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INDEPENDENT AUDITOR'S REPORT

Board of Directors
Community Foundation for Monterey County
Monterey, California

We have audited the accompanying consolidated statements of financial position of Community
Foundation for Monterey County (a nonprofit corporation) as of December 31, 2009 and 2008, and
the related consolidated statements of activities and changes in net assets and cash flows for the
years then ended. These consolidated financial statements are the responsibility of the
Foundation's management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

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

for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Community Foundation for Monterey County as of December 31,
2009 and 2008, and the consolidated changes in its net assets and its cash flows for the years then
ended in conformity with accounting principles generally accepted in the United States of America.

BEBR UP

BBR LLP
Carmel, California
April 6, 2010
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COMMUNITY FOUNDATION FOR MONTEREY COUNTY

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

DECEMBER 31, 2009 AND 2008

(See notes to consolidated financial statements)

ASSETS
2009 2008
ASSETS
Cash and equivalents $ 7,983,336 $ 4,852,834
Contributions receivable, net 4,439,047 2,475,412
Prepaid expenses 30,683 22,766
Property and equipment, net 213,474 254,152
Real estate held for sale 624,797 624,797
Investments 96,634,996 79,700,517
Investments held in charitable remainder trusts 17,551,250 14,587,254
Total assets $127,477,583 $102,517,732
LIABILITIES AND NET ASSETS
LIABILITIES
Grants payable $ 1,107,019 $ 1,258,461
Accounts payable and accrued expenses 369,308 270,687
Liabilities under charitable remainder trusts 9,325,570 7,760,575
Liabilities under split-interest agreements 2,825,271 2,384,286
Funds held as agency endowments 2,712,864 2,328,553
Total liabilities 16,340,032 14,002,562
NET ASSETS
Unrestricted 8,501,240 (3,438,088)
Temporarily restricted 20,981,552 12,135,412
Permanently restricted 81,654,759 79,817,846
Total net assets 111,137,551 88,515,170

Total liabilities and net assets $127,477,583

$102,517,732




COMMUNITY FOUNDATION FOR MONTEREY COUNTY

CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2009
(See notes to consolidated financial statements)

REVENUES AND SUPPORT

Contributions
Management fees

Change in value of split-interest agreements

Other income
Net assets released from restrictions

Total revenues and support

EXPENSES

Grants awarded

Operating
Special programs
Administration
Grantmaking
Philanthropic services
Development
Fund management

Total expenses

INVESTMENT INCOME
Interest and dividend income
Realized gains (losses) on investments, net
Unrealized gains on investments, net

Total investment income

CHANGE IN NET ASSETS

NET ASSETS
Beginning of year

End of year

Temporarily Permanently
Unrestricted Restricted Restricted Total
$ 6,442,431 $ 3456262 $ 238534 $ 10,137,227
59,385 - - 59,385
- 905,141 - 905,141
75,653 - - 75,653
12,913,864 (14,512,243) 1,598,379 -
19,491,333 (10,150,840) 1,836,913 11,177,406
5,295,857 - - 5,295,857
1,409,869 - - 1,409,869
841,753 - - 841,753
316,597 - - 316,597
134,976 - - 134,976
133,934 - - 133,934
51,791 - - 51,791
8,184,777 - - 8,184,777
102,945 1,866,589 - 1,969,534
(1,669) 137 - (1,532)
531,496 17,130,254 - 17,661,750
632,772 18,996,980 - 19,629,752
11,939,328 8,846,140 1,836,913 22,622,381
(3,438,088) 12,135,412 79,817,846 88,515,170
$ 8,501,240 $20,981,552 $81,654,759 $111,137,5651




COMMUNITY FOUNDATION FOR MONTEREY COUNTY
CONSOLIDATED STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2008
(See notes to consolidated financial statements)

Temporarily Permanently

Unrestricted Restricted Restricted Total
REVENUES AND SUPPORT
Contributions $ 4135815 $ 382603 $ 547,813 $ 5,066,231
Management fees 74,071 - - 74,071
Change in value of split-interest agreements - (2,019,546) - (2,019,546)
Net real estate income 17,049 - 151,321 168,370
Other income 118,812 - - 118,812
Net assets released from restrictions (5,730,110) 3,872,144 1,857,966 -
Total revenues and support (1,384,363) 2,235,201 2,557,100 3,407,938
EXPENSES
Grants awarded 7,198,494 - - 7,198,494
Operating
Special programs 1,230,323 - - 1,230,323
Administration 693,888 - - 693,888
Grantmaking 330,994 - - 330,994
Development 290,499 - - 290,499
Philanthropic services 122,655 - - 122,655
Fund management 64,523 - - 64,523
Total expenses 9,931,376 - - 9,931,376
INVESTMENT INCOME
Interest and dividends 278,480 3,829,528 - 4,108,008
Realized losses on investments, net (13,792) (240,252) - (254,044)
Unrealized losses on investments, net (824,340) (31,969,125) - (32,793,465)
Total investment loss (659,652)  (28,379,849) - (28,939,501)
CHANGE IN NET ASSETS (11,875,391) (26,144,648) 2,557,100 (35,462,939)
NET ASSETS
Beginning of year 8,437,303 38,280,060 77,260,746 123,978,109
End of year $ (3,438,088) $12,135412 $79,817,846 $ 88,515,170




COMMUNITY FOUNDATION FOR MONTEREY COUNTY
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

(See notes to consolidated financial statements)

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets to
net cash provided (used) by operating activities

Net realized and unrealized (gains) losses on investments

Contributions of stock
Contributions to split interest agreements
Depreciation
Change in value of split interest agreements
Gain on sale of real estate

Changes in operating assets and liabilities
Contributions receivable, net
Prepaid expenses
Grants payable
Accounts payable and accrued expenses
Funds held as agency endowments

Net cash provided (used) by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales of investments
Purchases of investments
Purchases of property and equipment
Proceeds from sale of real estate held for investment

Net cash provided by investing activities
Net change in cash and equivalents

CASH AND EQUIVALENTS
Beginning of year

End of year

2009 2008
$ 22,622,381  $ (35,462,939)
(17,660,218) 33,047,509
(571,296) (517,570)
(178,928) 46,426
49,492 38,508
(779,088) 1,606,526
- (151,321)
(1,963,635) 1,703,411
(7,917) (9,864)
(151,442) (454,304)
98,621 12,880
384,311 (897,898)
1,842,281 (1,038,636)
6,298,813 7,246,522
(5,001,778) (6,015,892)
(8,814) (8,628)
- 306,692
1,288,221 1,528,694
3,130,502 490,058
4,852,834 4,362,776
$ 7983336 $ 4,852834




COMMUNITY FOUNDATION FOR MONTEREY COUNTY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NATURE OF OPERATIONS

The Community Foundation for Monterey County (the Foundation) is a California nonprofit
organization that administers over 295 funds, as of December 31, 2009, for philanthropic purposes.
The Foundation was organized to receive gifts and bequests from individuals, foundations, private
and public corporations and to make grants to projects benefiting Monterey County.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A summary of the Foundation's significant accounting policies follows:

Basis of accounting and presentation — The financial statements have been prepared on the
accrual basis of accounting, under which revenues are recognized when they are earned and
expenses are recognized when the related liability is incurred.

Description of net assets — The Foundation reports information regarding its financial position
and activities according to the following three classes of net assets: unrestricted net assets,
temporarily restricted net assets and permanently restricted net assets.

Unrestricted — Unconditional promises to give by a donor without any use or time
restrictions. The Foundation classifies all contributions, except as noted below, as
unrestricted for financial statement presentation.

Temporarily restricted — Unconditional promises to give by a donor that specifies a specific
use or the occurrence of a certain future event. Contributions unconditionally promised,
which are scheduled to be received in more than one year in the future, are classified as
temporarily restricted until the funds are received and discounted at a rate commensurate
with the risks involved. The Foundation received grants from charitable foundations and
local agencies for initiatives and special projects for which a temporarily restricted purpose
applies. Such grants and contributions are recorded as temporarily restricted until the
purpose of the restrictions is met. When the purpose of restriction is accomplished,
temporarily restricted net assets are reclassified to unrestricted net assets and reported as
net assets released from restrictions.

Permanently restricted — Unconditional promises to give by donor that specify that the
assets donated be invested to provide a permanent source of income. The Foundation
records contributions as permanently restricted where the donor has permanently restricted
the corpus of a donation.

Use of estimates — Preparation of financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of any contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Accordingly, actual
results could differ from those estimates.

Principles of consolidation — These financial statements consolidate the statements of The
Lori and Lou Flagg Memorial Youth Fund, Inc., Community Foundation for Monterey County Real
Estate #1 LLC and Community Foundation for Monterey County Real Estate #2 LLC, which are
wholly-owned by the Foundation. All significant intercompany accounts and transactions have

been eliminated in consolidation.
-6-



COMMUNITY FOUNDATION FOR MONTEREY COUNTY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Cash and equivalents — Cash and equivalents include all cash balances and highly liquid
investments with original maturities of three months or less at acquisition which are not
managed as part of long-term investment strategies and are not legally restricted.

Contributions receivable — Promises to give and bequests that are expected to be collected
within one year are recorded at net realizable value. Promises to give that are expected to be
collected in future years are recorded at the present value of their estimated future cash flows.
Amortization of these discounts is included in contributions revenue in the accompanying
statement of activities.

Property and equipment — Property and equipment purchased are recorded at cost, and donated
property and equipment are recorded at estimated fair market value on the date contributed to the
Foundation. The cost of property and equipment purchased in excess of $1,000 is capitalized.
Depreciation is provided on the straight line method over the estimated useful lives of the assets.

Assets donated with explicit restrictions regarding their use and contributions of cash that are
restricted to property and equipment purchases are reported as restricted support. Absent
donor stipulations regarding how long those donated assets are to be maintained, the
Foundation reports expirations of donor restrictions when the donated or acquired assets are
placed in their specified service, at which time the temporarily restricted net assets are
reclassified as unrestricted.

Real estate held for sale — Real estate that has been contributed by a donor has been
recorded at its estimated market value at the contribution date based upon independent
valuations. Due to the inherent uncertainties of the real estate valuation, the appraised values
reflected in the accompanying consolidated financial statements may differ significantly from
values that would be determined by negotiations between parties in sales transactions, resulting
in differences that could be material.

Investments — All debt securities and equity securities with readily determinable fair values are
carried at fair value based on quoted market prices as of the last trading date of the year. Gains
and losses that result from market fluctuations are recognized in the period such fluctuations
occur. Realized gains or losses resulting from sales or maturities are calculated on a cost basis.
Dividend and interest income are accrued when earned.

Concentrations of risk — Concentrations of market risks exist for cash and equivalents. Cash
and equivalents are held in major financial institutions. In the regular course of business, the
Foundation may maintain operating cash balances at a bank in excess of federally insured
limits. The Foundation has not experienced any losses in such accounts.

To address market risk of investments, the Foundation maintains a formal investment policy that
sets out performance criteria and investment guidelines. Investments are managed by multiple
investment managers, who have the responsibility of investing the funds. An investment
consultant is also utilized. The Foundation has custody agreements with selected banks, which
process disbursements at the direction of authorized staff.

-7-



COMMUNITY FOUNDATION FOR MONTEREY COUNTY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ENDOWMENT FUNDS
The Foundation’s endowment funds are comprised of approximately 215 individual funds
established for a variety of purposes. The endowment funds are composed of both donor-restricted
and donor-advised funds. As required by accounting principles generally accepted in the United
States of America, net assets associated with endowment funds are classified and reported based
on the existence or absence of donor-imposed restrictions.

Interpretation of relevant law — The Board of Directors of the Foundation has interpreted the
State Prudent Management of Institutional Funds Act (SPMIFA), which is effective January 1, 2009
in the State of California, as requiring the preservation of the fair value of the original gift as of the
gift date of the donor-restricted endowment funds absent explicit donor stipulations to the contrary.
As aresult of this interpretation, the Foundation classifies as permanently restricted net assets (a)
the original value of gifts donated to the permanent endowment, (b) the original value of
subsequent gifts to the permanent endowment and (c) accumulations to the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the
time the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified in permanently restricted net assets is classified as
temporarily restricted net assets until those amounts are appropriated for expenditure by the
Foundation in a manner consistent with the standard of prudence prescribed by SPMIFA. In
accordance with SPMIFA, the Foundation considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds:

The duration and preservation of the fund

The purposes 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

The investment policies of the Foundation

-16 -



COMMUNITY FOUNDATION FOR MONTEREY COUNTY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ENDOWMENT FUNDS (continued)
During the years ended December 31, 2009 and 2008, endowment net asset activity was as follows.

Total
Temporarily Permanently Endowment
Unrestricted Restricted Restricted Assets
Endowment net assets,

December 31, 2007

as previously reported $ 27,860,527 $ - $ 77,260,746 $105,121,273
Reclassification (27.860,527) 27,860,527 - -
Endowment net assets,

December 31, 2007 as

reclassified - 27,860,527 77,260,746 105,121,273
Contributions - 83,177 2,557,100 2,640,277
Investment income (dividends

and interest) - 3,829,528 - 3,829,528
Net realized and unrealized

gains and (losses) - (32,209,377) - (32,209.377)

Total investment return - (28,379,849) - (28,379,849)
Appropriated for spending - (4,842,343) - (4,842,343)
Administration fees - (1,421,946) - (1,421,946)
Net endowment activity - (34,560,961) 2,557,100 (32,003,861)
Reclassification of deficient

endowment fund activity (12,049,597) 12,049,597 - -
Endowment net assets,

December 31, 2008 (12,049.597) 5,349,163 79.817.846 73,117,412
Contributions - 25,313 1,836,913 1,862,226
Investment income (dividends

and interest) - 1,866,589 - 1,866,589
Net realized and unrealized

gains and (losses) - 17,130,391 - 17,130,391

Total investment return - 18,996,980 - 18,996,980
Appropriated for spending - (3,230,504) - (3,230,504)
Administration fees - (1,166,786) - (1,166,786)
Net endowment activity - 14,625,003 1,836,913 16,461,916

Reclassification of deficient
endowment fund activity 8,257,391 (8,257,391) - -

Endowment net assets,

December 31, 2009 $ (3.792.206) $ 11,716,775 §$ 81,654,759 $ 89,579,328
-17 -



COMMUNITY FOUNDATION FOR MONTEREY COUNTY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ENDOWMENT FUNDS (continued)

Funds with deficiencies — From time to time, the fair value of assets associated with individual
donor-restricted endowment funds may fall below the level that the donor or SPMIFA requires
the Foundation to retain as a fund of perpetual duration. In accordance with accounting
principles generally accepted in the United States of America, deficiencies of this nature that are
reported in unrestricted net assets were $3,792,206 and $12,049,597 as of December 31, 2009
and 2008, respectively. These deficiencies resulted from unfavorable market fluctuations.

Return objectives and risk parameters — The Foundation has adopted investment and spending
policies for endowment assets that attempt to achieve a growth in principal that will support a
continuing rise in charitable distributions from its endowments, avoid a high degree of risk and
ensure endowment funds will operate in perpetuity. Endowment assets include those assets of
donor-restricted funds that the Foundation must hold in perpetuity or for a donor-specified
period(s). Under this policy, as approved by the Board of Directors, the endowment assets are
invested in a manner that attempts to achieve an average annual total return of 8% measured over
a rolling three-year period. The investments will be diversified based upon a target portfolio mix
approved and adjusted from time to time by the Foundation’'s Investment Committee which will
assist in achieving operating goals while minimizing exposure to risk. The portfolio mix is reviewed
not less than quarterly and performance is measured against relevant indices.

Strategies employed for achieving objectives — To satisfy its long-term rate-of-return
objectives, the Foundation relies on a total return strategy in which investment returns are
achieved through both capital appreciation (realized and unrealized) and current yield (interest
and dividends). The Foundation targets a diversified asset allocation that places a greater
emphasis on equity-based investments to achieve its long-term return objectives within prudent
risk constraints.

Spending policy and how the investment objectives relate to spending policy - In 2009
and 2008, the Foundation had a policy of appropriating between 4.5% and 6.0% of the
endowment fund’s fair value for distribution each year. The endowment funds average fair value
was calculated as the average fund value for the 12 quarters prior to September 30 of each
year. In November 2009, the Foundation adopted a policy of distributing a payout of 5% of the
trailing 12 quarters’ balance for all funds with a balance that is equal to or greater than their
historic balance, 3% of the trailing 12 quarters for all funds with a balance that is less than their
historic balance but not more than 30% below their historic fair value and any funds that are
30% or more below their historic balance receive a distribution of net income only. This new
policy will be effective for 2010 distributions of endowment funds.

MANAGEMENT FEES
The Foundation assesses a 0.5% to 2.0% annual management fee, depending on the size and type
of fund, to each fund held within the Foundation.

In addition, the Foundation receives fees for the administration of charitable remainder trusts. The
amount charged is two-tenths of one percent of the value of the trust assets, payable quarterly.
These fees amounted to $31,405 and $39,432 for 2009 and 2008, respectively.

-18-



COMMUNITY FOUNDATION FOR MONTEREY COUNTY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

RETIREMENT PLANS

The Foundation maintains a 403(b) plan for employees at least eighteen years of age. Eligible
employees may make voluntary contributions subject to certain limits. The plan provides for a
discretionary contribution from the Foundation which is determined each year by the Board of
Directors. Participants are eligible for the Foundation contribution after one year of service.
Contributions by the Foundation charged to expense were $0 and $72,669 in 2009 and 2008,
respectively.

In 2006, the Foundation adopted an unfunded deferred compensation plan to provide retirement
benefits to the Foundation's President/CEO. The President/CEO must serve for five consecutive
calendar years to receive benefits, subject to certain terms, as defined in the agreement. The
expense for this plan was $100,000 and $50,000 for the years ended December 31, 2009 and 2008,
respectively.

INCOME TAX STATUS

The Foundation is a tax-exempt not-for-profit organization under Section 501(c)(3) of the Internal
Revenue Code and Section 23701d of the California Revenue and Taxation Act, and is classified as
other than a private foundation.

COMMITMENTS

The Foundation leases administrative space in Monterey, California that expires in October 2011
and requires monthly payments of $7,931. Monthly rental payments increase by 3% each year.
There are five separate three-year renewal options, with the first option exercisable in 2011, and
each successive option exercisable at the end of each successive three year term. Atthe beginning
of the third, fourth and fifth renewal options, the beginning rent shall be adjusted based on the fair
market rental value for the property at the time.

The Foundation also leases space in Salinas, California under an operating lease that expires
June 30, 2011 and requires monthly payments of $2,419.

Rent expense amounted to $180,508 and $185,535 for the years ended December 31, 2009 and
2008, respectively. The future minimum lease payments are as follows.

2010 $ 153,626
2011 79,818
$ 233444
SUPPORTING ORGANIZATION

The Lori and Lou Flagg Memorial Youth Fund, Inc. is a separately incorporated California nonprofit public
benefit corporation. As a supporting organization, its purpose is to support activities similar to those of the
Foundation. The Foundation is responsible for the investing of its assets and provides staff support to
operate the organization. In addition, the Foundation's Board of Directors is required to appoint a majority
of the organization's board members who must be independent of the founding group.

-19-



COMMUNITY FOUNDATION FOR MONTEREY COUNTY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

RELATED PARTY TRANSACTIONS
Approximately $25,000 and $66,000 in donations were received from members of the Board of
Directors during the years ending December 31, 2009 and 2008, respectively.

RECLASSIFICATIONS

In conjunction with the Foundation's adoption of UPMIFA, as of December 31, 2007 $27,860,527 of
unrestricted net assets has been reclassified to temporarily restricted net assets. The Foundation has
also reclassified the following activity in the statement of activity for the year ended December 31, 2008:

+ $83,177 of unrestricted restricted contributions has been reclassified to temporarily restricted
contributions.

- $3,829,528 of unrestricted interest and dividend income has been reclassified to temporarily
- restricted interest and dividend income.

+ $32,209,377 of unrestricted net unrealized and realized losses on investments has been
reclassified to temporarily restricted unrealized and realized losses on investments.

+ Temporarily restricted net assets released from restrictions were reduced by $5,785,308.

The overall impact of these reclassifications on net asset balances consists of the following.

December 31, 2007

Previously
Reported Reclassified
Net Assets Balances Reclassifications Balances
Unrestricted $ 36,297,830 $ (27,860,527) $ 8,437,303
Temporarily restricted 10,419,533 27,860,527 38,280,060
Permanently restricted 77,260,746 - 77,260,746
December 31, 2008
Previously
Reported Reclassified
Net Assets Balances Reclassifications Balances
Unrestricted $ 1,911,075 $ (5,349,163) $ (3,438,088)
Temporarily restricted 6,786,249 5,349,163 12,135,412
Permanently restricted 79,817,846 - 79,817,846

SUBSEQUENT EVENTS
The Foundation has evaluated subsequent events for potential recognition and/or disclosure
through April 6, 2010, the date which the financial statements were available to be issued. No such

events exist.
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