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Certified Public Accountants and Advisers

INDEPENDENT AUDITORS’ REPORT

The Board of Trustees
Southern Education Foundation, Inc.

We have audited the accompanying financial statements of Southern Education Foundation,
Inc. (a nonprofit organization), which comprise the statement of financial position as of
December 31, 2012 and 2011, and the related statements of activities and changes in net
assets and cash flows for the years then ended, and the related notes to the financial
statements.

Management’'s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’'s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Southern Education Foundation, Inc. as of December 31, 2012 and
2011, and the changes in net assets and cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as
a whole. The supplementary information is presented for purposes of additional analysis and
is not a required part of the financial statements. Such information is the responsibility of
management and was derived from, and relates directly to, the underlying accounting and
other records used to prepare the financial statements. The information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures, in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information
is fairly stated in all material respects, in relation to the financial statements as a whole.

(jnu.-ﬁ’:.,r ?g/‘""‘"“‘{-—

May 20, 2013



SOUTHERN EDUCATION FOUNDATION, INC.
STATEMENT OF FINANCIAL POSITION
DECEMBER 31, 2012 AND 2011

ASSETS
2012 2011
Cash and Cash Equivalents $ 898,472 $ 1,981,446
Investment Securities 22,649,560 21,054,359
Grants Receivable 440,000 562,500
Other Assets 20,496 17,684
Building, Furniture and Fixtures, Net 415,867 498,155

$ 24,424,395 $ 24,114,144

LIABILITIES AND NET ASSETS

Accounts Payable $ - $ 10,746
Other Liabilities 60,318 75,793
Total Liabilities 60,318 86,539
Net Assets
Unrestricted net assets
Board-designated 8,000,000 8,000,000
Undesignated 5,868,105 4,369,841

13,868,105 12,369,841

Temporarily restricted 10,483,572 11,645,364
Permanently restricted 12,400 12,400

24,364,077 24,027,605

$ 24,424,395 $ 24,114,144

The accompanying notes are an integral part of these financial statements.
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SOUTHERN EDUCATION FOUNDATION, INC.

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

YEAR ENDED DECEMBER 31, 2012

Revenue, Gains and Other Support:
Contributions
Grant revenue
Other revenue
Investment income
Net realized and unrealized gains
Net assets released from restrictions

Total Revenue, Gains and Other Support

Expenses:
Program
Management and general
Fundraising

Total Expenses
Increase (Decrease) in Net Assets

Net Assets:
Beginning of Year

End of Year

Temporarily Permanently

Unrestricted Restricted Restricted Total
$ 20,125 $ 25,000 $ - 3 45,125
- 550,000 - 550,000
48,451 - - 48,451
713,751 - - 713,751
1,505,404 - - 1,505,404
1,736,792 (1,736,792) - -
4,024,523 (1,161,792) - 2,862,731
1,992,951 - - 1,992,951
424,100 - - 424,100
109,208 - - 109,208
2,526,259 - - 2,526,259
1,498,264 (1,161,792) - 336,472
12,369,841 11,645,364 12,400 24,027,605
$ 13,868,105 $ 10,483,572 $ 12,400 $ 24,364,077

The accompanying notes are an integral part of these financial statements.
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SOUTHERN EDUCATION FOUNDATION, INC.

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

YEAR ENDED DECEMBER 31, 2011

Revenue, Gains and Other Support:
Contributions
Grant revenue
Other revenue
Investment income
Net realized and unrealized losses
Net assets released from restrictions

Total Revenue, Gains and Other Support

Expenses:
Program
Management and general
Fundraising

Total Expenses
Increase (Decrease) in Net Assets

Net Assets:
Beginning of Year

End of Year

Temporarily Permanently
Unrestricted Restricted Restricted Total

$ 21,413 $ 5000 $ - 3 26,413
- 2,047,656 - 2,047,656

70 - - 70

831,459 - - 831,459
(575,344) - - (575,344)
1,985,576 (1,985,576) - -
2,263,174 67,080 - 2,330,254
1,905,336 - - 1,905,336
688,962 - - 688,962
150,080 - - 150,080
2,744,378 - - 2,744,378
(481,204) 67,080 - (414,124)
12,851,045 11,578,284 12,400 24,441,729

$ 12,369,841 $ 11645364 $ 12,400 $ 24,027,605

The accompanying notes are an integral part of these financial statements.

7



SOUTHERN EDUCATION FOUNDATION, INC.

STATEMENT OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2012 AND 2011

Cash Flows From Operating Activities:
Increase (Decrease) in Net Assets
Adjustments to reconcile increase (decrease) in net assets
to net cash provided (required) by operating activities:

Depreciation
Net realized and unrealized (gains) losses
Decrease in grants receivable
(Increase) decrease in other assets
Increase (decrease) in accounts payable
Increase (decrease) in other liabilities

Net Cash Provided (Required) by Operating Activities

Cash Flows From Investing Activities:
Purchase of furniture and fixtures
Proceeds from the sale of investment securities
Purchase of investment securities

Net Cash Required by Investing Activities

Net Increase (Decrease) In Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

The accompanying notes are an integral part of these financial statements.
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2012 2011
336,472 $ (414,124)
89,420 71,138
(1,505,404) 575,344
122,500 407,500
(2,812) 15,363
(10,746) 1,256
(15,475) 11,647
(986,045) 668,124
(7,136) (218,109)
4,306,142 3,635,248
(4,395,935)  (3,937,088)
(96,929) (519,949)
(1,082,974) 148,175
1,981,446 1,833,271

898,472 $ 1,981,446




SOUTHERN EDUCATION FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Southern Education Foundation, Inc. (the “Foundation”) is a public charity established to
promote equity and quality in education, primarily for disadvantaged citizens in the South.
The Foundation undertakes a wide range of strategies and programs to fulfill its objectives
through research, analysis, advocacy, technical assistance and outreach.

Basis of Accounting and Presentation

The Foundation follows accounting standards set by the Financial Accounting Standards
Board (“FASB”). The FASB sets accounting principles generally accepted in the United
States of America (“GAAP”).

The Foundation’s net assets and revenue, expenses, gains, and losses are classified
based on the existence or absence of donor-imposed restrictions. Accordingly, the net
assets of the Foundation and changes therein are classified as unrestricted, temporarily
restricted or permanently restricted.

Unrestricted net assets include amounts, not subject to donor-imposed stipulations, used to
account for resources which are available to fulfill the purposes of the Foundation in
accordance with the limitations of its charter and bylaws. The principal sources of
unrestricted funds are grants, contributions, bequests and investment income. The
Foundation’s governing board has designated $8,000,000 for long-term investment as of
December 31, 2012 and 2011.

Temporarily restricted net assets are those resources currently available for use but
expendable only for purposes specified by the donor or grantor. Such resources originate
from grants, contributions and investment income restricted for specific purposes. When a
donor or grantor restriction expires, temporarily restricted net assets are reclassified to
unrestricted net assets and reported in the statement of activities as net assets released
from restrictions.

Permanently restricted net assets are those resources subject to donor-imposed
stipulations that they be maintained permanently by the Foundation. Generally, the donors
of these assets permit the Foundation to use all or part of the income earned on related
investments for general or specified purposes. At December 31, 2012 and 2011,
permanently restricted net assets consisted of a contribution from the McMillan Fund.



SOUTHERN EDUCATION FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of money market accounts and other short-
term cash investments. The Foundation maintains interest-bearing cash deposits at a
financial institution that may at times exceed the federally insured limit. For purposes of the
statement of cash flows, the Foundation considers all short-term, interest-bearing deposits
with original maturities of three months or less to be cash equivalents.

Investment Securities

Investment securities include both debt and equity securities. The fair value of investments
in marketable equity and debt securities is based on quoted market prices. Realized gains
and losses on sales of investments are computed using the specific-identification method.
Unrealized gains and losses are calculated based on the securities’ fair values, as
determined by an active market as of December 31, 2012 and 2011.

Fair Values Measured on Recurring Basis

GAAP establishes a fair value hierarchy that prioritizes the inputs to valuation techniques
used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted
prices in active markets for identical assets or liabilities (Level 1 measurement) and the
lowest priority to unobservable inputs in which little or no market data exists (Level 3
measurements). The three levels of the fair value hierarchy under GAAP are described
below:

Basis of Fair Value Measurement

Level 1 - Unadjusted quoted prices in active markets that are accessible at the
measurement date for identical, unrestricted assets or liabilities;

Level 2 - Quoted prices in markets that are not considered to be active or financial
instruments for which all significant inputs are observable, either directly or indirectly;

Level 3 - Prices or valuations that require inputs that are both significant to the fair value
measurement and unobservable.
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SOUTHERN EDUCATION FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of Fair Value Measurement (Continued)

As required by GAAP, assets and liabilities are classified in their entirety based on the
lowest level of input that is significant to the fair value measurement. At December 31, 2012
and 2011, all of the Foundation’s investment securities are classified as Level 1.

Concentration of Credit Risk

Financial instruments that potentially subject the Foundation to significant concentrations of
credit risk consist principally of cash and cash equivalents and investment securities. If
liquidity issues arise in the global credit and capital markets, it is at least reasonably
possible that these changes in risks could materially affect the amounts reported in the
accompanying financial statements.

Building, Furniture and Fixtures

Building, furniture and fixtures are stated at cost. The Foundation capitalizes all
expenditures in excess of $3,000 for building, furniture and fixtures and with an estimated
useful life of two years or more. The building consists of a condominium interest in an office
building and associated building improvements and is being depreciated on a straight-line
basis over an estimated useful life of 30 years. Furniture and fixtures are being depreciated
on a straight-line basis over estimated lives of three to ten years.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on
a functional basis in the statement of activities. Accordingly, certain costs have been
allocated among the programs and supporting services benefited on the basis of square
footage, payroll, or other relevant bases.

Income Taxes

The Foundation is recognized as an organization exempt from federal income tax under
Section 501(a) of the Internal Revenue Code as an organization described in Section
501(c)(3).
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SOUTHERN EDUCATION FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes (Continued)

The Foundation annually evaluates all federal and state income tax positions. This process
includes an analysis of whether these income tax positions the Foundation takes meet the
definition of an uncertain tax position under the Income Taxes Topic of the Financial
Accounting Standards Codification.

In the normal course of business, the Foundation is subject to examination by federal and
state taxing authorities. The Foundation believes it is no longer subject to tax examinations
for tax years ending before December 31, 2009.

Use of Estimates

Management of the Foundation has made certain estimates and assumptions relating to
the reporting of assets and liabilities and the disclosure of contingent assets and liabilities
to prepare the financial statements in conformity with GAAP. Actual results could differ from
those estimates.

Subsequent Events

Management has evaluated subsequent events through the date of this report, which is the
date the financial statements were available to be issued.

NOTE 2 — INVESTMENT SECURITIES

Investment securities consist of the following at December 31.:

2012 2011
Fair Value Cost Fair Value Cost
Certificate of deposit $ 255949 $ 250,000 $ 255,308 $ 250,000
Mutual funds 1,145,642 1,145,642 - -
Domestic corporate bonds 7,599,396 6,598,570 8,383,988 7,151,307
Domestic equity securities 7,553,294 5,946,056 6,807,664 6,016,073
Commodity linked funds 963,607 826,044 1,006,381 886,388
U.S. Government obligations 3,942,102 3,805,318 4,035,899 4,405,830
Real estate 941,748 854,074 398,176 407,164
Short-term money market 247,822 247,822 166,943 166,943

$22,649,560 $19,673,526 $21,054,359 $19,283,705
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SOUTHERN EDUCATION FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011
NOTE 3 — GRANTS RECEIVABLE

Grants receivable consist of the following at December 31:

2012 2011
Marguerite Casey Foundation $ - $ 187,500
Public Welfare Foundation - 235,000
The Atlantic Philanthropies 400,000 -
Mott Foundation 40,000 140,000

$ 440,000 $ 562,500

The estimated future cash flows are as follows for years ending December 31:

2012 2011
2013 $ 290,000 $ 492,500
2014 150,000 70,000

$ 440,000 $ 562,500
NOTE 4 — BUILDING, FURNITURE AND FIXTURES

Building, furniture, and fixtures consist of the following at December 31:

2012 2011

Building $ 867,057 $ 867,057
Furniture and fixtures 148,128 664,326
Building improvements 426,143 426,143
Work in Progress - 21,506
1,441,328 1,979,032

Less accumulated depreciation 1,025,461 1,480,877
Total $ 415867 $ 498,155

Depreciation expense totaled $89,420 and $71,138 for the years ended December 31,
2012 and 2011, respectively.
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SOUTHERN EDUCATION FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

NOTE 5 — PENSION PLAN

The Foundation has a defined contribution (money purchase) retirement plan covering
substantially all employees. The plan provides for the Foundation to contribute 15% of the
participant's regular base salary, which is used to purchase annuity contracts for
participants. The annuity contracts are the property of each participant and retirement
benefits are provided solely from such contracts. For the years ended December 31, 2012
and 2011, contributions to the plan totaled $135,098 and $110,357, respectively. The
pension contributions have been allocated to the various expense classifications on the
same basis as personnel costs.

NOTE 6 — OPERATING LEASES

The Foundation leases office equipment under various operating leases. At December 31,
2012, future minimum lease payments under noncancelable operating leases are as
follows for years ending December 31.:

2013 $ 11,027
2014 11,027
2015 10,182
2016 8,999
2017 5,420

$ 46,655

Lease expense for the years ended December 31, 2012 and 2011 totaled $13,410 and
$15,324, respectively.

NOTE 7 — TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets totaling $10,483,572 and $11,645,364 at December 31,
2012 and 2011, respectively, are available to support the Foundation’s various research,
analysis, advocacy, technical assistance, and outreach programs.

Temporarily restricted net assets totaling $1,736,792 and $1,985,576 were released from

restrictions during the years ended December 31, 2012 and 2011, respectively, by incurring
expenses satisfying the restricted purposes specified by donors or grantors.
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SOUTHERN EDUCATION FOUNDATION, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

NOTE 8 — CONCENTRATIONS

The Foundation depends heavily on contributions and grants for its revenue. During the
year ended December 31, 2012, the Foundation received approximately 91% of its grant
revenue from two organizations. During the year ended December 31, 2011, the
Foundation received approximately 92% of its grant revenue from four organizations. The
ability of certain of the Foundation’s contributors and grantors to continue giving amounts
comparable with prior years may be dependent upon current and future overall economic
conditions.
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SOUTHERN EDUCATIONAL FOUNDATION, INC.

STATEMENT OF FUNCTIONAL EXPENSES

YEAR ENDED DECEMBER 31, 2012

Personnel

Travel and meeting
Communication and publication
Depreciation

Office and building

Institutional management
Research and development
Grants committed

Management
Program and General Fundraising Total

$ 1,210,993 $ 305,017 $ 53,827 $ 1,569,837
302,408 48,162 8,499 359,069
128,047 12,946 2,286 143,279
68,853 11,625 8,942 89,420
81,384 13,740 10,569 105,693
193,155 32,610 25,085 250,850
1,861 - - 1,861

6,250 - - 6,250

$ 1992951 $ 424,100 $ 109,208 $ 2,526,259
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SOUTHERN EDUCATIONAL FOUNDATION, INC.
STATEMENT OF FUNCTIONAL EXPENSES
YEAR ENDED DECEMBER 31, 2011

Management
Program and General  Fundraising Total
Personnel $ 1,072,157 $ 458,011 $ 95,551 $ 1,625,719
Travel and meeting 393,637 73,355 24,452 491,444
Communication and publication 76,420 9,737 3,246 89,403
Depreciation 49,520 11,659 9,959 71,138
Office and building 52,273 42,745 14,248 109,266
Institutional management 193,508 93,455 2,624 289,587
Research and development 9,051 - - 9,051
Grants committed 58,770 - - 58,770

$ 1905336 $ 688,962 $ 150,080 $ 2,744,378
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