable restricted and unrestricted
resources are available for use, it is the College's policy to use restricted resources first, then unrestricted resources
when they are needed.

Unrestricted net assets — This includes resources derived from student tuition and fees, state appropriations, and
sales and services of educational departments and auxiliary enterprises. These resources are used for transactions
relating to the educational and general operations of the College and may be used at the discretion of the governing
board to meet current expenses for any purpose.

Ciassification of revenues and expenses: Operating revenues include activities that have the characteristics of
exchange transactions, such as student tuition and fees and sales and service fees. Revenue from exchange
transactions is recognized when earned. Student tuition and fees are recorded on the statement of revenues,
expenses and changes in net assets, net of scholarship allowance and student aid. Nonoperating revenues include
activities that have the characteristics of non-exchange transactions, such as local property taxes, state
appropnations, most federal, state and local grants and interest.

Operating expenses include the cost of sales and services, administrative expenses, and depreciation on capital
assets. Expenses not meeting this definition are reported as nonoperating expenses.
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NOTES TO FINANCIAL STATEMENTS

Note 2. Deposits and Investments

The College is allowed to invest funds in accordance with the lllinois Community Coliege Act and the Public Funds
Investment Act. In general, the College may invest in obligations of the United States of America or its agencies (or
guaranteed by the full faith and credit of same) and certain time deposits and short-term obligations as defined in the
Public Fund Investment Act. No one insfitution may have more than 50% of the College’s invested funds at any one
time. Custodial credit risk is the risk that in the event of a bank failure, the College’s deposits may not be retumed to
it. Deposits in excess of the federally insured amounts must be appropriately collateralized to the extent of 110%,
with collateralization evidence in writing, and with third-party safekeeping. As of June 30, 2009, the College has
deposits with a carrying value of $7,477,554 and with bank balances of $7,926,375. None of the College’s bank
balance was exposed to custodial credit risk.

As of June 30, 2009, the College had the following investments:

Investment Maturities (in years)

Fair Less
Investment Type Value Than 1 1-5
Illinois Funds $ 1569812 § 1569812 $ -
Federal Home Loan Bank 3,896,193 1,687,227 2,208,966
Federal Home Loan Mortgage (Freddie Mac) 618,665 - 618,665
Federal Farm Credit Bank 1,672,194 424,728 1,247 466
Total § 7756864 $ 3681767 § 4075097

lllinois Funds is an investment pool managed by the State of Iffincis, Office of the Treasurer, which allows
governments within the State to pool their funds for investment purposes. lllinois Funds is not registered with the
SEC as an investment company, but does operate in a manner consistent with Rule 2a7 of the Investment Company
Act of 1940.

The State Treasurer maintains the [llinois Funds Money Market at cost and fair value through daily adjustment in the
interest eamings. The State Treasurer also maintains the average duration of the pool at less than 25 days. The fair
value of the College's investment in the funds is the same as the value of the pool shares. The fund is audited
annually by an outside independent auditor and copies of the report are distributed to participants. The fund
maintains a Standard and Poor's AAA rating. The College's investments in the lllinois Funds are not required to be
categonized because these are not securities. The relationship between the College and the investment agent is a
direct contractual relationship and the investments are not supported by a transferable instrument that evidences
ownership or creditorship.

All funds deposited in the fund are classified as investments even though some could be withdrawn on a day’s notice.
Although not subject to direct regulatory oversight, the fund is administered in accordance with the provisions of the
lllinois Public Funds Investment Act, 30 ILCS 235.
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SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

NOTES TO FINANCIAL STATEMENTS

Note 2. Deposits and Investments {Continued)

Custodial credif risk: This is the risk that in the event of a financial institution failure, the College’s deposits may not
be returned to it. The College’s policy for investments and deposits requires collateralization on all deposits and
investments of 110% with collateralization evidence in writing, and with third-party safekeeping in the College's
name. As of June 30, 2009, none of the College’s investment balance was exposed to custodial credit risk.

Inferest rafe risk: As a means of limiting its exposure to fair value losses arising from rising interest rates, the College
does not have a formal investment policy that limits maturities as a means of managing its exposure to fair value
losses arising from increasing interest rates.

Credit risk: Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The
College's investment policy minimizes credit risk by limiting investments to the safest type of securities and
diversifying the investment portfolic.

As of June 30, 2009, the College's investments were rated as follows by Moody's Investor Services:

Investment Name Type Rating
Federal Home Loan Bank Bonds Aaa
Federal Home Loan Mortgage Bonds Aaa
Federal Farm Credit Bank Bonds Aaa

More than 5.00% of the College’s investments are in the following:

FHLB - Maturity 06/30/2010 5.43%
FHLB - Maturity 06/1072011 5.04%

At June 30, 2009, the balances noted above are presented on the statement of net assets as follows:

Cash $ 1,393,842
Investments 7,569,812
Restricted cash and investments 6,270,764

$ 15234 418
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SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

NOTES TO FINANCIAL STATEMENTS

Note 3. Property Taxes

The College’s property taxes are levied each year on the basis of the equalized assessed property values as of
January 1 of that year. Assessed values are established by each of the respective counties. Property taxes are
billed and collected by the various counties included within the College’s boundaries. These taxes are assessed in
December for the following collection year and are payable to the College in two installments on the following June
and September, with disbursements to the College normally made within 30 days. The levy becomes an enforceable
lien on the property as of January 1 of the levy year. The property tax levy passed in December 2008 was
recognized as a receivable. Revenue is recognized in the period for which the levy is budgeted to finance.

The following are the assessed tax rates per $100 of assessed valuation by various counties within the College for
the preceding three levy years:

Statutory
Maximum 2006 2007 2008
Rate Rate Rate Rate
Educational Fund 0.2450 0.2450 0.2450 0.2450
Operations and Maintenance Fund 0.0300 0.0300 0.0300 0.0300
Operations and Maintenance Fund -

Restricted 0.0500 0.0487 0.0463 0.0494
Bond and Interest Fund None 0.0982 0.0901 0.0924
Liability, Protection, and Settlement Fund* None 0.0367 0.0252 0.0243
Audit Fund 0.0050 0.0021 0.0024 0.0030

Total 0.4587 0.4390 0.4441
Note 4. Due From Foundation

On April 1, 1990, the Foundation entered into a Gift Transfer and Management Agreement with the College whereby
the Foundation will manage both restricted and unrestricted gifts and grants received by Sauk Valiey Community
College at the College's discretion. The agreement provides that while the Foundation is managing the funds, the
control over the funds is maintained by the College. The College may request a transfer of the assets back to the
College at any time upon a writfen request authorized by the College's Board of Trustees. Total unrestricted and
restricted gifts and grants held on behalf of the College totaled $2,017,683 at June 30, 2009. These amounts are
included in balances due from the Foundation at June 30, 2009. These amounts represent two Endowment
Challenge Grants {grant one and grant two} received by the College. The grants required the College to establish a
term endowment for a period of 20 years. At the end of the grant period, or term endowment, the endowment funds
are to be used for the benefit and operations of the College. The grant period of grant one is May 1, 1930 to April 30,
2010; the grant period of grant two is June 1, 1993 to May 31, 2013. See Note 10 for a discussion of a restatement
of these items
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NOTES TO FINANCIAL STATEMENTS

Note 5. Capital Assets and Commitments

A summary of the changes in capital assets for the College for the year ended June 30, 2009, is as follows:

Nondepreciated assets:
Land
Construction in process
Total nondepreciated assets

Depreciated assets:
Land improvements
Buildings
Equipment
Total depreciated capital assets

Less accumulated depreciation:
Land improvements
Buildings
Equipment
Total accumulated depreciation

Cepreciable assets, net
Capital assets, net

Balance Balance
June 30, June 30,
2008 Additions Deletions 2009
$ 162,650 $ -3 - 8 162,650

- 256,228 - 256,228

162,650 256,228 - 418,878
1,492,675 - 1,492,675
14,448,130 654,239 - 15,102,369
6,158,010 243,105 192,651 6,208,464
22,098,815 897,344 192,651 22,803,508
715,556 29,854 - 745410
4,257 218 290,480 - " 4,547,698
5,157,709 517,190 192,651 5,482,248
10,130,483 837,524 192,651 10,775,356
11,968,332 59,820 - 12,028,152
$§ 121300982 § 316048 § - § 12447030

As of December 31, 2009, the College had outstanding commitments for future construction of approximately

$225,000.

Note 6. Long-Term Debt

The College issued general obligation bonds dated September 12, 2007 in the amount of $3,705,000 fo pay off
general obligation debt certificates in the amount of $3,600,000 dated June 9, 2007. The issue provides for serial
retirement of principal on February 1 of each year with interest due February 1 and August 1, at rates of 3.80% -
3.85%. The annual cash flow requirements of principal and interest are as follows:

Interest
Fiscal Year Ending June 30, Rate Principal Interest Total
2010 3.850% $ 1255000 § 99715 $§ 1,354715
2011 3.850% 1,335,000 51,397 1,386,397
Total $ 2590000 $ 151112 § 2741112

19



SAUK VALLEY COMMUNITY COLLEGE DISTRICT 506

NOTES TO FINANCIAL STATEMENTS

Note 6. Long-Term Debt (Continued)

The following is a summary of the long-term debt activity for the year ended June 30, 2009:

Balance Balance
June 30, June 30, Due Within
2008 Paymenis 2009 One Year
General gbligation bonds $ 3705000 § (11150000 $ 2580000 §  1.255000

The College has long-term lease liability of $4,873 at June 30, 2009 due within one year.

The following is a schedule of the legal debt margin of the College as of June 30, 2009:

Assessed valuation - 2008 levy $ 1,471,693,830
Debt limit - 2.875% of assessed valuation $ 42,311,198
Less indebtedness 2,594,873
Legal debt margin, June 30,2009 $ 39,716,325
Note 7. Retirement Commitments

The College contributes to the State Universities Retirement System of illinois (SURS), a cost sharing multiple
employer defined pension plan with a special funding situation whereby the State of lllincis {State) makes
substantially all actuanially determined required contributions on behalf of the participating employers. SURS was
established July 21, 1941 to provide retirement annuities and other benefits for staff members and employees of the
state universities, certain affiliated organizations, and certain other state educational and scientific agencies and for
survivors, dependents and cther beneficiaries of such employees. SURS is considered a component unit of the State
of Ilinois” financial reporting entity and is included in the state's financial reports as a pension trust fund. SURS is
governed by Section 5/15, Chapter 40, of the lllincis Compiled Statutes. SURS issues a publicly available financial
report that includes financial statements and required supplementary information. That report may be obtained by
writing to SURS, 1901 Fox Drive, Champaign, IL 61820 or by calling 1-800-275-7877,

Plan members are required to contribute 8% of their annual covered salary and substantially all employer
contributions are made by the State of lllinois on behalf of the individual employers at an actuarially determined rate.
The rate for June 30, 2009, 2008, and 2007 was 18.61%, 10.61% and 10.18%, respectively, of annual covered
payroll. The contribution requirements of plan members and employers are established and may be amended by the
lllincis General Assembly. The employer contributions on behalf of the College to SURS for the years ended June 30,
2009, 2008, and 2007 were $860,936, $693,708, and $505,663, respectively, equal to the required contributions for
each year.
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NOTES TO FINANCIAL STATEMENTS

Note 7. Retirement Commitments (Continued)

However, when college employees are paid from special trust or federal funds, which are administered by the
College, the College must pay the retirement costs normally paid by the State. The employer contributions to SURS
for the years ending June 30, 2009, 2008, and 2007 were $26,070, $30,440, and $27,554, respectively, equal to the
required contributions for each year.

The College has no further liability to the SURS since further deficits will be financed by the State.
Note 8. Accrued Compensated Absences

As of June 30, 2009, employees had eamed but not taken annual vacation leave, which at salary rates in effect at the
end of the year totaled approximately $282,000. The College has accrued this amount on the statement of net
assets.

Note 9. Risk Management

The College is exposed to various risks of loss related to torts, property damage and general business risks. To
cover such risks, the College participates in the illinois Community College Risk Management Consortium
{Consortium), which was established in 1981 by several Chicago area community colleges as a means of reducing
the cost of general liability insurance. The Consortium is a public entity risk pool currently operating as a common risk
management and insurance program for the member colieges. The main purpose of the Consortium is to jointly self-
insure certain risks up to an agreed upon retention limit and to obtain excess catastrophic coverage and aggregate
stop loss reinsurance over the selected retention limit. No settlement has exceeded coverage since establishment of
the Consortium. In 1992, the Consortium added statutory worker's compensation coverage. In fiscal year 2009 the
College paid $125,830 to the Consortium for property, liability and worker's compensation protection. Since the
Consortium requests initial payments to cover substantially any losses to be incurred for that policy year, the College
anticipates no further liabilities for incurred losses.

During the year ended June 30, 1993, the College adopted a partial self-insurance plan. The College is responsible
for the first $80,000 of covered medical expenses for each insured employee and covered family member. Any
claims exceeding $60,000 up to $1,940,000 per individual are covered by a stop-loss policy purchased from the plan
administrator. Claims exceeding $1,940,000 are covered by an aggregate stop-loss policy. The College has accrued
a liability of $80,230 and $67,479 as of June 30, 2009 and 2008, respectively, for claims incurred and reported as
well as an estimate of claims incurred but not reported.

Balance July 1 $ 67,479
Claims incurred 148,219
Claims paid {135,468)
Balance June 30 $ 80,230
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Note 10.  Restatement of Beginning Net Assets

The June 30, 2008 net assets of the College have been restated to correct an error in accounting for grant funds held
by the Foundation on behalf of the College in an agency capacity. During 2008 and in prior years, the College did
not report these funds on their balance sheet. This error was the result of a misinterpretation of the contract between
the College and the Foundation, the grant agreements, and the related accounting guidance. This error resulted in
an understatement of amounts due from the Foundation (an asset) and an understatement of net assets at June 30,
2008. In accordance with accounting standards generally accepted in the United States of America, the 2008 net
assets have been restated as follows:

June 30, 2008, as previously stated $ 24711610
Restatement, comection of an error 2,442 417
June 30, 2008, as restated $ 27154027

Note 11.  Component Unit

The following are the significant accounting policies and footnotes related to the component unit which do not conflict
with the College.

Summary of Significant Accounting Policies

Nature of business: Sauk Valley Community College Foundation (the Foundation) was formed under the General
Not-For-Profit Foundation Act of the State of lllinois on November 4, 1965. The Foundation has been approved by
the Commissioner of Internal Revenue as an exempt organization under Section 501 of the Intemal Revenue Code.
Contributions to the Foundation qualify as charitable contributions for federal income tax purposes.

The Foundation was established fo assist in developing and augmenting the facilities and carrying out the
educational functions of Sauk Valley Community College. The Foundation provides funds by campaign or by other
means for scholarships, fellowships, and endowments and for buildings, equipment, and other facilities of the College
having educational, arfistic, historical, literary, or other cultural value.

In October 2004, the Foundation created Sauk Valley Student Housing LLC. Sauk Valley Student Housing LLC was
created to finance, construct and manage a student housing facility for Sauk Valley Community College.

Principles of consolidation: The consolidated financial statements include the financial statements of Sauk Valley
Community College Foundation and Sauk Valley Student Housing LLC. The Foundation is the sole member of the
LLC. All significant intercompany balances and transactions have been eliminated in consolidation.

Basis of presentation: The accompanying consolidated financial statements are presented in accordance with the
accrual basis of accounting.
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Note 11.  Component Unit (Continued)

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.

Unrestricted net assefs — Net assets of the Foundation not subject to donor-imposed stipulations are presently
available for use by the Foundation at the discretion of the Board of Directors.

Temporarily restricted net assefs — Net assets subject to donor-imposed stipulations that may or will be met by
actions of the Foundation and/or the passage of time. At June 30, 2009, temporarily restricted net assets are
primarily available for student scholarships.

Permanently restricted net assets — Net assets subject to donor-imposed stipulations that they be maintained
permanently by the Foundation. The income earned on these investments is recorded as increases in temporarily
restricted net assets as discussed below and is generally available for student scholarships.

Accounting estimates: The preparation of consolidated financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses,
including functional allocations, during the reporting period. Actual results could differ from those estimates.

Concentration of credit risk: The Foundation has deposits with financial institutions, which at times exceed the
federally insured limits. Management does not believe this represents significant risk to the Foundation.

Receivables: Accounts receivable are student accounts receivable carried at the original amount billed for housing,
less an estimate made for the doubtful receivables based on a review of all cutstanding amounts on a periodic basis.
Management determines the allowance for doubtful accounts by identifying troubled accounts. Accounts receivable
are wriiten off when deemed uncollectible. Recoveries of accounts receivable previously written off are recorded
when received. Interest is not charged on past due receivables.

Investments: All investments are carried by the Foundation at fair value, except non-brokered certificates of deposit
which are carried at cost which approximates market value. 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 8 for a discussion of fair value measurement.

Property and equipment: Property and equipment are stated at cost or at their estimated fair value at date of
donation, if received as a gift. The Foundation depreciates the property and equipment on a straight-line basis over
their estimated useful life, ranging from 7-40 years. Amounts expended for maintenance and repair are charged to
expense as incurred. Gains or losses on assets sold or retired are included in the statement of revenues, expenses
and changes in net assets.
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Note 11.  Component Unit (Continued)

Impairment of long-lived assets: The Foundation reviews long-lived assets for impairment whenever events or
changes in circumstances indicate the carrying amount of an asset may not be recoverable. Recoverability of assets
to be held and used is measured by a comparison of the carrying amount of an asset to future undiscounted net cash
flows expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be
recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the
assets. Assets to be disposed of are reported at the lower of carrying amount or the fair value less costs to sell.
However, as discussed below, the Foundation has identified conditions which indicate an impairment of long-lived
assets, but did not obtain an estimate of fair value in order to measure the impairment, as required by generally
accepted accounting principles.

Debt issuance costs; Debt issuance costs are amortized on a straight-line basis, which approximates the effective
interest rate method, over the term of the bonds.

Contributions and other revenue: Unconditional promises to give cash or other assets to the Foundation are reported
at fair value at the date the promise is received. Conditional promises to give and indications of intentions to give are
reported at fair value at the date the gift is received. The Foundation recognizes temporarily restricted donations as
unrestricted when the donor's restriction is met within the year the donation is received. 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 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. During the year ended June 30,
2009, net assets released from restrictions were used primarily for student scholarships.

Rent and fee revenue, and interest and dividends are recognized in the period when eamed.

Functional allocation of expenses: The cost of providing the programs and supporting services has been
summarized on a functional basis in the consolidated statement of activities. Accordingly, certain costs have been
allocated among the programs and supporting services benefited.

Income taxes: The Foundation is a not-for-profit foundation as described in Section 501(c)(3) of the Internal
Revenue Code and is exempt from federal income taxes on related income pursuant to Section 501(a)(1) of the
Code. The Foundation is classified by the Intemal Revenue Service as other than a private foundation. Sauk Valley
Student Housing LLC, a consolidated subsidiary of the Foundation, is a limited liability company, and therefore is not
subject to federal income taxes as the income is attributed to its scle member.

The Foundation adopted the provisions of FASB Interpretation No. 48 (FIN48), Accounting for Uncertainty in Income
Taxes, on July 1, 2008. The Foundation files a Form 930 (Retum of Crganization Exempt from Income Tax)
annually. When this return is filed, it is highly certain that some positions taken would be sustained upon examination
by the taxing authorities, while others are subject to uncertainty about the merits of the position taken or the amount
of the position that would ultimately be sustained. Examples of tax positions include such matters as the following:
the tax-exempt status of the entity and vanous positions relative to potential sources of unrelated business taxable
income (UBIT). UBIT is reported on Form 990T, as appropriate.

Form 990 filed by the Foundation is subject to examination by the Intemal Revenue Service (IRS) up to three years

from the extended due date of each retum. Forms 990 filed by the Foundation are no longer subject to examination
for the tax years before June 30, 2005.
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Note 11.  Component Unit (Continued)

Subsequent events: Management of the Foundation has evaluated subsequent events through April 9, 2010, which
is the date the financial statements were issued, for possible measurement and/or disclosures effects on the financial
statements.

Going Concern and Contingency

For the year ended June 30, 2009, the Foundation has a decrease in net assets of $698,363 and net cash used in
operating activities of $93,951. As discussed below, the Foundation has determined that the rental occupancy
experienced by Sauk Valley Student Housing LLC is not currently sufficient to provide cash flows adequate to meet
the cost of operations and debt service.

As discussed below, as of June 30, 2008, the Foundation was in violation of a number of debt covenants for which no
waivers have been provided by the bank. These violations are events of default as defined in the debt agreements.
Accordingly, the liability for the bonds has been classified as current. As of June 30, 2008, current liabilities exceeded
current assets by $7,243,568. Management has concluded that the residential facilities serving as collateral for the
debf may be impaired.

During the fiscal year ended June 30, 2009, the Foundation withdrew funds on deposit with its bank, which violated
another debt covenant. On October 23, 2008, the bank indicated in a letter to the Foundation its intent to file a formal
notice of default and demanded immediate redeposit of the withdrawn funds. Through the date of subsequent events
evaluation, no formal notice of defauit has been received and the funds have not been redeposited.

Management of the Foundation has given notice to the bank that they are unable to repay the debt due to a lack of
unrestricted assets and have no plans to raise funds for such purpose. As discussed below, the bank disagrees with
the Foundation's position, citing the Foundation's responsibilities under the Guaranty and Secunty agreements dated
October 22, 2004. If a settlement cannot be reached, litigation is considered likely; however, the outcome is highly
uncertain with a range of loss from zero to a complete loss of all assets of the Foundation.

As aresult of the matters discussed above, there is substantial doubt about the ability of the Foundation to continue
as a going concern. Except for ongoing dialogue with the bank to seek an amicable resolution to the default
discussed below, management does not have a formal plan to address the financial issues facing the Foundation.

In March 2010, the Foundation Board of Directors voted to commit no further or future financial resources to the
student housing; however, details of how this will be accomplished have not yet been determined.

Restricted Investments
The restricted investments at June 30, 2009 consist of the following:

Mutual funds:

Equity funds $ 639,060
Alternative investments 2,017,663
Certificates of deposit 749 841
Money market funds 225228

Total restricted investments $ 3631792
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Note 11.  Component Unit (Continued)

For the year ended June 30, 2009, investment income consisted of the following:

Temporarily Permanently

Unrestricted Restricted Restricted Total
Interest and dividends $ 6,922 % 44238 § - 3 51,160
Realized losses (6,545) (70,412) - (76,957}
Unrealized losses (60,609) (25,087) - (85,676}
$ (60,232) § (51,241} % - % (111,473

Endowment Funds

The Foundation’s endowment consists of approximately 32 individual funds established for a variety of purposes. lts
endowments consist of donor-restricted endowment funds to be maintained permanently and term endowments.

On June 30, 2009, the governor of the State of lllinois signed into law the Uniform Prudent Management of
Institutional Funds Act (UPMIFA). UPMIFA differs from laws previously in place in a few key areas. It eliminates the
historic dollar value rule with respect to endowment fund spending, it updates the prudence standard for the
management and investment of donor-restricted endowment funds, and it amends the provisions governing the
release and modification of restrictions on donor-restricted endowment funds. The passing of UPMIFA was
determined to have no impact on the Foundation's classification of net assets or its policy.

The Foundation adopted the disclosure provisions of FASB Staff Position No. FAS 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 and Enhanced Disclosures for all Endowment Funds (FSP FAS 117-1).

Interpretation of Relevant Law

The Board of Directors of the Foundation has interpreted UPMIFA as requiring the preservation of the fair value of
the original gift as of the gift date of the donor-restricted endowment funds absent any explicit donor stipulations to
the contrary. As a result of this interpretation, the Foundation classified as permanently restricted net assets (a} the
original value of the 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 fo 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 assets have been appropnated for expenditure by the Foundation in a
manner consistent with the standard of prudence prescribed in UPMIFA. In accordance with UPMIFA, the
Foundation considers the following factors in making a determination to appropriate or accumulate earnings on
donor-restricted endowment funds:

The duration and preservation of the fund;

The purpose of the Foundation and the donor-restricted endowment fund;
General economic conditions;

The possible effect of inflation and deflation;

The expected total return from income and the appreciation of investments;
Other resources of the Foundation; and

The investment policies of the Foundation.
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Note 11.  Component Unit (Continued)

The Foundation's endowment net asset composition by type of fund is as follows for the year ended June 30, 2009;

Temporarily  Permanently
Unrestricted  Restricted Restricted Total

Donor-restricted $ (59656) § 99140 51080405 % 1,119.889

The chang