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Independent Auditors' Report

To the Board of Trustees,
Princeton Area Community Foundation, Inc.:

We have audited the accompanying financial statements of Princeton Area Community Foundation, Inc.,
which comprise the statements 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 from 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 Princeton Area Community Foundation, Inc. as of December 31, 2012 and 2011, and
the changes in its net assets and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.
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Princeton Area Community Foundation, Inc.
Statements of Financial Position
December 31, 2012 and 2011

2012 2011
Assets
Cash and cash equivalents 21,467,370 14,748,444
Contributions receivable 210,667 766,807
Investments 65,900,534 59,503,067
Prepaid expenses 21,155 18,224
Beneficial interest in split interest agreements 740,663 646,692
Cash surrender value of life insurance -- 214,655
Deposits 10,125 10,125
Property and equipment, net 44,507 55,628
88,395,021 75,963,642
Liabilities and Net Assets
Liabilities
Accounts payable and accrued expenses 26,722 34,775
Grants and scholarships payable 344,494 219,075
Deferred rent 55,636 60,154
Funds held for others 16,613,516 11,814,456
Total liabilities 17,040,368 12,128,460
Net assets
Unrestricted
Board designated long-term grant funds 34,905,245 30,513,864
Other grant funds 31,445,502 28,753,882
Operating funds 4,263,243 3,170,744
70,613,990 62,438,490
Temporarily restricted 740,663 1,396,692
Total net assets 71,354,653 63,835,182
88,395,021 75,963,642

The Notes to Financial Statements are an integral part of these statements.
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Princeton Area Community Foundation, Inc.

Statements of Activities and Changes in Net Assets

Years Ended December 31, 2012 and 2011

Support and revenues
Contributions
Investment income
Other income
Special events, net of direct costs
of $33,235 for 2011
Change in value of split interest agreements
Net assets released from restrictions

Allocations and expenses
Program services
Management and general
Fundraising

Changes in net assets

Net assets, beginning of year

Net assets, end of year

2012 2011
Temporarily Temporarily

Unrestricted Restricted Total Unrestricted Restricted Total
$ 8,595,996 $ -- $ 8,595,996 $ 7,505,639 $ 750,000 $ 8,255,639
5,550,048 -- 5,550,048 911,663 -- 911,663
89,569 -- 89,569 80,323 -- 80,323
-- -- -- 13,594 -- 13,594
(3,730) 93,971 90,241 12,278 (44,622) (32,344)
750,000 (750,000) -- 50,000 (50,000) --
14,981,883 (656,029) 14,325,854 8,573,497 655,378 9,228,875
6,252,364 -- 6,252,364 5,185,598 -- 5,185,598
456,842 -- 456,842 411,550 -- 411,550
97,177 -- 97,177 95,144 -- 95,144
6,806,383 -- 6,806,383 5,692,292 -- 5,692,292
8,175,500 (656,029) 7,519,471 2,881,205 655,378 3,536,583
62,438,490 1,396,692 63,835,182 59,557,285 741,314 60,298,599
$ 70,613,990 $ 740,663 $ 71,354,653 $ 62,438,490 $ 1,396,692 $63,835,182

The Notes to Financial Statements are an integral part of these statements.




Princeton Area Community Foundation, Inc.
Statements of Cash Flows
Years Ended December 31, 2012 and 2011

2012 2011
Cash flows from operating activities
Changes in net assets $ 7,519,471 $ 3,536,583
Adjustments to reconcile changes in net assets
to net cash provided by operating activities

Unrealized (gain) loss on investments (2,667,730) 1,261,818
Realized gain on sale of investments (2,600,386) (434,330)
Change in value of split interest agreements (93,971) 44,622
Change in value of cash surrender value of life insurance -- (20,753)
Depreciation expense 14,772 14,038
Changes in assets and liabilities
Contributions receivable 556,140 (396,068)
Prepaid expenses (2,931) (1,316)
Accounts payable and accrued expenses (8,053) 15,926
Grants payable 125,419 219,075
Deferred rent (4,518) (2,571)
Net cash provided by operating activities 2,838,213 4,237,024

Cash flows from investing activities

Property and equipment additions (3,651) (15,147)

Funds held for others - net additions 4,799,060 1,509,419

Sale of investments 22,116,734 7,000,000

Purchase of investments (23,246,085) (9,132,944)
Life insurance proceeds 214,655 --

Net cash provided (used) by investing activities 3,880,713 (638,672)

Net increase in cash and cash equivalents 6,718,926 3,598,352

Cash and cash equivalents

Beginning of year 14,748,444 11,150,092
End of year $ 21,467,370 $ 14,748,444

Supplemental disclosure of cash flow information
There were no amounts paid for interest or income taxes
for the years ended December 31, 2012 or 2011.

The Notes to Financial Statements are an integral part of these statements.
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Princeton Area Community Foundation, Inc.

Statements of Functional Expenses
Years Ended December 31, 2012 and 2011

2012 2011
Supporting Services Supporting Services
Program Management Program Management
Services and General Fundraising Total Services and General  Fundraising Total
Grant expense $ 5,769,820 $ - $ - $ 5,769,820 $ 4,589,988 $ - $ - $ 4,589,988
Salaries and wages 294,965 288,466 59,725 643,156 263,781 260,560 53,810 578,151
Employee benefits and
payroll taxes 65,485 63,132 12,621 141,238 54,850 53,725 10,689 119,264
Professional services 9,030 20,622 -- 29,652 151,796 21,588 -- 173,384
Occupancy 43,651 37,167 8,061 88,879 44,565 33,731 10,257 88,553
Insurance 2,695 2,302 512 5,509 2,132 1,614 504 4,250
Information technology 7,516 6,420 1,883 15,819 6,781 5,131 4,387 16,299
Travel 1,144 977 217 2,338 2,338 1,769 553 4,660
Office expense 11,641 12,656 2,196 26,493 16,770 15,448 3,934 36,152
Marketing - 11,718 4,711 16,429 - 6,700 6,226 12,926
Membership dues and
subscriptions 6,568 5,609 1,247 13,424 6,159 4,660 1,457 12,276
Training, conferences
and events 32,622 1,600 4,632 38,854 39,395 1,295 1,661 42,351
Depreciation 7,227 6,173 1,372 14,772 7,043 5,329 1,666 14,038
$ 6,252,364 $ 456,842 $ 97,177 $ 6,806,383 $ 5,185,598 $ 411,550 $ 95144 $ 5,692,292

The Notes to Financial Statements are an integral part of these statements.



Princeton Area Community Foundation, Inc.
Notes to Financial Statements
December 31, 2012 and 2011

1. Nature of Organization

Princeton Area Community Foundation, Inc. (“the Community Foundation”) is a New Jersey not-for-profit
corporation, located in Mercer County, organized and incorporated in 1991. Its primary purpose is to
encourage philanthropy as an important community value and activity. The Community Foundation is
primarily a philanthropic fund which supports charitable giving through education, grant making, and by
creating a network of donors, professional advisors and not-for-profit organizations to increase and improve
the effectiveness of giving in the region. Significant sources of revenue are received from contributions and
investment income. The Community Foundation also holds custodial funds in a management capacity,
where the funds are managed and held for the fund holder’'s benefit.

2. Summary of Significant Accounting Policies

Basis of Presentation

Financial reporting by not-for-profit organizations requires that resources be classified for accounting and
reporting purposes into net asset categories according to externally (donor) imposed restrictions. For the
years ended December 31, 2012 and 2011, the Community Foundation had accounting transactions in two
net asset categories. The unrestricted net asset category represents net assets that are not subject to
donor imposed restrictions and the temporarily restricted net asset category represents net assets that are
subject to donor imposed time or purpose restrictions.

Revenue and Support Recognition

Gifts of cash and other assets are reported 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 statements of activities and changes in net assets as net assets
released from restrictions. However, restricted contributions whose restrictions expire or are otherwise
satisfied within the period of receipt are reported as unrestricted revenues in the statements of activities and
changes in net assets. Unrestricted contributions are recognized as revenue when they are received or
unconditionally pledged. The variance power provision contained in the Community Foundation’s governing
documents further provides that, absent contrary directions given in the transferring instrument regarding
the use of principal, all or part of the principal of any fund may be used subject to certain conditions,
including approval of the Board of Trustees. Therefore, such contributions are reported as unrestricted net
assets.

Program Services

The Community Foundation is an active grantmaker through two competitive grant programs, Greater
Mercer Grants and the Fund for Women and Girls, and grantmaking from donor-advised, designated,
nonprofit, and field-of-interest funds. Its primary focus is central New Jersey, but grants from donor-advised
funds are made regionally and nationally as well. Competitive grants address the needs of low-income
people in greater Mercer County, provide operating support for nonprofits working with low-income people,
and provide support for work to build the social capital of the region. The Community Foundation’s
grantmaking touches many programmatic areas including education, basic services, health, arts and culture,
housing, the environment, historic preservation, civil rights, and animal welfare. The Community Foundation
also administers over a dozen scholarship funds which grant scholarships and awards through competitive
processes to support college study by local students; and to honor achievement in the arts, music, graphic
design, and community service.

The Community Foundation actively engages its donors, grantees, and the professional advisors in the
region to encourage charitable giving broadly, and to build over time a community-wide commitment to
philanthropy. It sponsors seminars and workshops on topics such as endowment-building, good
governance, grant-seeking best practices, risk management, and investing in hard times. The Community
Foundation positions itself as a resource to the region and regularly responds to requests for information
and guidance. In addition, the Community Foundation partners with other organizations such as the Council
of NJ Grantmakers, the Gift Planning Council of NJ, and the Support Center for Nonprofit Management to
expand its educational offerings.



Princeton Area Community Foundation, Inc.
Notes to Financial Statements
December 31, 2012 and 2011

Donated Services

The Community Foundation receives donated services from unpaid volunteers, officers and trustees which
support fundraising, administrative and program efforts. The value of all donated services is not included in
these financial statements as they do not meet the criteria for recognition. The Community Foundation
received approximately 1,000 hours of donated services during each of the years ended December 31,
2012 and 2011.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Community Foundation considers all money market funds
and certificates of deposit with a maturity date of three months or less at the time of acquisition to be cash
equivalents. Included as cash and cash equivalents are money market funds which are part of the
investment pool, which are intended for long term investment and a component of the investment portfolio of
the Community Foundation.

Investments

Investments in equity securities with readily determinable values, and all investments in debt securities are
measured at fair value in the statements of financial position. The Community Foundation has invested
funds in alternative investments. The investments are established as limited partnerships but are not traded
on any public exchange or market. The alternative investments invest in various investment vehicles,
including publicly traded equities and bonds traded in the United States and internationally, privately held
companies, and closely held limited partnerships and investment companies. Those investments that are
traded in the United States or on foreign exchanges are valued based on current traded value.

Estimates of fair value for certain investments have been used for those investments that are not readily
traded. Donated investments are recorded at the fair value at the date of receipt. Investment income or
loss (including realized and unrealized gains and losses on investments, interest and dividends) is included
in unrestricted net assets unless the income or loss is restricted by the donor or the law. Except for those
funds which have specifically identified investments associated with them, the majority of the investments
are held in pooled funds at the Community Foundation. Each fund is assigned a certain unit value and its
ownership interest is based on the allocation of the fair value of the fund’s units to the total fair value of the
investment pool. The pool is revalued monthly and income and gains or losses are allocated to each fund
based on its units.

Distributions of Investment Returns

The Community Foundation’s policy for annual distributions from Board designated long-term grant funds is
calculated at an annual amount equal to approximately 5 percent (4 percent grants, 1 percent fees) of the
average trailing eight-quarter market values of each fund. Other donor funds make grants in varying
amounts annually. Grants distributed were $5,769,820 and $4,589,988 for the years ended December 31,
2012 and 2011 respectively, from all funds with the Community Foundation.

The total net return, which includes interest and dividend payments plus net capital appreciation earned by
the pooled investments, is applied based on the weighted average of each fund at the end of each month.
The weighted average is calculated using the market value at the beginning of each month plus
contributions less operating expenses and grants distributed.

New funds or additional contributions to an existing fund that have been at the Community Foundation for
less than one year will not make a full distribution. A pro rata calculation is used based on the date of
receipt of the contribution. The calculation for the distributions for funds that have been at the Community
Foundation for more than one year but less than two years is based on the dates the contribution was
received and the ending market values for each quarter.

Property and Equipment

Property and equipment is recorded at cost, except for donated items, which are recorded at fair value on
the date of donation. Improvements are capitalized, while repairs and maintenance expenditures are
expensed in the statements of activities and changes in net assets.



Princeton Area Community Foundation, Inc.
Notes to Financial Statements
December 31, 2012 and 2011

Donated property and equipment is recorded as restricted support when donors stipulate how long the
assets must be used. In the absence of such stipulations, contributions of property and equipment are
recorded as unrestricted support. Depreciation is provided over the estimated useful lives of the assets
using the straight-line method which ranges from 3 to 10 years.

Leasehold Improvements

Costs incurred for leasehold improvements are amortized over the extended term of the lease which expires
in 2018; the improvement allowance received has been treated as deferred rent and will be amortized as a
reduction of periodic rent expense over the extended term of the lease.

Income Taxes

The Community Foundation is exempt from Federal income taxes under Section 501(c) (3) of the Internal
Revenue Code. Accordingly the financial statements do not reflect a provision for Federal income taxes.
The Community Foundation follows the pronouncement related to accounting for uncertainty in income
taxes and there were no uncertain tax positions at December 31, 2012 and 2011. There are no open tax
years prior to 2009. In addition, no income tax related penalties or interest have been recorded for the years
ended December 31, 2012 and 2011.

Allocation of Expenses

Expenses are allocated among program services, management and general and fundraising using the direct
cost method, historical percentages or other reasonable basis consistent with the benefit derived by each
program. Program services include grantmaking and all activities that facilitate philanthropy in the central
New Jersey region, including education and the creation and maintenance of networks among donors,
nonprofits and professional advisors.

Concentration of Credit Risks

Financial instruments which potentially subject the Community Foundation to concentrations of credit risk
are cash and cash equivalents, investments, contributions and contributions receivable. The Community
Foundation places cash and its investments in high quality securities with several financial and investment
institutions which helps limit the Community Foundation’s exposure to concentrations of credit risk.
However, the Community Foundation is subject to the inherent risks associated with market fluctuations
which it attempts to minimize by holding a diversified portfolio. Cash balances at financial institutions are
insured by the Federal Deposit Insurance Corporation (“FDIC”). From time to time, the Community
Foundation may have cash balances which exceed the insured limit over $250,000. Approximately 26
percent and 53 percent of total contributions for the years ended December 31, 2012 and 2011,
respectively, were from two donors in 2012 and 2011. Contributions receivable are received from a wide
donor base which limits the concentration of credit risk.

Funds Held for Others

The Community Foundation receives and distributes assets under certain agency and intermediary
arrangements. When the Community Foundation accepts a contribution from a not-for-profit organization
(“NPO") to establish a fund that specifies itself or its affiliate as the beneficiary of that fund, the Community
Foundation will account for the transfer of such assets as a liability. The liability is established at the fair
value of the funds received, adjusted for investment earnings and fees, gains and losses and net of any
funds returned which is generally equivalent to the present value of future payments expected to be made to
the NPOs. These funds are reflected as “Funds Held for Others” in the accompanying statements of
financial position. Upon written request full liquidations occur at the discretion of the Community
Foundation, following the monthly reconciliation, or at the end of the following quarter when the portfolio is
rebalanced. Timing of liquidations is determined by the Community Foundation to ensure no adverse
impact on the performance of the investment pool.

Fair Value of Financial Instruments

The carrying amounts of financial instruments including contributions receivable, accounts payable and
accrued expenses and grants and scholarships payable approximate fair value because of the relatively
short maturity of these instruments.



Princeton Area Community Foundation, Inc.
Notes to Financial Statements
December 31, 2012 and 2011

Valuation of Long-Lived Assets

In accordance with the accounting pronouncement on impairment or disposal of long-lived assets the
Community Foundation reviews long-lived assets, including property and equipment, for impairment
whenever events or changes in business circumstances indicate that the carrying amount of the assets may
not be fully recoverable. Management has determined that no impairment charge was required for the
periods presented in these financial statements.

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. The value of alternative investments includes estimates of fair value for
instruments that are not publicly traded, which is a significant estimate. It is reasonably possible that these
estimates could change in the near future.

Reclassifications
Certain accounts in the prior-year financial statements have been reclassified for comparative purposes to
conform with the presentation in the current-year financial statements. Such reclassification had no effect on
the 2011 change in net assets.

3. Property and Equipment

Property and equipment consisted of the following at December 31:

2012 2011
Furniture and office equipment $ 55,276 $ 54,076
Leashold improvements 63,318 63,318
Accumulated depreciation (74,087) (61,766)
$ 44,507 $ 55,628

Depreciation expense was $14,772 and $14,038 the years ended December 31, 2012 and 2011,
respectively.

4, Investments

Investments, at December 31, consisted of the following:

2012 2011

Cost Market Value Cost Market Value

Corporate bonds-mutual fund $ - $ - $ 6,412,562 $ 6,563,915
Domestic equity 21,101,975 19,705,943 12,794,893 13,090,676
International equity 12,795,168 10,505,174 12,551,541 9,035,297
Limited partnerships 20,578,500 29,078,166 18,978,500 23,684,230
Real assets 7,000,000 6,525,930 7,000,000 7,035,218
Other 85,321 85,321 93,731 93,731
Total investments 61,560,964 65,900,534 57,831,227 59,503,067

Money market funds held in
cash and cash equivalents
for long-term investment pool 17,264,639 17,264,639 9,709,960 9,709,960

$ 78,825,603 $ 83,165,173 $ 67,541,187 $ 69,213,027




Princeton Area Community Foundation, Inc.
Notes to Financial Statements
December 31, 2012 and 2011

Investment return was comprised of the following:

2012 2011

Dividend and interest income $ 1,414,924 $ 1,858,654
Net realized and unrealized gains (losses) on investments 5,271,098 (836,818)
Asset management fees (3,458) (3,025)
Realized (loss) gain on contributed stock (2,982) 9,330
Earnings, fees and gains shared with funds held for others (1,146,324) (135,143)
Interest income on money market accounts 16,790 18,665

Total investment return $ 5,550,048 $ 911,663

5. Recurring Fair Value Measurements

The Community Foundation values assets and liabilities using quoted market prices in active markets for
identical assets and liabilities to the extent possible. To the extent that such market prices are not
available, the Community Foundation values such assets and liabilities using observable measurement
criteria, including quoted market prices of similar assets and liabilities in active and inactive markets and
other corroborated factors. In the event that quoted market prices in active markets and other observable
measurement criteria are not available, the Community Foundation develops measurement criteria based
on the best information available. The Community Foundation has provided fair value disclosure
information for relevant assets and liabilities in these financial statements which have been accounted for at
fair value on a recurring basis as of December 31, 2012 and 2011, along with the basis for the
determination of fair value:

2012
Quoted Prices Observable Unobservable
in Active Measurement  Measurement
Total Markets Criteria Criteria
Investments:
Domestic equity
Consumer discretionary 1,061,417 1,061,417 -- --
Consumer staples 5,915,732 5,915,732 -- --
Healthcare 5,049,981 5,049,981 -- -
Information technology 5,894,548 5,894,548 -- -
Energy 1,487,980 1,487,980 - --
Other 296,285 296,285 - --
International developed equity 3,899,476 3,899,476 -- -
International emerging equity 6,605,698 6,605,698 -- -
Alternative investments
Multi-strategy (a) 8,712,714 -- -- 8,712,714
Multi-strategy (b) 7,982,013 - - 7,982,013
Multi-strategy (c) 240,026 -- -- 240,026
Multi-strategy (d) 918,936 - - 918,936
Long/short strategy (e) 3,668,794 -- -- 3,668,794
Equity funds (f) 7,555,683 - - 7,555,683
Real assets (g) 6,525,930 -- -- 6,525,930
65,815,213 30,211,117 - 35,604,096
Privately held stock 85,321 -- -- 85,321
65,900,534 30,211,117 - 35,689,417

Beneficial interest in
split interest agreements 740,663 -- 740,663 --
$ 66,641,197 $ 30,211,117 $ 740,663 $ 35,689,417
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Princeton Area Community Foundation, Inc.
Notes to Financial Statements
December 31, 2012 and 2011

2011
Quoted Prices Observable Unobservable
in Active Measurement Measurement
Total Markets Criteria Criteria
Investments:
Mutual funds
Fixed income
U.S. government AAA bond rating  $ 6,563,915 $ 6,563,915 $ -- $ -
Domestic equity
Consumer discretionary 1,007,117 1,007,117 -- --
Consumer staples 2,828,266 2,828,266 -- --
Healthcare 3,410,837 3,410,837 - -
Information technology 3,756,366 3,756,366 -- --
Energy 1,010,528 1,010,528 - -
Other 1,077,562 1,077,562 - -
International developed equity 3,351,368 3,351,368 -- --
International emerging equity 5,683,929 5,683,929 -- --
Alternative investments
Multi-strategy (a) 6,920,000 -- -- 6,920,000
Multi-strategy (b) 6,912,527 - - 6,912,527
Multi-strategy (c) 313,851 -- -- 313,851
Multi-strategy (d) 199,210 - - 199,210
Long/short strategy (e) 3,417,596 -- -- 3,417,596
Equity funds (f) 5,921,046 - - 5,921,046
Real assets (g) 7,035,218 -- -- 7,035,218
59,409,336 28,689,888 - 30,719,448
Privately held stock 93,731 -- -- 93,731
59,503,067 28,689,888 - 30,813,179

Beneficial interest in
split interest agreements 646,692 -- 646,692

$ 60,149,759 $ 28,689,888 $ 646,692 $ 30,813,179

The Community Foundation uses the Net Asset Value (“NAV”) to determine the fair value of all the
underlying investments in funds which do not have readily determinable fair value. The following table lists
investments by class and investment strategy as of December 31, 2012:

# of Unfunded Redemption Redemption
Strategies Funds Valuation Commitment Commitment Notice Period
Alternative Investments:
Multi-strategy (a) 1 $ 8,712,714  $ - None 45 days
Multi-strategy (b) 1 7,982,013 -- None 90 days- see below
Multi-strategy (c) 1 240,026 -- None N/A - see below
Multi-strategy (d) 1 918,936 1,200,000 None N/A - see below
Long/short strategy (e) 1 3,668,794 -- None 60 days
Equity funds (f) 1 7,555,683 -- None 30 days - see below
Real assets (@) 1 6,525,930 -- None 90 days - see below
7 $ 35,604,096 $ 1,200,000
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Princeton Area Community Foundation, Inc.
Notes to Financial Statements
December 31, 2012 and 2011

a)

b)

c)

d)

e)

f)

g)

This fund pursues multiple investment strategies on an opportunistic basis, which includes credit
investments, value investments, merger arbitrage, real estate-related investments, and direct
investments. Each investment is evaluated independently on a fundamental basis. This fund invests
globally, focusing on developed and emerging markets alike. Investments are made in public and
private debt and equity securities, and direct investments in private companies and real estate. The
partnership has a remaining legal life span of 13 years. Redemptions may be made at December 31
with 45-day notice or at any time with consent of the General Partner.

This fund invests in a wide range of public and private companies across a variety of industries. It has a
long-term, value-based investment focus, with a preference for opportunities that allow investment
alongside successful management teams with an owner-operator orientation. This partnership has a
remaining legal life span of 16 years. Redemptions may be made at December 31 with 90-day notice
excluding $1 million which is subject to a lock-up period which ended January 2012. Redemptions
pertaining to extraordinary circumstances may also be permitted at the discretion of the General
Partner.

This fund invests in a wide range of public and private companies across a variety of industries. It has a
long-term, value-based investment focus, with a preference for opportunities that allow investment
alongside successful management teams with an owner-operator orientation. This partnership has a
remaining legal life span of 6 years. There is no provision for redemptions and distributions will be
made at the end of the partnership term or earlier as determined by the General Partner. Generally,
proceeds from sales of individual portfolio holdings tend to be distributed soon after the sale. The
commitment period terminated on July 1, 2011.

This fund invests in a wide range of public and private companies across a variety of industries. It has a
long-term, value-based investment focus, with a preference for opportunities that allow investment
alongside successful management teams with an owner-operator orientation. This partnership has a
remaining legal life span of 9 years. There is no provision for redemptions and distributions will be
made at the end of the partnership term or earlier as determined by the General Partner. Generally,
proceeds from sales of individual portfolio holdings tend to be distributed soon after the sale. The
commitment period is scheduled to terminate on July 1, 2015.

This fund takes advantage of long and short term market opportunities. Its primary focus and greatest
strength is its fundamental equity research. They intend for “long” investments to remain in the portfolio
for significant periods of time and do not look for short-term trading positions. On the “short” side they
look for triggers that may cause valuations to decrease. This partnership has a remaining legal life
span of 38 years. Redemptions may be made semi-annually at June 30 and December 31 with 60-day
notice.

This fund focuses on long-only funds investing in primarily common stock equity and equity-related
securities based on bottom-up, fundamental analysis. The partnership's legal life span is perpetual and
subject to (i) the determination by the General Partner that the Partnership should be dissolved or (ii)
the termination, bankruptcy, insolvency or dissolution of the General Partner. Redemptions may be
made with 30-day notice prior to the end of initial commitment period on December 31, 2013. At the
end of this initial commitment period, shares are automatically locked-up for a new 3-year commitment
period if not converted to another class at that time.

This fund focuses on long-only funds investing in a diversified portfolio of equities of small and micro
capitalization companies within the global metals and mining industries based on bottom-up,
fundamental analysis. Redemptions may be made with 90-day notice prior to the redemption date after
the initial "lock-up" period of one year. For complete redemption of funds, one-third the value of
participating shares may be redeemed as of the initial redemption date, one-half of the remaining
balance as of the following redemption date and the remaining balances as of the third consecutive
redemption date.
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Princeton Area Community Foundation, Inc.
Notes to Financial Statements
December 31, 2012 and 2011

The following is a summary of activity for the years ended December 31, 2012 and 2011 for assets
(liabilities) measured at fair value based on unobservable measure criteria:

Alternative Investments

Long/Short Equity Real Privately
Multi-Strategy Strategy Fund Assets Held Stock
Balance, January 1, 2011 $ 13,778,628 $ 3,261,746 $ 6,000,000 $ -- $ 27,882
Realized and unrealized
gains (losses) included
in earnings 331,460 155,850 (78,954) 35,218 (9,022)
Purchases 200,000 -- -- 7,000,000 80,300
Sales -- - -- - (5,429)
Income 35,500 -- -- -- --
Balance, January 1, 2012 $ 14,345,588 $ 3,417,596 5,921,046 $ 7,035,218 $ 93,731
Realized and unrealized
gains (losses) included
in earnings 1,908,101 251,198 1,634,637 (509,288) (8,410)
Purchases 1,600,000 -- -- -- --
Sales -- - - - --
Income -- -- -- -- --
$ 17,853,689 $ 3,668,794 $ 7,555,683 $ 6,525,930 $ 85,321

6. Beneficial Interest in Split Interest Agreements

The Community Foundation is the irrevocable beneficiary of three charitable remainder trusts. Upon
establishment of the trusts, the Community Foundation’s interest is recorded as a contribution at its net
present value based on the estimated life expectancy of the donors and discounted at a risk free rate of
return determined at the respective dates of the original contributions. The portion of the trust attributable to
the future interest of the Community Foundation is recorded in the statements of activities and changes in
net assets as a temporarily restricted contribution in the period the trust is established. Assets held in split
interest agreements are recorded at fair value in the Community Foundation’s statements of financial
position. Subsequent to the receipt of such trusts, the Community Foundation’s interest in these trusts is
recorded by its net present value determined at market value on December 31. The difference between the
original contribution and the market value on December 31 is recorded as an unrealized gain or loss.
These trusts for 2012 and 2011 were valued at $565,804 and $485,978, respectively.

The Community Foundation also received a one-third interest in a retained life estate in a personal
residence. The Community Foundation’s interest was recorded as a contribution at its net present value for
the years ended December 31, 2012 and 2011 and was valued at $174,859 and $160,714, respectively
based on estimated life expectancies and discounted at a risk free rate of return of 5 percent as determined
at the date of the original contribution.

7. Employee Benefit Plan

The Community Foundation maintains a salary reduction (403) (b) (7) benefit plan, (“the Plan”), which
includes all full time employees. The Plan allows employees to defer up to the statutory maximums of their
salary on a pre-tax basis. The Community Foundation does not match the employee’s contributions. The
Plan provides for a discretionary contribution. In 2012 and 2011 the discretionary contributions totaled
$36,368 and $25,820, respectively.
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8.

Commitments and Contingencies

Operating Leases

During November 2007, the Community Foundation extended its non-cancelable lease agreement for office
space through September 2018. There is one additional five year renewal option under the terms of the
agreement. The lease requires monthly payments of approximately $5,175 per month, subject to certain
escalations. The following is a schedule of the future minimum lease payments as of December 31:

December 31,

2013
2014
2015
2016
2017
2018

Net Assets

Unrestricted

Amount

$ 68,718
70,092
71,493
72,927
74,385
56,619

Unrestricted net assets consisted of contributions to donor funds that are available to be granted for

charitable and educational purposes including:

Board designated long-term grant funds — assets held by the
Community Foundation for long-term grantmaking; subject to
limited annual distributions

Other grant funds — assets held by the Community Foundation
for grantmaking not subject to a limited annual distribution

Operating funds — assets in support of the Community
Foundation operations

Total unrestricted net assets

Temporarily Restricted

Temporarily restricted net assets at December 31, consisted of:

Time restrictions:
Pledge receivable
Beneficial interest in split interest agreements
Total temporarily restricted net assets

Endowment Funds

Interpretation of Relevant Law

2012 2011
$ 34,905,245 $ 30,513,864
31,445,502 28,753,882
4,263,243 3,170,744
$ 70,613,990 $ 62,438,490
$ -- $ 750,000
740,663 646,692
$ 740,663 $ 1,396,692

The Board of Trustees of the Community Foundation has designated that long-term assets be held in a
manner consistent with the standard of prudence prescribed by state law. As a result of this interpretation,
the Community Foundation considers the following factors in making a determination to distribute or

accumulate long-term asset funds:

(1) The duration and preservation of the fund
(2) The purpose of the long-term asset funds
(3) General economic conditions

(4) The possible effect of inflation and deflation

(5) The expected total return from income and the appreciation of investments
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10.

11.

(6) Other resources of the Community Foundation
(7) The investment policies of the Community Foundation

Return Objectives and Risk Parameters

The Community Foundation has adopted investment and spending policies for long-term assets that attempt
to provide a predictable stream of funding to programs supported by its long-term assets while seeking to
maintain the purchasing power of these assets. Under this policy, as approved by the Board of Trustees,
long-term assets are invested in a manner that is intended to produce results that match or exceed a
blended benchmark of domestic and international equities, corporate bonds and limited partnerships, while
assuming a moderate level of investment risk.

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the Community 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 Community 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

The Community Foundation has a policy of distributing annually each year 5 percent of its long-term assets’
average fair value over the prior ending eight quarters through the calendar year-end of the preceding fiscal
year in which the distribution is planned. In establishing this policy, the Community Foundation considered
the long-term expected return on its assets. This is consistent with the Community Foundation’s objective to
maintain the purchasing power of the long-term assets held, as well as to provide additional real growth
through new gifts and investment return.

The following table provides information regarding the change in board designated endowment net assets
for the years ended December 31:

2012 2011
Endowment net assets,
beginning of year $ 30,513,864 $ 30,676,455
Investment return
Investment income 598,089 794,434
Realized gains 1,106,652 197,153
Unrealized gain (loss) 1,207,001 (451,238)
33,425,606 31,216,804
Contributions received 2,886,245 632,330
Interfund transfers (26,400) (6,500)
Appropriated for expenditure (1,380,206) (1,328,770)

$ 34,905,245 $ 30,513,864

Related Party Transactions

The Board of Trustees consists of 21 voting members. During the years ended December 31, 2012 and
2011 contributions from these trustees and members of the Community Foundation’s staff totaled $304,503
and $99,267, respectively.

Subsequent Events
The Community Foundation has evaluated subsequent events occurring after the statement of financial
position date through the date of May 21, 2013 which is the date the financial statements were available to

be issued. Based on this evaluation, the Community Foundation has determined that no subsequent events
have occurred which require disclosure in or adjustment to the financial statements.
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