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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors of the
Legacy Foundation, Inc.
Merrillville, Indiana

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

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

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Foundation as of June 30, 2011 and 2010, and the

changes in its net assets and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Bluel G, LLC

September 15, 2011




LEGACY FOUNDATION, INC.

STATEMENTS OF FINANCIAL POSITION
JUNE 30, 2011 AND 2010

ASSETS
2011 2010
Cash and cash equivalents $ 646,730 $ 948,522
Certificates of deposit 428,828 315,274
Investments 28,262,882 23,370,105
Accounts receivable 1,895 1,895
Property and equipment, net 2,258 1,969
Restricted cash 196,301 128,175
Restricted investments 10,254,942 8,155,185
$ 39,793,836 $ 32,921,125
LIABILITIES AND NET ASSETS
Liabilities
Accounts payable $ 31,002 % 29,666
Accrued expenses 10,584 4,470
Grants payable -0- 46,600
Annuities payable 630,890 731,385
Custodial funds 10,451,243 8,283,360
Total liabilities 11,123,719 9,095,481
Net assets
Unrestricted:
Operating 570,715 527,255
Board designated operating reserve 102,020 111,310
Deficiency in endowment funds (515,837) (879,266)
156,898 (240,701)
Temporarily restricted 18,807,637 14,480,024
Permanently restricted 9,705,582 9,586,321
Total net assets 28,670,117 23,825,644
$ 39,793,836 $ 32,921,125

See accompanying notes to financial statements.
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LEGACY FOUNDATION, INC.

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011
(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED JUNE 30, 2010)

2011 2010

Temporarily Permanently
Unrestricted Restricted Restricted Total Total

Support and revenues
Contributions $ 66,728 $ 1,002,641 $ 735,078 % 1,804,447 $ 2,263,212
Investment return, net 437,440 4,775,754 -0- 5,213,194 3,184,188
Administrative income 424,589 -0- -0- 424,589 350,573
Miscellaneous income 6,815 -0- -0- 6,815 19,135
Net assets released from restrictions 1,965,237 (1,965,237) -0- -0- -0-
Total support and revenues 2,900,809 3,813,158 735,078 7,449,045 5,817,108
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Expenses

Q Grants 1,545,412 -0- -0- 1,545,412 1,618,245

; Program 182,755 -0- -0- 182,755 183,993
Administrative fees 323,496 -0- -0- 323,496 270,752

’ Personnel costs 342,723 -0- -0- 342,723 280,946

Q Professional services 52,289 -0- -0- 52,289 14,893
Outside services 18,285 -0- -0- 18,285 17,154

Q Office operations 62,974 -0- -0- 62,974 45,870
Occupancy costs 43,926 -0- -0- 43,926 44,047

Q Marketing and development 30,470 -0- -0- 30,470 7.868

Q Depreciation 2,242 -0- -0- 2,242 3,229

D Total expenses 2,604,572 -0- -0- 2,604,572 2,486,997
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Change in net assets before change
in fund classfication 296,237 3,813,158 735,078 4,844,473 3,330,111

Change in fund classification 101,362 514,455 (615,817) -0- -0-

Change in net assets 397,599 4,327,613 119,261 4,844,473 3,330,111
Net assets, beginning of year (240,701) 14,480,024 9,586,321 23,825,644 20,495,533

Net assets, end of year 3 156,808 § 18807637 $ 9705582 §$ 28,670,117 $ 23825644

(\ﬁ‘

See accompanying notes to financial statements.
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LEGACY FOUNDATION, INC.

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2010

Temporarily Permanently
Unrestricted Restricted Restricted Total
Support and revenues
Contributions $ 64493 $ 1510674 $ 688,045 $ 2,263,212
Investment return, net 802,732 2,381,456 -0- 3,184,188
Administrative income 350,573 -0- -0- 350,573
Miscellaneous income 19,135 -0- -0- 19,135
Net assets released from restrictions 1,790,303 (1,790,303) -0- -0-
Total support and revenues 3,027,236 2,101,827 688,045 5,817,108
Expenses
Grants 1,618,245 -0- -0- 1,618,245
Program 183,993 -0- -0- 183,993
Administrative fees 270,752 -0- -0- 270,752
Personnel costs 280,946 -0- -0- 280,946
Professional services 14,893 -0- -0- 14,893
Qutside services 17,154 -0- -0- 17,154
Office operations 45,870 -0- -0- 45,870
Occupany costs 44,047 -0- -0- 44,047
Marketing and development 7,868 -0- -0- 7,868
Depreciation 3,229 -0- -0- 3,229
Total expenses 2,486,997 “Z -0- -0- 2,486,997
Change in net assets $ 540239 § 2,101,827 §$ 688,045 $ 3,330,111
Net assets, beginning of year
As previously reported $ 302,461 $ 442257 $ 20,103,385 $ 20,848,103
Prior period adjustments
Correct recognition of net asset classification (1,083,401) 12,288,510 (11,205,109) -0-
Correct recognition of custodial funds -0- 21,139 -0- 21,139
Correct recognition of annuities payable -0- (373,709) -0- (373,709)
As restated (780,940) 12,378,197 8,898,276 20,495,533
Change in net assets 540,239 2,101,827 688,045 3,330,111
Net assets, end of year $ (240,701) $ 14,480,024 $ 9,586,321 § 23,825,644

See accompanying notes to financial statements.
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LEGACY FOUNDATION, INC.

STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2011 AND 2010

2011 2010
Operating activities
Change in net assets $ 4844473 $ 3,330,111
Adjustments to reconcile change in net assets
to net cash flows from operating activities:
Depreciation 2,242 3,229
Realized and unrealized gains on investments (4,474,948) (2,497,008)
Contributions restricted to endowment funds (735,078) (688,045)
Changes in assets and liabilities:
Restricted cash and investments _ (2,167,883) (2,346,623)
Accounts payable ‘ 1,336 18,273
Accrued expenses 6,114 (2,927)
Grants payable (46,600) (39,960)
Annuities payable (100,495) (94,553)
Custodial funds 2,167,883 2,346,623
Net cash flows from operating activities (502,956) 29,120
Investing activities
Purchases of property and equipment (2,531) -0-
Net change in certificates of deposit (113,554) 167,585
Net change in investments (417,829) (914,992)
Net cash flows from investing activities (533,914) (747,407)
Financing activities
Contributions restricted to endowment funds 735,078 688,045
Net change in cash and cash equivalents (301,792) (30,242)
Cash and cash equivalents, beginning of year 948,522 978,764
Cash and cash equivalents, end of year $ 646,730 $ 948,522

See accompanying notes to financial statements.
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

1.

NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING
POLICIES

Nature of Operations

The Legacy Foundation, Inc. (the “Foundation”) is a not-for-profit organization. The
Foundation was established primarily to serve Lake County by managing and
distributing charitable contributions, supporting qualified not-for-profit organizations,
and providing philanthropic leadership to improve the quality of life in the county.

Management's Estimates

Management uses estimates and assumptions in preparing financial statements in
accordance with accounting principles generally accepted in the United States of
America. Those estimates and assumptions affect the reported amounts of assets and
liabilities and the reported support, revenues and expenses. Actual results could vary
from the estimates that were used.

Basis of Presentation

Net assets, support, investment return, revenues, gains and losses are classified
based on the existence or absence of donor-imposed restrictions. While most gift
instruments give the Foundation’s Board of Directors the right to vary the terms of
the gift, this only allows for a limited right of modification and does not relieve the
restrictions imposed by the donor. Accordingly, the net assets of the Foundation are
classified and reported as follows:

Unrestricted net assets — Net assets that are not subject to donor-imposed
restrictions and primarily made up of the Foundation’s operating fund. The
Foundation maintains unrestricted funds as follows:

Operating — used to fund current operations of the Foundation

Board designated operating reserve — used to fund future operations of the
Foundation as designated by the Board

Deficiency in endowment funds — permanent funds in which investment activity
caused the funds to fall below historical gift amounts
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

Temporarily restricted net assets — Net assets not yet appropriated for
expenditure by the Foundation’s Board of Directors in accordance with their
spending policy or that have donor-imposed restrictions relating to a stipulated
purpose or a specified time. When a donor restriction expires, that is, when a
stipulated time restriction ends or purpose restriction is accomplished or amounts
have been allocated for expenditure by the Board of Directors, 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 — Net assets subject to donor-imposed
restrictions that neither expire by passage of time nor can be fulfilled or otherwise
removed by actions of the Foundation. Included in this classification are
endowment funds that are subject to the restrictions of gift instruments requiring
that the principal be maintained in perpetuity and invested for the purpose of
producing present and future income. In accordance with the Foundation’s
spending policy, the historic gift value of those funds that specifically request that
the principal shall not be invaded are classified as permanently restricted net
assets.

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of money market investments and exclude
amounts held by the Foundation’s fund managers and included in investments.

Investments and Investment Return

The Foundation carries its investments at fair value for financial reporting purposes.
Changes in unrealized appreciation or depreciation of investments are reflected in the
Statement of Activities in the period in which such changes occur.

Interest and dividend income and net unrealized and realized gains and losses on
investments are recognized as unrestricted or temporarily restricted based upon the
existence or absence of donor-imposed restrictions or the related fund classification in
accordance with the Foundation’s spending policy.

Property and Equipment

Property and equipment, including expenditures that substantially increase the useful
lives of existing assets, are recorded at cost except for donations, which are recorded
at fair value at the date of the donation. Costs of ordinary maintenance and repairs are
expensed as incurred.

Property and equipment is depreciated over its estimated useful life ranging from
three to seven years using the straight line method.
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

Restricted Cash and Investments

Restricted cash and investments consist of monies received from organizations that
have named themselves as the beneficiary of the income from funds they established
for their own benefit and pass-through grant programs. These amounts are also
reported as custodial funds at June 30, 2011 and 2010.

Support, Revenues and Expense Recognition

Contributions, which include unconditional promises to give (contributions receivable),
are recognized as revenues in the period the contribution is received or the promise is
made.

Support and revenues are reported as increases in either unrestricted, temporarily
restricted, or permanently restricted net assets in accordance with the classification of
the fund as it relates to the Foundation’s spending policy. Expenses are reported as
decreases in unrestricted net assets. Gains and losses on investments and other
assets or liabilities are reported as increases or decreases in either unrestricted or
temporarily restricted net assets in accordance with the classification of the fund as it
relates to the Foundation’s spending policy. All other revenue is recorded when
earned.

Administrative Fees

Administrative fees are expensed from the funds to support the operations of the
Foundation. Administrative fees from all funds are reflected as revenue on the
Statement of Activities. The administrative fees from custodial funds are not included
as expenses on the Statement of Activities because they are included in the change in
custodial funds.

Functional Allocation of Expenses

The costs of providing the various programs and supporting services have been
summarized on a functional basis in the notes to financial statements. Accordingly,
certain costs have been allocated among the programs and supporting services
benefited. While the methods of allocation are considered appropriate, other methods
could produce different results.

Change in Fund Classification

During the year ending June 30, 2011, the Foundation allowed fund holders to choose
how funds are managed under the Foundation’s spending policy. Based on this
process, the classification of certain funds transferred from permanently restricted to
unrestricted or temporarily restricted.
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

Income Taxes

The Legacy Foundation, Inc. is a not-for-profit corporation as described in Section
501(c)(8) of the Internal Revenue Code and is exempt from federal taxes on related
income pursuant to Section 501(a) of the Code.

Accounting principles generally accepted in the United States of America require
management to evaluate tax positions taken by the Foundation and recognize a tax
liability if the Foundation has taken an uncertain position that more likely than not
would not be sustained upon examination by various federal and state taxing
authorities. Management has analyzed the tax positions taken by the Foundation,
and has concluded that as of June 30, 2011, there are no uncertain positions taken
or expected to be taken that would require recognition of a liability or disclosure in
the accompanying financial statements. The Foundation is subject to routine audits
by taxing jurisdictions; however, there are currently no audits for any tax periods in
progress.

As such, the Foundation is generally exempt from income taxes. However, the
Foundation is required to file Federal Form 990 — Return of Organization Exempt
from Income Tax which is an informational return only.

Subsequent Events

The Foundation has evaluated events or transactions occurring subsequent to the
Statement of Financial Position date for recognition and disclosure in the
accompanying financial statements through the date the financial statements are
available to be issued, which is September 15, 2011.

Reclassifications

Certain prior year amounts have been reclassified herein to conform to the current
method of presentation.

RESTATEMENT

The Foundation has restated its financial statements to correct the classification of
board designated and donor restricted endowments as of July 1, 2009. The
reclassification of net assets from permanently restricted to either unrestricted or
temporarily restricted at July 1, 2009 was $11,205,109.

The Foundation also modified its interpretation of the classification of certain funds
as custodial funds. The effect of this prior period adjustment on the opening
temporarily restricted net assets was $21,139 at July 1, 2009.
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

The Foundation also modified the liability of annuities payable and has restated its
net assets as of July 1, 2009. The effect of this prior period adjustment on the
opening temporarily restricted net assets is $373,709 at July 1, 2009.

The impact of these adjustments on the change in net assets for the year ending
June 30, 2009 is $58,866.

CERTIFICATES OF DEPOSIT

Certificates of deposit consist of the following at June 30, 2011 and 2010:

2011 2010
Interest Interest
Amount Maturity Rate Amount Maturity Rate
3 256,226 3/22/2012 0.45% $ 254,318  3/22/2011 1.00%
110,313 8/11/2012 1.00% 60,956  5/16/2011 1.84%
62,289 11/18/2012 0.60%
$ 428,828 $ 315,274
10




LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

4.

INVESTMENTS

Investments (including restricted investments) at June 30, 2011 and 2010 consist of

the following:

Cash and money market funds

Global equity
Large/mid cap
Small cap
International
International small cap
Emerging markets
Low volatility
Hedged equity
Global fixed income
Multisector bond
Intermediate term bond
World bond
Moderate
Real assets
Real estate
Natural resources
Diversifying strategies
Low volatility
Government fixed income
Other

2011 2010
$ 236,479 $ 1,000,962
13,088,142 11,737,314
3,055,586 1,210,304
3,419,830 2,520,045
356,274 261,588
2,590,113 2,121,132
1,756,771 1,230,242
2,994,291 1,351,689
964,419 884,505
3,753,517 4,391,069
1,007,046 845,026
293,774 310,504
-0- 471,176
629,098 534,260
3,314,130 1,680,946
950,793 942,219
107,561 132,309
$ 38,517,824 § 31,525,290

The following schedule summarizes the investment return, excluding the investment

return on investments related to custodial funds, and its classification in the Statement

of Activities:
2011 2010
Interest and dividend income $ 833,428 $ 759,818
Realized gains (losses) 846,324 (4,105,392)
Unrealized gains 3,628,624 6,602,400
Investment fees (95,182) (72,638)
$ 5213,194 $ 3,184,188

11
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

5. RISKS AND UNCERTAINTIES

The Foundation holds a variety of investments (Note 4). Such investments are
exposed to various risks such as interest rate, market, and credit. Due to the level of
risk associated with these securities and the level of uncertainty related to changes
in the value, it is at least reasonably possible that changes in the various risk factors
will occur in the near term that could materially affect the amounts reported in the
accompanying financial statements.

FAIR VALUE OF FINANCIAL INSTRUMENTS

Assets that are measured at fair value are categorized according to a fair value
hierarchy that prioritizes the inputs to valuation techniques, giving the highest priority
to quoted prices in active markets for identical assets and the lowest priority to
unobservable value inputs. If the inputs used fall within different levels of the
hierarchy, the categorization is based upon the lowest level input that is significant to
the fair value measurement. The hierarchy of inputs as follows:

» Level 1 - Unadjusted quoted prices for identical assets and liabilities in active
markets

* Level 2 — Quoted prices for similar assets and liabilities in active markets
(other than those included in Level 1) which are observable for the asset or
liability, either directly or indirectly

* Level 3 - Valuations derived from valuation techniques in which one or more
significant inputs or significant value drivers are unobservable

The following table sets forth financial assets and liabilities measured at fair value in
the Statement of Financial Position and the respective levels to which the fair value
measurements are classified within the fair value hierarchy as of June 30, 2011 and
2010:

2011
Fair Value Level 1 Level 2 Level 3
Assets:
Investments $ 28,262,882 $ 25268591 $ 1,469,375 $ 1,624,916
Restricted investments 10,254,942 10,254,942 -0- -0-
Liabilities:
Annuities payable 630,890 -0- -0- 630,890

12
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

2010
Fair Value Level 1 Level 2 Level 3
Assets:
Investments $ 23,370,105 $ 22,018,416 $ 1,351,689 §$ -0-
Restricted investments 8,155,185 8,155,185 -0- -0-
Liabilities:
Annuities payable 731,385 -0- -0- 731,385

Fair values for investments and restricted investments are determined by reference
to quoted market prices and other relevant information generated by market
transactions. Fair value for the hedge fund is based on the net asset value of the
fund as determined by the reported valuations of underlying investment managers.
Fair values for annuities payable are determined by calculating the present value of
future payments to beneficiaries using published life expectancy tables, and discount
rates ranging from 3.8 percent to 5.8 percent.

The investment objective of the hedge funds is to meet or exceed the performance
of the broad equity markets over a full market cycle with less volatility than the equity
markets as measured by the S&P 500 Index. The investments in hedge funds may
be redeemed at the net asset value. Advance notice is required to redeem these
investments. However, it is possible that these redemption rights may be restricted
or eliminated by the funds in the future in accordance with the underlying fund
agreements. Due to the nature of the investments held by the funds, changes in
market conditions and the economic environment may significantly impact the net
asset value of the funds and, consequently, the fair value of the Foundation’s
interests in the funds. Although a secondary market exists for these investments, it is
not active and individual transactions are typically not observable. When
transactions do occur in this limited secondary market, they may occur at discounts
to the reported net asset value. It is therefore reasonably possible that if the
Foundation were to sell these investments in the secondary market, a buyer may
require a discount to the reported net asset value, and the discount could be
significant.

The hedge funds are classified as Level 2 and Level 3 depending on the
Foundation’s ability to redeem them. One hedge fund investment started in 2011
and the Foundation is not allowed to redeem shares until the one year anniversary
date of the investment in the fund. This investment is classified as Level 3 and the
progression for the hedge fund for the year ended June 30, 2011 is as follows:

Purchase of shares $ 1,500,000
Change in value 24,916
$ 1,524,916

13
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

The progression of annuities payable during the years ended June 30, 2011 and
2010 is as follows:

2011 2010
Beginning balance $ 731,385 $ 825,938
Payments (64,766) (69,671)
Change in present value (35,729) (24,882)
Ending balance $ 630,800 $ 731,385

7. PROPERTY AND EQUIPMENT

A summary of property and equipment at June 30, 2011 and 2010 is as follows:

2011 2010
Furniture and equipment $ 79226 $ 76,695
Less accumulated depreciation (76,968) (74,726)
$ 2258 $ 1,969

8. ANNUITIES PAYABLE

“The Foundation has been the recipient of several gift annuities which require future

payments to the donor or their named beneficiaries. The assets received from the
donors are recorded at fair value. The Foundation has recognized a liability for the
present value of the amount expected to be paid to the third-party beneficiaries at
June 30, 2011 and 2010 under these agreements. The liability was calculated based
on the applicable mortality tables and discount rates ranging from 3.8 percent to 5.8
percent. The present value of amounts expected to be paid to the donors or their
named beneficiaries was $630,890 and $731,385 at June 30, 2011 and 2010,
respectively.

9. CUSTODIAL FUNDS

Custodial funds represent funds placed on deposit with the Foundation by other
organizations based on their individual board resolutions. In addition, the Foundation
has entered into agreements to serve as fiscal agents of funds for certain individuals
and organizations. The Foundation accounts for these transfers as a liability in
accordance with applicable accounting standards. Income is added to these funds
periodically in accordance with the Foundation’s investment allocation policies.

14
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

Contributions by, investment interest credits for, and distributions to those
organizations are reflected as adjustments to the liability account and are not
reflected in the Statement of Activities.

Following is a progression of custodial funds during 2011 and 2010:

2011 2010
Beginning balance $ 8,283,360 $ 5,936,737
Contributions 866,113 1,926,147
Investment return, net 1,749,265 916,107
Administrative fees (94,593) (79,304)
Grants (352,902) (416,327)
Ending balance $ 10,451,243 $ 8,283,360

10. TEMPORARILY AND PERMANENTLY RESTRICTED NET ASSETS

—h
—h

ke
A

Temporarily restricted net assets represent endowment funds not yet appropriated
for expenditure of $18,807,637 and $14,480,024 at June 30, 2011 and 2010,
respectively. Permanently restricted net assets in the amount of $9,705,582 and
$9,586,321 at June 30, 2011 and 2010, respectively, are donor-restricted assets
whereby the principal amount is never to be expended. Income earned from these
principal amounts includes both temporarily restricted and unrestricted amounts.

NET ASSETS RELEASED FROM RESTRICTIONS

Net assets were released from donor restrictions in the amount of $1,965,237 and
$1,790,303 based on endowment funds appropriated for expenditure for the years
ended June 30, 2011 and 2010, respectively.

ENDOWMENT

The majority of the Foundation’s funds consist of endowed funds established for a
variety of purposes. Its endowment includes both donor-restricted endowment funds
and funds designated by the Board of Directors to function as endowments. As
required by accounting principles generally accepted in the United States of
America, net assets associated with endowment funds, including funds designated
by the Board of Directors to function as endowments, are classified and reported
based on the existence or absence of donor-imposed restrictions.

15




eSSl A A A N N A N ENEENEEENRRNEEEREREEK

LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

The Board of Directors has interpreted the Uniform Prudent Management of
Institutional Funds Act (“UPMIFA") as requiring the preservation of the historic gift
value as of the gift date of the donor-restricted endowment funds absent explicit
donor stipulations to the contrary. As a result of this interpretation, the Foundation
classifies as permanently restricted net assets (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 UPMIFA. In accordance with UPMIFA, the Foundation
considers the following factors in making a determination to appropriate or
accumulate donor-restricted endowment funds.

(1) The duration and preservation of the fund

(2) The purposes of the Foundation and the donor-restricted endowment fund
(3) General economic conditions

(4) The possible effect of inflation and deflation

(5) The expected total return from income and the appreciation of investments
(6) Other resources of the Foundation

(7) The investment policies of the Foundation

The Foundation has adopted investment and spending policies for endowment
assets that attempt to provide a predictable stream of funding for granting purposes
while seeking to maintain the purchasing power of the endowment assets.
Endowment assets include those assets of donor-restricted funds that the
Foundation must use for a donor-specified purpose as well as board-designated
funds. Under this policy, as approved by the Board of Directors, the endowment
assets are invested in a manner that is intended to produce long-term growth of
capital without undue exposure to risk. The Foundation expects its endowment
funds, over time, to grow at a rate equal or greater than the Consumer Price Index
plus any distributions and administrative expenses. Actual returns in any given year
may vary from this amount.

To satisfy its long-term rate of return objectives, the Foundation relies on a total
return strategy in which investment decisions shall be made with the intent of
maximizing the long-term total return of the portfolio through market value changes
(realized and unrealized) and through earned income (dividends and interest).

The Foundation has a policy in which the distribution is calculated semi-annually.
Each distribution amount will be 2.5 percent of a rolling quarter average. Quarters
are applied in increments of two quarters to the rolling quarter average up to a
maximum of twenty quarters. In establishing this policy, the Foundation considered
the long-term expected return on its endowment.
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

Endowed funds by net asset type at June 30, 2011 and 2010 were as follows:

2011
Temporarily Permanently
Unrestricted Restricted Restricted
Board Designated Funds $ 102,020 $ -0- $ -0-
Donor Restricted Funds (515,837) 18,807,637 9,705,582

$ (413,817) $ 18,807,637 § 9,705,582

2010
Temporarily Permanently
Unrestricted Restricted Restricted
Board Designated Funds $ 111,310  $ -0- $ -0-
Donor Restricted Funds (879,266) 14,480,024 9,586,321

$ (767,956) $ 14,480,024 $ 9,586,321

From time to time, the fair value of assets associated with individual donor restricted
endowment funds may fall below the level that the donor 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 $515,837 and $879,266 as of June 30,
2011 and 2010, respectively.

Changes in endowment net assets for the years ended June 30, 2011 and 2010,
were as follows:

2011
Temporarily Permanently
Unrestricted Restricted Restricted
Endowment net assets,
beginning of year $ (767,956) $ 14,480,024 $ 9,586,321
Contributions and grants -0- 1,002,641 735,078
Investment return, net 336,205 4,775,754 -0-
Change in fund classification 101,362 514,455 (615,817)
Appropriation of endowment
assets for expenditure (83,428) (1,965,237) -0-

Endowment net assets, end
of year

¥

(413,817) §$ 18,807,637 § 9,705,582
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

2010
Temporarily Permanently
Unrestricted Restricted Restricted
Endowment net assets,
beginning of year $ (1,268,873) $ 12,378,197 §$ 8,898,276
Contributions and grants -0- 1,510,674 688,045
Investment return, net 790,954 2,381,456 -0-
Appropriation of endowment
assets for expenditure (290,037) (1,790,303) -0-
Endowment net assets, end
of year $ (767,956) § 14,480,024 $ 9,586,321

13. FUNCTIONAL EXPENSES

The Foundation serves as a vehicle for residents of Lake County to donate to
various organizations and projects in the county. Expenses related to providing this
service for the years ended June 30, 2011 and 2010, are classified as follows:

2011 2010
Development of Lake County $ 2,047,051 $ 2,056,736
Fundraising 292,029 243,042
General and administrative expenses 265,492 187,219

$ 2604572 $ 2,486,997

14. OPERATING LEASES

The Foundation entered into a three year office space lease with monthly payments
adjusted annually. Rent expense was $39,448 and $39,576 for the years ended
June 30, 2011 and 2010, respectively. Future minimum lease payments subsequent
to June 30, 2011 under this lease are as follows:

Amount
2012 $ 39,431
2013 26,287
$ 65,718
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LEGACY FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

15. SIMPLE IRA PLAN

16.

The Foundation has a Simple IRA pension plan, covering all employees who earned
$5,000 or more, per year, during any prior year of employment. The Foundation will
make a matching contribution to each eligible employee’s Simple IRA equal to the
employee’s salary reduction contributions up to a limit of 3% of the employee’s
compensation for the year. The employer contribution for the years ended June 30,
2011 and 2010 was $4,368 and $5,916, respectively.

CONCENTRATIONS OF CREDIT RISK

The Foundation maintains its cash in bank deposit accounts insured by the Federal
Deposit Insurance Corporation at its current coverage levels. The Foundation has
not experienced any losses in such accounts. The Foundation believes it is not
exposed to any significant credit risk on cash.

Marketable securities and money market funds are maintained with multiple
investment firms. Such balances exceed the Securities Investor Protection
Corporation insured limits of up to $500,000.
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