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INDEPENDENT AUDITOR'S REPORT

To the Board of Trustees
Marlborough School
Los Angeles, California

We have audited the accompanying financial statements of Marlborough School (the "School™), which
comprise the statement of financial position as of June 30, 2013, and the related statements of activities
and cash flows for the year 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.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit 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 auditor's 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.

An independent firm associated with

MOORE STEPHENS



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Marlborough School as of June 30, 2013, and the changes in its net assets and its
cash flows for the year then ended in accordance with accounting principles generally accepted in the
United States of America.

Report on Summarized Comparative Information

We have previously audited the Marlborough School's 2012 financial statements, and our report dated
September 12, 2012, expressed an unmodified opinion on those audited financial statements. In our
opinion, the summarized comparative information presented herein as of and for the year ended June 30,
2012, is consistent, in all material respects, with the audited financial statements from which it has been
derived.

Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The information included in Schedule 1 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.

/
Armanino--?
San Ramon, California

September 12, 2013



MARLBOROUGH SCHOOL
Statement of Financial Position
(Rounded to Hundreds)

June 30, 2013
(With Comparative Totals for 2012)

ASSETS
2013 2012

Cash and cash equivalents $ 17,382,600 $ 10,302,400
Short-term investments 2,109,700 2,679,800
Tuition and fees receivable, less allowance for doubtful

accounts of $15,400 122,900 154,100
Contributions receivable, net 3,998,800 6,573,500
Prepaids and other assets 623,900 523,000
Long-term investments 45,237,100 41,677,300
Land, buildings and equipment - facilities, net 56,742,700 58,160,100
Land and buildings - rental property, net 8,568,800 8,799,000
Construction in progress 3,422,500 1,531,500

$ 138,209,000

$ 130,400,700

LIABILITIES AND NET ASSETS

Liabilities
Accounts payable and other accrued liabilities $ 1558000 $ 1,708,000
Accrued payroll liabilities 1,579,900 2,185,600
Deferred tuition and fees 11,214,600 10,620,100
Bonds payable 10,836,100 11,836,100
Total liabilities 25,188,600 26,349,800

Net assets
Unrestricted 65,069,500 64,062,100
Temporarily restricted 26,450,100 18,786,100
Permanently restricted 21,500,800 21,202,700
Total net assets 113,020,400 104,050,900

$ 138,209,000

$ 130,400,700

The accompanying notes are an integral part of these financial statements.
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MARLBOROUGH SCHOOL
Statement of Activities
(Rounded to Hundreds)

For the Year Ended June 30, 2013
(With Comparative Totals for 2012)

Totals
Temporarily Permanently
Unrestricted Restricted Restricted 2013 2012
Revenues, gains, (losses) and other support
Tuition and fees $ 17,642,400 $ - 3 - $ 17,642,400 $ 17,278,800
Less financial aid (2,288,300) - - (2,288,300) (2,252,700)
Net tuition and fees 15,354,100 - - 15,354,100 15,026,100
Contributions 2,395,900 4,145,100 298,100 6,839,100 10,766,700
Auxiliary services 2,586,900 - - 2,586,900 2,623,700
Interest and dividends 160,100 920,800 - 1,080,900 990,000
Net realized and unrealized gains (losses) 505,000 5,556,000 - 6,061,000 (1,267,000)
Net gain on disposal of fixed assets - - - - 8,000
Net rental loss (195,000) - - (195,000) (285,600)
Net assets released from restrictions 2,957,900 (2,957,900) - - -
Total revenues, gains, (losses)
and other support 23,764,900 7,664,000 298,100 31,727,000 27,861,900
Expenses
Program
Instruction 15,879,500 - - 15,879,500 16,716,200
Auxiliary services 2,173,500 - - 2,173,500 2,186,400
General and administration 2,610,400 - - 2,610,400 2,597,900
Development 2,094,100 - - 2,094,100 2,000,400
Total expenses 22,757,500 - - 22,757,500 23,500,900
Change in net assets 1,007,400 7,664,000 298,100 8,969,500 4,361,000
Net assets, beginning of year 64,062,100 18,786,100 21,202,700 104,050,900 99,689,900
Net assets, end of year $ 65,069,500  $26,450,100  $ 21,500,800 $ 113,020,400 $ 104,050,900

The accompanying notes are an integral part of these financial statements.
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MARLBOROUGH SCHOOL
Statement of Cash Flows
(Rounded to Hundreds)
For the Year Ended June 30, 2013
(With Comparative Totals for 2012)

Cash flows from operating activities
Change in net assets
Adjustments to reconcile change in net assets
to net cash provided by operating activities
Depreciation
Gain on disposal of property and equipment
Net realized and unrealized (gains) losses on investments
Contributions restricted for long-term purposes
Permanently restricted endowment contributions
Changes in operating assets and liabilities
Tuition and fees receivable, net
Contributions receivable, net
Prepaids and other assets
Accounts payable and other accrued liabilities
Accrued payroll liabilities
Deferred tuition and fees
Net cash provided by operating activities

Cash flows from investing activities
Proceeds from the sales or maturities of investments
Purchase of investments
Proceeds from sales of property and equipment
Purchase of property and equipment
Payments made on construction in progress

Net cash provided by (used in) investing activities

Cash flows from financing activities
Repayments of bonds payable
Contributions restricted for long-term purposes
Permanently restricted endowment contributions
Net cash provided by financing activities

Change in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental disclosure of cash flow information
Cash paid for interest

The accompanying notes are an integral part of these financial statements.
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2013 2012

$ 8,969,500 $ 4,361,000
2,126,600 3,395,000

- (8,000)
(6,061,000) 1,267,000
(3,560,800) (7,765,800)
(298,100) (756,500)
31,200 (46,600)
(180,800) (66,200)
(100,900) (42,200)
(150,000) 1,184,300
(605,700) 317,300
594,500 (78,000)
764,500 1,761,300
32,973,721 17,161,400
(29,902,421)  (18,779,300)
- 8,000

(479,000) (4,331,300)
(1,891,000) (771,800)
701,300 (6,713,000)
(1,000,000) (3,191,300)
6,130,900 3,205,600
483,500 297,700
5,614,400 312,000
7,080,200 (4,639,700)
10,302,400 14,942,100
$ 17,382,600  $ 10,302,400
$ 199,100 $ 280,500



MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Organization

Marlborough School (the "School™) is incorporated as a not-for-profit corporation in the State of
California. The School, founded in 1889, is an independent, urban day school for young women,
grades 7 through 12, located in the Hancock Park area of Los Angeles, California. The School is
committed to delivering a superior college preparatory education in an environment imbued with
high ethical values to a diverse group of students.

Summary of Significant Accounting Policies

Basis of presentation

The financial statements of the School have been prepared on the accrual basis of accounting.
Net assets and changes therein are classified as follows:

e Unrestricted - represent unrestricted resources available to support the School's operations and
temporarily restricted resources that have become available for use by the School in
accordance with the intentions of the donors. All expenses, revenues, gains, and losses that are
not temporarily or permanently restricted by donors are included in this classification.

e Temporarily Restricted - represent contributions whose use by the School is limited in
accordance with temporary donor-imposed stipulations. These stipulations may expire with
time or may be satisfied by the actions of the School according to the intention of the donor.
Temporarily restricted net assets also include the portion of donor-restricted endowment funds
that are not classified as permanently restricted, until such funds are appropriated for
expenditure by the School.

e Permanently Restricted - represent contributions to be held in perpetuity as directed by the
donors. The income from these contributions is available to support activities of the School as
designated by the donors.

Revenues are reported as increases in unrestricted net assets unless use of the related assets is
limited by donor-imposed restrictions. Expenses are reported as decreases in unrestricted net
assets. Gains and losses on assets and liabilities are reported as increases or decreases in
unrestricted net assets unless their use is restricted by explicit donor restriction or by law.
Expirations of temporary restrictions on net assets (i.e., the donor-stipulated purpose has been
fulfilled and/or the stipulated time period has elapsed) are reported as releases from temporarily
restricted net assets and recognized as unrestricted net assets. The School follows the policy of
reporting donor-imposed restricted contributions and investment income whose restrictions are met
in the same period received as unrestricted support.



MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Summary of Significant Accounting Policies (continued)

Revenue recognition and deferred revenue

Tuition and fee revenue is recognized during the applicable school year. Tuition and fee amounts
received for the 2013-2014 school year as of June 30, 2013, are classified as deferred tuition and
fees.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, amounts deposited in interest bearing bank and
money market accounts and highly liquid short term investments with remaining maturity dates of
three months or less. The School considers all highly liquid investments with a maturity of three
months or less to be cash equivalents, unless the cash or cash equivalents are held for reinvestment
as part of the School's investment portfolio or otherwise restricted or designated. Cash on deposit
usually exceeds federally insured limits. The School believes that it mitigates this risk by
maintaining deposits with major financial institutions.

Receivables

The School uses the allowance method to account for uncollectible tuition and fees. The
allowance for doubtful accounts is based on historical experience and an evaluation of the
outstanding receivables at the end of the year. Bad debt recoveries are included in income as
realized.

Contributions and promises to give

Contributions, including unconditional promises to give, are recognized as revenue in the period
the promise is received. Conditional promises to give are not recognized until they become
unconditional, that is when the conditions on which they depend are substantially met. The School
records contributions receivable, net of allowances for uncollectible amounts, when there is
sufficient evidence in the form of verifiable documentation that an unconditional promise was
made and received. Contributions that are promised in one year but are not expected to be
collected until after the end of that year are discounted at an appropriate discount rate
commensurate with the risks involved. Amortization of any such discounts is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the
contributions. An allowance for doubtful contributions receivable is provided based upon
management's judgment including such factors as prior collection history, type of contribution, and
current aging of contributions receivable.

Contributions of assets other than cash are recorded based on the estimated fair value on the date
the contribution is received.



MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Summary of Significant Accounting Policies (continued)

Contributed goods and services

Contributed materials and equipment are reflected as contributions in the accompanying statements
at their estimated fair values at date of receipt. Contributed services are reflected in the financial
statements at the fair value of the services received. Contributions of services are recognized if the
services received (a) create or enhance non-financial assets or (b) require specialized skills that are
provided by individuals possessing those skills and would typically need to be purchased if not
provided by donation. No such contributed services were received during the year ended June 30,
2013.

Investments

Investments received by donation are recorded at fair value at the date of donation. Net realized
and unrealized gains or losses are classified as increases or decreases in unrestricted net assets,
unless their use is temporarily or permanently restricted by the donor.

The School maintains various investments. Investments are exposed to various risks such as
interest rate, market and credit risks. Due to the level of risk associated with certain investments, it
is at least reasonably possible that changes in the values of investments will occur in the near term
and that such changes could materially affect the amounts reported in the statements of financial
position.

Fair value measurements

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants on the measurement date. The School determines
the fair values of its assets and liabilities based on a fair value hierarchy that includes three levels
of inputs that may be used to measure fair value (Level 1, Level 2 and Level 3). Level 1 inputs are
quoted prices (unadjusted) in active markets for identical assets or liabilities that the School has the
ability to access at the measurement date. An active market is a market in which transactions
occur with sufficient frequency and volume to provide pricing information on an ongoing basis.
Level 2 inputs are inputs other than quoted prices that are observable for the asset or liability,
either directly or indirectly. Level 3 inputs are unobservable inputs for the asset or liability.

Unobservable inputs reflect the School's own assumptions about the assumptions market
participants would use in pricing the asset or liability (including assumptions about risk).
Unobservable inputs are developed based on the best information available in the circumstances
and may include the School's own data.

The following methods and assumptions were used to estimate the fair value of assets and
liabilities:
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Summary of Significant Accounting Policies (continued)

Fair value measurements (continued)

(@) Investments (Level 1, Level 2 and Level 3). Investments in equity and debt securities are
valued at their fair values as determined primarily by quoted market prices. Investments
without quoted market prices, including real estate investments, are valued at fair value as
determined by third-party appraisals, management's estimates or a combination of both.

(b) Contributions receivable (Level 3). Contributions receivable are valued based on unobservable
inputs that are developed based on the best information available in the circumstances.
Contributions receivable are not measured at fair value on a recurring basis subsequent to
initial recognition.

Land, buildings, and equipment

The School capitalizes all land, buildings and equipment with a cost greater than $1,000 with an
estimated useful life in excess of one year. Land, buildings and equipment is carried at cost or, if
donated, at the estimated fair value on the date of the contribution. Minor repairs and maintenance
are charged against earnings as incurred. Major repairs and maintenance that extend the useful life
of the respective asset are capitalized. Whenever events or changes in circumstances indicate that
the carrying amount of an asset may not be recovered, the School, using its best estimates and
projections, reviews for impairment the carrying value of long-lived identifiable assets to be held
and used in the future. The School will record impairment losses when determined.

Depreciation is computed on a straight-line basis over the estimated useful lives of fixed assets as
follows:

Buildings 30 - 50 years
Building improvements, including rental properties 10 years
Furniture and equipment 3 -5 years
Computers 3 years

No depreciation is provided for assets classified as Art Collection - sculptures.

Income taxes

The School is a qualified School exempt from federal income and California franchise taxes under
the provisions of Sections 501(c)(3) of the Internal Revenue Code and 23701(d) of the California
Revenue and Taxation Code, respectively.

The School has evaluated its current tax positions and has concluded that as of June 30, 2013, the

School does not have any significant uncertain tax positions for which a reserve would be
necessary.
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Summary of Significant Accounting Policies (continued)

Use of estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires School management to make estimates and
assumptions that affect certain reported amounts and disclosures. Uses of estimates include, but
are not limited to, accounting for fair value of investments, the allowance for doubtful accounts
and contributions receivable and depreciation. Actual results could differ from those estimates.

Functional expense allocation

The costs of providing program and other activities have been summarized on a functional basis in
the statement of activities. Expenses, such as payroll and benefits, have been allocated among
program services and supporting services based upon the employees' time spent by function.
Facility related costs such as depreciation, interest and maintenance have been allocated based on
estimated square footage used by various departments.

Reclassification

Certain 2012 amounts have been reclassified to conform to the 2013 financial statement
presentation.

Comparative financial information

The financial statements include certain prior year summarized comparative information in total
but not by net asset classification. Such information does not include sufficient detail to constitute
a presentation in conformity with accounting principles generally accepted in the United States of
America. Accordingly, such information should be read in conjunction with the School's financial
statements for the year ended June 30, 2012, from which the summarized information was derived.

Contributions Receivable

Unconditional promises to give, which are not expected to be collected until after the year
promised, are reflected in the accompanying financial statements as contributions receivable and
revenue in the appropriate net asset category. Contributions receivable are recorded using discount
rates ranging from approximately 3% - 5%. Net contributions receivable at June 30, 2013
consisted of the following:

Unrestricted $ 146,000
Contributions restricted to investment in endowment 358,400
Contributions restricted to investment in long-lived assets 3,494,400

Total net contributions receivable $3,998,300
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

3.  Contributions Receivable (continued)

Receivable in less than one year $1,322,100
Receivable in one to five years 2,994,300
Receivable in more than five years 320,000
Total contributions receivable 4,636,400
Less: discounts to net present value (330,500)
Less: allowance for doubtful contributions (307,100)

Net contributions receivable $3,998,800

4.  Short-Term Investments

Short-term investments consist primarily of annuities and certificates of deposit with remaining
maturities of more than three months, but less than one year. Short-term investments at June 30,
2013 consisted of the following:

Certificates of deposit $ 720,800
Wells Fargo annuity accounts 1,388,200
Other 700

$2,109,700

5. Long-Term Investments

Where permitted by gift agreement and/or applicable law, investments of endowment funds are
pooled. Pooled investments and allocation of pooled investment income are accounted for on a
unit market method. Historical cost, unrealized gains (losses) and fair values at June 30, 2013 are

as follows:
Historical Unrealized Fair
Cost Gains (Losses) Value

Certificates of deposit $ 960,000 $ - $ 960,000
Carson Estate Trust Stock 1,064,000 145,000 1,209,000
Money market funds 71,700 - 71,700
Land and buildings 4,741,000 1,584,500 6,325,500
Equity funds and partnerships 18,541,200 1,931,700 20,472,900
Debt funds 13,724,200 (55,200) 13,669,000
Common stocks 241,500 2,287,500 2,529,000

$39,343,600 $5,893,500 $45,237,100

An independent professional investment advisor manages the School's investments. The School
paid approximately $105,000 for investment advisory services for the year ended June 30, 2013.
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Fair Value Disclosures

The following are the major categories of assets measured at fair value on a recurring basis during
the year ended June 30, 2013, using quoted prices in active markets for identical assets (Level 1);
significant other observable inputs (Level 2); and significant unobservable inputs (Level 3):

Short-term investments Level 1 Level 2 Level 3 Total
Morgan Stanley Secured

Certificates of Deposit $ 720,800 $ - 3 - $ 720,800
Wells Fargo Annuity Accounts 1,388,200 - - 1,388,200
Other 700 - - 700

Total short-term investments
measured at fair value $ 2,109,700 $ - $ - $ 2,109,700

Long-term investments Level 1 Level 2 Level 3 Total
Morgan Stanley Secured

Certificates of Deposit $ 960,000 $ - 3 - $ 960,000
Charles Schwab Money Market 71,700 - - 71,700
Charles Schwab Bond Funds 13,669,000 - - 13,669,000
Charles Schwab Equity Funds 11,758,800 - - 11,758,800
Berkshire Hathaway 2,529,000 - - 2,529,000
Angeles Absolute Return Fund - - 5,985,900 5,985,900
Senator Global Opportunity Fund - - 2,072,700 2,072,700
Carson Estate Trust Stock - - 1,209,000 1,209,000
Charter Oak Partners - - 3,700 3,700
Camden Asset Management - - 1,900 1,900
Canyon Structured Asset Fund - - 649,900 649,900
Devon Property - Tri-plex - 1,345,500 - 1,345,500
134 S. Rossmore Avenue House - 4,980,000 - 4,980,000

Total long-term investments
measured at fair value $28,988,500 $6,325,500 $9,923,100 $45,237,100
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Fair Value Disclosures (continued)

The following is the activity for assets measured at fair value on a recurring basis using significant
unobservable inputs for the year ended June 30, 2013:
Angeles Charter Oak Carson ~ Camden Senator  Canyon

Balance, beginning of year ~ $1,698,400  $2,900 $1,125,000 $ 17,900 $1,657,600 $505,100
Total gains or losses

(realized/unrealized) 287,500 800 84,000 98,000 415,100 144,800
Purchases, issuances, and
settlements 4,000,000 - - (114,000) - -

Balance, end of the year $5,985,900 3,700 $1,209,000 $ 1,900 $2,072,700 $649,900

Land, Buildings, and Equipment

At June 30, 2013, investment in land, buildings, and equipment consisted of the following:

Facilities

Land $ 4,906,500
Land improvements 4,174,300
Buildings and improvements 58,866,600
Computer equipment 2,442,500
Furniture and fixtures (other than computers) 5,338,100
Art collection 200,000
75,928,000
Accumulated depreciation and amortization (19,185,300)
$56,742,700

Total depreciation expense on facilities amounted to $1,858,500 for the year ended June 30, 2013.

Rental property
Land $ 7,128,200

Buildings and improvements 3,324,700
10,452,900

Accumulated depreciation and amortization (1,884,100)
$ 8,568,800

Total depreciation expense on rental property amounted to $268,100 for the year ended June 30,
2013, and is included in net rental loss in the Statement of Activities.

-13-



MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Concentrations

The School holds investments in the form of common stocks, money market funds, mutual funds
and debt funds of publicly traded companies, real estate and limited liability partnerships. Fair
values of such investments are routinely reviewed by the Finance Committee of the Board of
Trustees.

The School places its temporary cash investments in high quality financial instruments. The
School has not incurred losses of principal related to these investments.

Concentration of credit risk for contributions receivable are generally limited due to the dispersion
of these items over a wide donor base. Concentration of credit risk for student receivables is
limited due to the requirement that tuition be paid in advance. The School continually monitors its
receivables and establishes valuation reserves as considered appropriate.

Approximately 49% of the School's outstanding contributions receivable at June 30, 2013 was due

from three donors. Approximately 27% of the School's contribution revenue for the year ended
June 30, 2013 was received from one donor.

Bonds Payable

In June 2008, the School secured $25 million through the issuance of tax exempt variable rate
bonds. The bonds have a stated interest rate of 62.5% of LIBOR plus 1.5% (1.6563% at June 30,
2013), with interest payments due monthly and a minimum principal payment of $1,000,000 due
annually. The outstanding balance of variable rate bonds is $10,836,100 as of June 30, 2013.

Year Ending June 30,

2014 $ 1,000,000
2015 1,000,000
2016 1,000,000
2017 1,000,000
2018 6,836,100

Total $10,836,100

The bonds mature on May 31, 2018 and are collateralized by the unspent Leadership in Learning
Campaign funds and remaining campaign pledges received through December 31, 2011. The bond
agreement contains various covenants and restrictions. As of June 30, 2013, the School was in
compliance with its covenants.

Interest expense on the bonds payable amounted to $139,100 for the year ended June 30, 2013.

The remaining interest of $60,000 was capitalized and is included in construction in progress at
June 30, 2013.
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Commitments and Contingencies

11.

Transportation agreement

In June 2011, the School entered into a non-cancelable agreement for daily bus transportation
services which expires in June 2014. The minimum future obligation under this agreement is
$450,400 for the year ended June 30, 2014.

Employment agreement

The School has an employment agreement with one of its executive employees through June 30,
2017. The agreement is subject to cancellation by the School only under certain circumstances as
defined. The agreement designates the employee as a participant in the School's deferred
compensation plan. The amount of the annual deferral is defined in the amended agreement as
$200,000. The deferred compensation liability at June 30, 2013 approximated $212,400.

Self-Insurance

12.

The School purchases commercial insurance for medical benefits. However, the School is self-
insured for dental. The liability for related claims (outstanding and ongoing dental) of $26,300
was estimated by management based on information provided by an outside claims administrator,
and is recorded as an other accrued liability at June 30, 2013. The recorded liability includes
estimates of future claim payments for known cases as well as provisions for incurred but not
reported claims and adverse development on known cases which occurred through that date.

Retirement Plan

Substantially all of the School's eligible employees are covered by the School's contributory,
defined contribution 403(b) plan (the "Plan™), which is a qualified retirement plan. The Plan offers
employees several investment options through two investment managers.

The Plan provides benefits commencing on retirement or the death of the employee. Employees
can contribute up to $17,500 in 2013 and the School matches employee contributions up to 8% of
their annual salary for individuals who have been employed more than 10 years and up to 7% for
those employed 10 years or less.

Employees are fully vested immediately in both their own and the School's contributions to the

Plan. School contributions to the Plan for the year ended June 30, 2013 amounted to
approximately $754,400.
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

13. Unrestricted Net Assets

Unrestricted net assets as designated by the Board of Trustees at June 30, 2013 consisted of the

following:
Undesignated $ 9,690,600
Endowment 5,977,600
Long-term investment 7,442,400
Investment in facilities, net of related debt 39,775,600
Reserve for facilities renewal and replacement 2,183,300

$65,069,500

Endowment - represents a portion of net assets the Board of Trustees has designated to be
available for specific projects and to function as endowments.

Long-term investment - represents cash balances the Board of Trustees has designated for specific
projects - these amounts are not designated by the Board of Trustees to function as endowments.

Reserve for facilities renewal and replacement - represents resources held and used for the renewal
and replacement of physical plant as designated by the Board of Trustees.

14. Temporarily Restricted Net Assets

Temporarily restricted net assets at June 30, 2013 consisted of the following:

Capital purchases or improvements $ 9,870,900
Unexpended endowment earnings 16,117,700
Financial aid 250,300
Curricular 144,200
Other 67,000

$26,450,100

During the year ended June 30, 2013, net assets were released from donor restrictions by incurring
expenses satisfying the restricted purposes or by occurrence of other events specified by donors.

Purpose restrictions satisfied

Capital purchases or improvements $ 883,500

Endowment earnings appropriated
for expenditure 1,374,300
Financial aid 429,000
Curricular 205,700
Other 65,400
$ 2,957,900
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

14. Permanently Restricted Net Assets (continued)

15.

Permanently restricted net assets at June 30, 2013 consisted of the following:

Financial aid $ 7,290,100
Employees 5,490,000
Undesignated 4,646,900
Students/Programs 4,026,300
Facilities 47,500
$21,500,800

Endowment

The School's endowment consists of approximately 90 individual funds established for a variety of
purposes. Its endowment includes both donor-restricted endowment funds and funds designated
by the Board of Trustees to function as endowments. As required by Generally Accepted
Accounting Principles ("GAAP"), net assets associated with endowment funds, including funds
designated by the Board of Trustees to function as endowments, are classified and reported based
on the existence or absence of donor-imposed restrictions.

Interpretation of relevant law

The Board of Trustees of Marlborough School has interpreted the California enacted version of the
Uniform Prudent Management of Institutional Funds Act (UPMIFA) as allowing the School to
appropriate for expenditure or accumulate so much of an endowment fund as the School
determines is prudent for the uses, benefits, purposes and duration for which the endowment fund
is established, subject to the intent of the donor as expressed in the gift instrument. Unless stated
otherwise in the gift instrument, the assets in an endowment fund shall be donor-restricted assets
until appropriated for expenditure by the Board of Trustees. 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 in a manner
consistent with the standard of prudence prescribed in UPMIFA. In accordance with UPMIFA, the
Board of Trustees considers the following factors in making a determination to appropriate or
accumulate endowment funds:

(1) The duration and preservation of the endowment fund,

(2) The purpose of the School and the endowment fund,

(3) General economic conditions,

(4) The possible effect of inflation or deflation,

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

(7) The investment policy of the School
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Endowment (continued)

Funds with deficiencies

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level that the donor or UPMIFA requires the School to retain as a fund of
perpetual duration. Deficiencies of this nature totaling $121,500 as of June 30, 2013 are deemed
immaterial and have not been covered by unrestricted net assets. These deficiencies resulted from
unfavorable market declines since the endowment funds were established and continued
appropriation for certain programs that was deemed prudent by the Board of Trustees.

Investment and spending policies

The primary long-term financial objective of the School's endowment is to preserve and enhance
the real (i.e., inflation-adjusted) purchasing power of the endowment through a prudent long-term
investment strategy, assuming a moderate level of investment risk. This objective shall be
achieved and evaluated over rolling five-to ten-year periods on a total return basis. The primary
investment objective of the endowment is to earn an average annual real total return of at least 4% in
excess of the U.S. inflation rate as measured by CPI, net of management fees, over the long-term
(rolling five-to ten-year periods). Actual returns in any given year may vary from this amount.

Restricted endowment income is distributed at a rate determined annually by the Board of
Trustees, using an average value of the fund over the prior 12 quarters through the calendar year-
end that precedes the fiscal year in which the distribution is planned.

The annual spending rate is determined so as to ensure the School achieves the primary investment
objective as stated above. The annual spending rate for the year ended June 30, 2013 was 5.0%.
Any earnings in excess of the budgeted percentage distribution are reinvested in the endowment.
All income earned on the unrestricted endowment is reinvested in the endowment, unless
otherwise designated by the Board of Trustees.

Endowment net asset composition by type of fund as of June 30, 2013 consisted of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor purpose-restricted

endowment funds $ - $12,531,000 $17,212,800 $29,743,800

Donor undesignated endowment

funds - 3,586,700 4,288,000 7,874,700

Board-designated endowment funds 5,977,600 - - 5,977,600
Total funds $5,977,600 $16,117,700 $21,500,800 $43,596,100
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15. Endowment (continued)

Changes in endowment net assets for the year ended June 30, 2013 consisted of the following:

Temporarily Permanently

Unrestricted  Restricted  Restricted Total
Endowment net assets, beginning
of year $4,929,800 $11,278,600 $21,202,700 $37,411,100
Investment return
Investment income 325,000 3,385,400 - 3,710,400
Net appreciation
(realized and unrealized) 271,500 2,828,000 - 3,099,500
Total investment return 596,500 6,213,400 - 6,809,900
Contributions - - 298,100 298,100
Transfers to board-designated
endowment fund 1,290,500 - - 1,290,500
Transfers from board-designated
endowment fund (839,200) - - (839,200)
Appropriation of endowment assets
for expenditure - (1,374,300) - (1,374,300)

Endowment net assets, end of year  $5,977,600 $16,117,700 $21,500,800 $43,596,100

16. Financial Aid

The School provides both full and partial financial aid awards to students based on their families'
demonstrated financial need. Financial aid awards include a percentage of tuition and an equal
percentage to cover the cost of the additional expenses deemed necessary for a Marlborough
School education. Financial aid grants are awarded on a one-year basis and recipients must
reapply each year, if needed. Each family applying for financial aid must provide an application
which includes a detailed financial statement and a copy of the family's current year income tax
returns and Form W-2s.

Financial aid sources for the year ended June 30, 2013 consisted of the following:

Institutional financial aid $1,339,600
Endowed financial aid 519,700
Annual gifts restricted to financial aid 429,000

$2,288,300
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MARLBOROUGH SCHOOL
Notes to Financial Statements
June 30, 2013

Related Party Transactions

18.

For the year ended June 30, 2013, the School received approximately $3,550,000 in contributions
from members of the Board of Trustees and approximately $35,000 in contributions from
employees.

Functional Expense Allocation

19.

Allocation of functional expenses for the year ended June 30, 2013, is as follows:

Management
Program and General  Fundraising Total
Salaries and benefits $10,783,300 $2,096,700 $1,346,600 $14,226,600
Office expenses 1,217,600 80,700 296,100 1,594,400
Curriculum 1,819,200 - - 1,819,200
Student activities 383,500 - - 383,500
Interest 125,200 11,100 2,800 139,100
Facilities 1,409,700 125,300 31,300 1,566,300
Depreciation 1,672,700 148,700 37,200 1,858,600
Services and professional fees 585,300 114,400 30,200 729,900
Other 56,500 33,500 349,900 439,900

$18,053,000 $2,610,400 $2,094,100 $22,757,500

Subsequent Events

The School has evaluated subsequent events through September 12, 2013, the date the financial
statements were available to be issued. As of this date, no subsequent events have occurred that
would have a material impact on the presentation of the School's financial statements.
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MARLBOROUGH SCHOOL
Schedule | - Statement of Activities for Unrestricted Net Assets
(Rounded to Hundreds)
For the Year Ended June 30, 2013

Endowment and Facilities

Long-term Renewal and Investment Total
Undesignated Investment Replacement in Facilities Unrestricted
Revenues, gains, (losses) and other support
Tuition and fees $17,642,400 $ - 3 -3 - $17,642,400
Less financial aid (2,288,300) - - - (2,288,300)
Net tuition and fees 15,354,100 - - - 15,354,100
Contributions - annual giving 2,395,900 - - - 2,395,900
Auxiliary services 2,586,900 - - - 2,586,900
Interest and dividends 74,600 85,500 - - 160,100
Net realized and unrealized gains - 513,600 - (8,600) 505,000
Net rental loss 73,100 - - (268,100) (195,000)
Subtotal revenues 20,484,600 599,100 - (276,700) 20,807,000

Net assets released from restrictions (1,296,000) 4,253,900 - - 2,957,900

Total revenues, gains, (losses)

and other support 19,188,600 4,853,000 - (276,700) 23,764,900
Expenses
Program
Instruction 14,081,600 - - 1,797,900 15,879,500
Auxiliary services 2,173,500 - - - 2,173,500
General and administration 2,450,600 - - 159,800 2,610,400
Development 2,054,100 - - 40,000 2,094,100
Total expenses 20,759,800 - - 1,997,700 22,757,500
Change in net assets (1,571,200) 4,853,000 - (2,274,400) 1,007,400
Net assets, beginning of year 11,972,800 8,115,900 1,858,300 42,115,100 64,062,100
Board designated net asset activity (386,000) 451,100 - (65,100) -
Facilities renewal and replacement activities (325,000) - 325,000 - -
(711,000) 451,100 325,000 (65,100) -
Net assets, end of year $ 9,690,600 $ 13,420,000 $2,183,300  $ 39,775,600 $ 65,069,500
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