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A Century Strong

Independent Auditors’ Report

THE BOARD OF TRUSTEES
CALIFORNIA COLLEGE OF THE ARTS
San Francisco, California

Report on the Financial Statements

We have audited the accompanying financial statements of CALIFORNIA COLLEGE OF THE ARTS
(the College) which comprise the statement of financial position as of June 30, 2020 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.

Auditors’ 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.

San Francisco @ San Jose ® San Mateo e Petaluma



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the College as of June 30, 2020, and the results of its activities 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 College’s 2019 financial statements, and we expressed an unmodified
audit opinion on those audited financial statements in our report dated November 26, 2019. In our
opinion, the summarized comparative information presented herein as of and for the year ended June 30,
2019, is consistent, in all material respects, with the audited financial statements from which it has been
derived.

WJ@MP

San Francisco, California
December 22, 2020



California College of the Arts

Statement of Financial Position
(in thousands)

June 30, 2020 (with comparative totals for 2019) 2020 2019
Assets
Current Assets:
Cash and equivalents $ 35,269 $ 31,109
Restricted cash 132 279
Accounts receivable, net of allowance for doubtful
accounts of $679 in 2020 and $625 in 2019 2,132 988
Grants and pledges receivable, current portion 10,899 5,557
Other current assets 1,919 1,582
Total current assets 50,351 39,515
Non-Current Assets:
Grants and pledges receivable, net 8,522 11,169
Investments 43914 43,940
Notes receivable, net 226 310
Bond reserve funds 1,969
Contributions receivable from irrevocable trusts 1,593 1,610
Property, plant and equipment, net 77,086 77,673
Other assets 1,745 1,689
Total Assets $ 183,437 $ 177,875
Liabilities and Net Assets
Current Liabilities:
Accounts payable and accrued liabilities $ 7,082 $ 6,162
Bonds and tax-exempt loan payable, current portion, net 1,044 1,629
Capital leases payable, current portion 666 683
Note payable, current portion 172 165
Deferred tuition revenue 1,825 2,510
Other liabilities 341 864
Total current liabilities 11,130 12,013
Long-Term Liabilities:
Bonds and tax-exempt loan payable long-term portion, net 32,124 36,009
Capital leases payable, net of current portion 340 460
Note payable, net of current portion 1,170 1,342
Refundable loan program advances 102 286
Other long-term liabilities 2,521 2,022
Total liabilities 47,387 52,132
Net Assets:
Without donor restrictions:
Undesignated 60,019 58,829
Designated for program 276 324
Board designated endowment 2,459 2,472
Total net assets without donor restrictions 62,754 61,625
With donor restrictions:
Accumulated endowment earnings from perpetual donor restrictions 9,877 9,980
Educational and general 4,344 2,996
Plant activities 444 7,624
Campus unification 33,637 19,820
Endowment - perpetual donor restrictions 24,994 23,698
Total net assets with donor restrictions 73,296 64,118
Total net assets 136,050 125,743
Total Liabilities and Net Assets $ 183,437 $ 177,875

See accompanying notes to financial statements.



California College of the Arts
Statement of Activities
(in thousands)
. _______________________________________________________________________________________________________________________________|]

Year Ended June 30, 2020 (with comparative totals for 2019)

2020
Without Donor With Donor 2019
Restrictions Restrictions Total Total
Operating:
Revenue and support:
Tuition and fees $ 90,783 $ 90,783 $ 90,463
Less: college funded scholarships (28,081) (28,081) (26,637)
Net tuition and fees 62,702 62,702 63,826
Investment and endowment earnings 709 $ 1,428 2,137 2,505
Government contracts and grants 1,901 1,901 1,337
Private gifts, grants and bequests 413 3,088 3,501 3,181
Auxiliary enterprises 6,677 10 6,687 7,501
Other sources 512 89 601 717
Total revenue and support 71,013 6,516 77,529 79,067
Net assets released from restrictions 5,168 (5,168) - -
Net revenue and support 76,181 1,348 77,529 79,067
Expenses:
Program 58,668 58,668 61,520
Management 14,305 14,305 15,938
Fundraising 3,974 3,974 4,791
Total expenses 76,947 76,947 82,249
Change in net asset from operations (766) 1,348 582 (3,182)
Non-Operating:
Private gifts, grants and bequests 13,184 13,184 6,716
Investment earnings on endowment (10) (55) (65) 598
Other sources 391 391 1,198
Campus unification costs (2,543) (2,543) (2,536)
Bond defeasance loss (1,242) (1,242)
Net assets released from restrictions 5,299 (5,299) - -
Change in net asset from non-operating activities 1,895 7,830 9,725 5,976
Change in Net Assets 1,129 9,178 10,307 2,794
Net Assets, beginning of year 61,625 64,118 125,743 122,949
Net Assets, end of year $ 62,754 $ 73,296 $ 136,050 $ 125,743

See accompanying notes to financial statements.
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California College of the Arts

Statement of Cash Flows
(in thousands)

Year Ended June 30, 2020 (with comparative totals for 2019) 2020 2019
Operating Activities:
Change in net assets $ 10,307 $ 2,794

Adjustments to reconcile net increase in net assets to net cash
used in operating activities:

Depreciation 2,051 2,662
Expenditures financed by lease obligation 743 968
Amortization of bond issuance costs, premiums and discounts 7 3)
Amortization of deferred gain on sale of property (390) (573)
Bond defeasance loss 1,242
Unrealized gains on investments (631) (1,584)
Contributions collected for long-term investment and acquisition of long
lived assets (15,320) (8,203)
Change in fair value of irrevocable trusts 17 (141)
Allowance for accounts and notes receivable 25 270
Changes in operating assets and liabilities:
Accounts receivables (1,197) (151)
Grant and pledges receivables (2,695) 1,052
Other assets (393) (420)
Accounts payable and accrued liabilities 1,443 (200)
Deferred tuition revenue (685) (2,618)
Other liabilities 366 1,323
Net cash used in operating activities (5,124) (4,824)
Investing Activities:
Proceeds from maturities and sales of investments 8,900 5,196
Purchases of investments (6,274) (6,328)
Proceeds from sale of property, plant and equipment 2,518
Acquisitions of property, plant and equipment (1,898) (7,259)
Student and faculty loans collected 114 139
Net cash provided by (used in) investing activities 842 (5,734)

Financing Activities:
Contributions collected for long-term investment and

acquisition of long lived assets 15,320 8,203
Proceeds from irrevocable trusts 400
Proceeds from tax-exempt loan 7,736
Payments on bonds and loans (13,442) (1,570)
Payments on capital leases (970) (969)
Payments on note payable (165) (158)
Advances for government loan program, net (184) 42

Net cash provided by financing activities 8,295 5,948
Net Change in Cash and Equivalents and Restricted Cash 4,013 (4,610)
Cash and Equivalents and Restricted Cash, beginning of year 31,388 35,998
Cash and Equivalents and Restricted Cash, end of year $ 35,401 $ 31,388

Supplemental Cash Flow Information:

Interest paid $ 812 $ 1,653
Non-cash transactions:
Equipment acquisitions financed with leases $ 90 $ 263
Accrued purchase of property, plant and equipment $ 104 $ 626

See accompanying notes to financial statements.



Note 1 -

Note 2 -

California College of the Arts

Notes to Financial Statements

Organization and Operations:

The California College of the Arts (the College) is a private, non-profit educational institution
founded in 1907 to educate students of diverse backgrounds through undergraduate and graduate
degree programs in art, architecture, design and writing. The College provides instruction in a
wide variety of media and is a significant factor in the development of the arts in Northern
California. The College has campuses in San Francisco and Oakland.

The College’s operations are primarily funded through revenue generated by tuition and fees.
Additionally, the College receives private contributions from donors that increase the College’s
ability to provide instruction.

The College assists students in the financing of their education through private and institution
awards as well as federally-funded student aid programs.

The College is accredited by the Western Association of Schools and Colleges (WASC), the
National Association of Schools of Art and Design (NASAD), the National Architectural
Accrediting Board (NAAB), and the Council for Interior Design Accreditation (CIDA). These
accreditations are subject to periodic review and renewal and are required for participation in
Federal and state student financial aid programs.

Significant Accounting Policies:
The College’s significant accounting policies include the following:

a. Basis of Presentation

The College’s financial statements are prepared on an accrual basis of accounting in
accordance with U.S. generally accepted accounting principles for not-for-profit
organizations which utilizes net assets without donor restriction and net assets with donor
restriction classifications for presentation.

b. Cash and Equivalents

The College considers all instruments with a maturity of three months or less at the time of
purchase to be cash and equivalents, except for cash and equivalents included in and
managed with the College’s pooled investments and held for long term purposes.

c. Restricted Cash

Restricted cash represents unlent cash in the College’s Perkins loan program.



California College of the Arts

Notes to Financial Statements

d. Accounts Receivable and Notes Receivable

Accounts receivable are balances due from students for tuition and fees. Notes receivable
are uncollateralized loans made to students based on financial need. Student loans are
funded through the U.S. Department of Education Perkins loan program. Accounts
receivable are carried at the unpaid balance of the original amount billed to students and
student loans receivable are carried at the amount of unpaid principal. Both receivables are
less an estimate made for doubtful accounts based on a review of all outstanding amounts.
Management determines the allowance for doubtful accounts by identifying troubled
accounts and by using historical experience applied to an aging of accounts. Student
accounts are written off when an individual account has been through multiple collection
agencies, several years of collection attempts have been expended and management has
deemed the account uncollectible. Student loans receivable may be assigned to the
Department of Education. Recoveries of student accounts and loans receivable previously
written off or assigned are recorded when received. The Department of Education has
suspended the program for issuance of new loans.

After a student is no longer enrolled in an institution of higher education and after a grace
period, interest (3 to 5 percent annually) is charged on student loans receivable and is
recognized as it is charged. Late charges are charged if payments are not paid by the
payment due date and are recognized as they are charged. Student loans receivable are
considered to be past due if a payment is not made within 90 days of the payment due date.
After receivables become past due, the accrual of late charges is suspended. Students may
be granted a deferment, forbearance or cancellation of their student loan receivable based
on eligibility requirements defined by the Department of Education. The notes are generally
payable in monthly installments over a 10-year period beginning nine months after
graduation.

e. Investments

The College invests in marketable securities that include U.S. treasuries, mutual funds,
index funds, and a real estate investment trust. The College also invests in alternative
investment funds that are structured as limited liability partnerships. Marketable securities
are recorded at fair value based on quoted market prices. The fair value of the alternative
investments is calculated using the net asset value (NAV) of the funds as provided by the
fund manager. The College believes the carrying amounts of these investments are a
reasonable estimate of their fair value. Due to the inherent uncertainty of the valuation of
the alternative investments, the estimated value may differ significantly from the value that
would have been used had a ready market for the alternative investments existed.



California College of the Arts

Notes to Financial Statements

Property, Plant and Equipment

Property, plant and equipment are stated at cost, if purchased, or estimated fair value at date
of receipt, if donated. Depreciation is recorded using the straight-line method over estimated
useful lives of 50 years for buildings and 3 to 18 years for furniture and equipment.
Leasehold improvements are amortized using the straight-line method over the lesser of the
asset’s useful life or the lease term. Library books are depreciated using the straight-line
method over an estimated useful life of 12 years. Equipment acquisitions costing more than
$5,000 and building renovations and improvements costing more than $25,000 are
capitalized.

Collection

The College owns a collection of artwork, antique textiles, and prints all of which were
contributed to the College. The art collection, which is made up of several works of artistic
significance, is on display in certain college buildings and activities verifying their existence
and assessing their condition are performed regularly. The other collections, which are of
unknown value, but are not estimated to be significant, are in safekeeping. Contributed
collection items are not reflected in the financial statements. Proceeds from deaccessions or
insurance recoveries are reflected as increases in the appropriate net asset classes. No
significant deaccessions occurred during the current year.

Interest Rate Swap Agreement

The fair value of the interest rate swap related to the note payable is accrued as market rates
change. The change in fair value of the derivative during the year, if material, is recognized
within non-operating activities (see Note 8b).

Description of Net Assets

All resources that are not restricted by donors are included in net assets without donor
restrictions. Net assets with donor restrictions of a time and purpose nature represent the
portion of net assets whose use by the College is limited by donor-imposed stipulations that
either expire by passage of time or can be fulfilled and removed by actions of the College
pursuant to those stipulations. Net assets with donor restrictions of a perpetual nature are
the portion of net assets restricted by the donor for investment in perpetuity. Income, gains
and losses from these net assets with donor restrictions of a perpetual nature are classified
as net assets with donor restrictions. The income from approximately $3.6 million of net
assets with perpetual donor restrictions — endowment funds is restricted for bond debt
service. The majority of the remainder of the funds have been restricted in perpetuity by
donors to provide student financial aid. Accumulated endowment gains reflect unspent
investment earnings generated by endowment funds.

The Board of Trustees had established designated funds for long-term investment and future
needs of the College. As of June 30, 2020, the funds total $2,459,000, which are invested
on a pooled basis with endowment funds.



California College of the Arts

Notes to Financial Statements

Revenue Recognition

Tuition revenue is recorded as earned, on a pro rata basis over the applicable teaching period
and in the fiscal year in which the academic programs are delivered and therefore the
performance obligation is met. Institutional scholarships awarded to students reduce the
amount of revenue recognized. In addition, students who adjust their course load or
withdraw completely before the course add/drop date of the academic term may receive a
full or partial refund in accordance with the College’s refund policy. Refunds issued reduce
the amount of revenue recognized. Tuition receivable is recorded after the add/drop date
and when payment is due for teaching services. When the College has provided instructional
services before the students pay consideration or before payment is due, it presents a
contract asset, excluding any amounts presented as a receivable. Payments received for
tuition for future teaching periods are reported as deferred tuition revenue. Collection or
development of payment plans for tuition is required prior to registration for the following
term. Auxiliary enterprises revenue includes income related to student housing which is
recorded on a pro rata basis over the related contract period as the performance obligation
is met.

Contributions and pledges are recognized as revenue when they are received or
unconditionally pledged. The College reports gifts of land, buildings, and equipment as net
assets without donor restrictions support unless explicit donor stipulations specify how the
donated assets must be used. Pledges due past one year are subject to present value
discounting at an applicable rate at the time of the contribution. The College reviews
individual pledge receivable balances at year end to evaluate the appropriate allowance
based on subsequent collections and historical collection experience. Management has
deemed all receivables from donors to be fully collectible and therefore no allowance for
doubtful accounts has been provided.

Gifts of long-lived assets with explicit restrictions that specify how the assets are to be used
and gifts of cash or other assets that must be used to acquire long-lived assets are reported
as restricted support. Absent explicit donor stipulations about how long those long-lived
assets must be maintained, the College reports expirations of donor restrictions when the
donated or acquired long-lived assets are placed in service. Contributions of assets other
than cash are recorded at their estimated fair value. Pledges receivable represent
unconditional amounts committed by donors that have not been received by the College.

Revenues are reported as increases in the appropriate category of net assets. Income or loss
on investments is reported as increases or decreases in net assets without donor restrictions
unless their use is restricted explicitly by donor stipulations or by law. Expirations of donor
restricted net assets for purpose or time restrictions are reported as net assets released from
restrictions.



California College of the Arts

Notes to Financial Statements

Contributions Receivable from Irrevocable Trusts

The College is the recipient of distributions from an irrevocable trust and is not the trustee
of this trust. Irrevocable trusts are established by donors who specify that distributions from
the trusts be made to designated nonprofit organizations over a specified period of time.
Upon termination, the remainder of the trust's assets is paid to beneficiaries designated by
the donor. When the College is notified that it is the irrevocable recipient of distributions
from an irrevocable trust, a receivable for the present value of the expected future cash
inflows is reported in the financial statements. The net present value is determined using
U.S. Internal Revenue Service life annuities and mortality tables and an annual investment
return of 2.6%. Investments consist of primarily marketable securities in stocks and bonds,
and investment in real estate. Management evaluates the reasonableness of the assumptions
and inputs used on an annual basis.

Advertising Expenses

The College’s policy is to expense advertising costs as they are incurred.

. Functional Expense Allocations

Certain expenses, such as depreciation, interest on indebtedness and facilities, operations
and maintenance, are allocated among program, management, fundraising and unification
based on allocation methods and estimates made by the College’s management (see Note
10).

Operating and Non-operating Classifications

Operating revenue and expense in the statement of activities include the operating activities
associated with furthering the College’s educational mission and exclude certain private
gifts that are restricted to endowment or investment in plant facilities, including the
College’s campus unification campaign (see Note 6). Other items excluded from operating
activities include net investment income on endowments in excess of the College’s spending
policy as well as certain investment income from interest and dividends not subject to the
College’s spending rule.

Fair VValue Measurements

The College carries certain assets and liabilities at fair value. Fair value is defined as the
price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. In addition, the College
reports certain investments using the Net Asset Value (NAV) per share as determined by
investment managers under the practical expedient guideline. The guideline allows NAV
per share to represent fair value for reporting purposes when the criteria for using this
method are met.

10



California College of the Arts

Notes to Financial Statements

The College classifies its financial assets and liabilities according to three levels, and
maximizes the use of observable inputs and minimizes the use of unobservable inputs when
measuring fair value.

Level 1- Quoted market prices (unadjusted) in active markets for identical assets or
liabilities that the College has the ability to access at the measurement date.

Level 2- Observable inputs other than quoted prices included within Level 1 for the asset
or liability, either directly or indirectly.

Level 3- Unobservable inputs for the asset or liability that are not corroborated by market
data.

Income Taxes

The principal activities of the College are exempt from income taxes under provisions of
the U.S. Internal Revenue Code, Section 501(c)(3) and the California Tax Code.
Management evaluated the College’s tax positions and concluded that the College had
maintained its tax-exempt status and had not taken uncertain tax positions that required
adjustment to the financial statements. Therefore, no provision or liability for income taxes
has been included in the financial statements.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions. These
estimates and assumptions affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual results could
differ from those estimates.

Comparative Financial Statements

The financial statements include certain prior-year summarized comparative information in
total but not by net asset class. Such information does not include sufficient detail to
constitute a presentation in conformity with U.S. generally accepted accounting principles.
Accordingly, such information should be read in conjunction with the College’s financial
statements for the year ended June 30, 2019, from which the information was derived.

Reclassifications

Certain activities in the 2019 financial statements have been reclassified for comparative
purposes to conform with the presentation in the 2020 financial statements. These
reclassifications have no impact on the financial position or changes in net assets.

11



California College of the Arts

Notes to Financial Statements

Collective Bargaining Agreement

The College has a collective bargaining union agreement with the Service Employees
International Union (Local 1021), with adjunct faculty members, approximately 43% of its
employees, being covered by the agreement. The agreement expired on June 30, 2020 but
remains in place as CCA re-negotiates a new agreement with the union.

During the year ended June 30, 2020, primarily non-exempt hourly staff, excluding public
safety employees, voted to unionize with Local 1021. Approximately 15% of its employees
are expected to be included in the bargaining group. As of the date of these financial
statements, the College is in negotiations with Local 1021 and has not yet signed an
agreement.

Recent Accounting Pronouncements

Adopted

In June 2018, the Financial Accounting Standards Board (FASB) issued Accounting
Standards Update (ASU) 2018-08, Clarifying the Scope and the Accounting Guidance for
Contributions Received and Contributions Made (Topic 958). The ASU clarifies and
improves current guidance about whether a transfer of assets, or the reduction, settlement,
or cancellation of liabilities, is a contribution or an exchange transaction. It provides criteria
for determining whether the resource provider is receiving commensurate value in return
for the resources transferred which, depending on the outcome, determines whether the
organization follows contribution guidance or exchange transaction guidance in the revenue
recognition and other applicable standards. It provides a framework for determining whether
a contribution is conditional or unconditional, and for distinguishing a donor-imposed
condition from a donor-imposed restriction. The ASU was adopted as of July 1, 2019.

Effective in the Future

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The new guidance
will supersede much of the existing authoritative literature for leases. This guidance requires
lessees, among other things, to recognize right-of-use assets and liabilities on their balance
sheet for all leases with lease terms longer than twelve months. The standard will be
effective for the College for its fiscal year beginning after December 15, 2021. Entities are
required to use modified retrospective application for leases that exist or are entered into
after the beginning of the earliest comparative period in the financial statements with the
option to elect certain transition reliefs. The College is currently evaluating the impact this
ASU will have on its financial statements.

12



California College of the Arts

Notes to Financial Statements

v. Subsequent Events

The College has reviewed the changes in net assets for the period of time from the end of
its fiscal year on June 30, 2020 through December 22, 2020, the date the financial statements
were available to be issued and has determined there were no material subsequent events
except as described in Note 7, 8 and 16, that require recognition or additional disclosure in
these financial statements.

Note 3-  Note Receivables:

At June 30, 2020, notes receivable constituted the College’s financing receivable and consisted
of the following:

Perkins
Loans
Notes receivable $ 525,000
Less allowance for doubtful accounts:
Beginning of period — July 1, 2019 328,000
Decrease (29,000)
End of period — June 30, 2020 299,000
Notes receivable, net $ 226,000

Funds advanced by the Federal government of $102,000 at June 30, 2020 are ultimately
refundable to the government and are classified as liabilities in the statement of financial
position. Outstanding loans cancelled under the program result in a reduction of the funds
available for loan and a decrease in the liability to the government.

The amount past due under the Perkins loan program was $189,000 at June 30, 2020.

13



Note 4 -

California College of the Arts

Notes to Financial Statements

Investments:

Investments consisted of the following at June 30, 2020:

Cash and equivalents $ 138,000
Preferred stock 59,000
U.S. treasury securities 1,962,000
Corporate bonds 2,098,000
Mutual funds 22,042,000
Index funds 16,697,000
Alternative investments 918,000
Total $ 43,914,000

The following schedule summarizes the investment return and its classification in the statement
of activities for the year ended June 30, 2020:

Without Donor  With Donor

Restrictions  Restrictions Total

Dividends and interest $ 701,000 $ 740,000 $ 1,441,000
Net appreciation (depreciation), realized

and unrealized gains (losses) (2,000) 633,000 631,000
Return on investments 699,000 1,373,000 2,072,000
Investment return designated

for current operations 709,000 1,428,000 2,137,000
Investment return — non-operating $ (10,000) $ (55,0000 $  (65,000)

14



Note 5 -

California College of the Arts

Notes to Financial Statements

Fair Value Measurements:

The table below presents assets at June 30, 2020 measured at fair value on a recurring basis:

Level 1 Level 2 Level 3 Total
Investments (excluding cash and
equivalents):
Preferred stock 3 59,000 $ 59,000
U.S. Treasury securities $ 1,962,000 1,962,000
Corporate bonds 2,098,000 2,098,000
Mutual Funds
Equity funds 557,000 557,000
International equity funds 10,206,000 10,206,000
Multi strategy funds 343,000 343,000
Bond funds 10,936,000 10,936,000
Total mutual funds 22,042,000 22,042,000
Index Funds
Market index fund 14,133,000 14,133,000
REIT index fund 2,049,000 2,049,000
Russell 1000 index fund 515,000 515,000
Total index funds 16,697,000 16,697,000
Investments measured at net
asset value per share (a):
Alternative investment funds 918,000
Contributions receivable from
irrevocable trusts $ 1,593,000 1,593,000
Totals $ 38,798,000 $ 4,060,000 $1,5933,000 $ 45,369,000

(@ Inaccordance with FASB ASC subtopic 820-10, certain investments that are measured
at fair value using the NAV per share (or its equivalent) practical expedient have not
been classified in the fair value hierarchy. The fair value amounts presented in this table
are intended to permit reconciliation of the fair value hierarchy to the amounts presented
in the statement of financial position.

15



California College of the Arts

Notes to Financial Statements

The following is a rollforward of the Level 3 assets:

Contributions Receivable
from Irrevocable Trusts

Fair value at June 30, 2019 $ 1,610,000
Change in value (17,000)
Fair value at June 30, 2020 $ 1,593,000

Net Asset Value Disclosure

The College uses the NAV under the so-called "practical expedient” to determine the fair value
of all the underlying investments which do not have readily determinable fair value and prepare
their financial statements consistent with the measurement principles of an investment company
or have the attributes of an investment company. The practical expedient allows net asset value
per share to represent fair value for reporting purposes when the criteria for using this method
are met.

The following table lists investments valued at NAV, which were all alternative investments as
of June 30, 2020:

Notice
# of Period Future
Funds Redemption (days) Commitments Fair Value

Park Street Capital Private

Equity Fund X, LP (b) 1 N/A N/A $ 20,000 $ 472,000
RCP Fund IX Feeder, LP (c) 1 N/A N/A 34,000 446,000
Total 2 $ 54,000 $ 918,000

(b) Park Street Capital Private Equity Fund X, LP invests in a select group of private equity
funds in the venture capital, buyout and capital restructuring sectors. The College has
subscribed to $500,000 of limited partnership interest, and paid $480,000 as of June 30,
2020. Pursuant to the limited partnership agreement, investments in the partnership are
generally not redeemable until partnership dissolution and liquidation, which is
expected to occur on or after December 31, 2020.

16



Note 6 -

California College of the Arts

Notes to Financial Statements

(c) RCP Fund IX Feeder, LP invests primarily in the lower middle market buyout segment
of the private equity market. RCP Funds fall into four categories: Core, Graduate,
Secondary, and Direct funds. The College has subscribed to $500,000 of limited
partnership interest, and paid $466,000 as of June 30, 2020. Pursuant to the limited
partnership agreement, investments in the partnership are generally not redeemable until
partnership dissolution and liguidation.

Grants and Pledges Receivable:

Grants and pledges receivables at June 30, 2020 are due as follows:

Within one year $ 10,899,000
One to five years 8,522,000
Total grants and pledges receivable, net $ 19,421,000

Pledges and grants receivable are unsecured and concentrated in the San Francisco Bay Area.
The College received approximately sixty five percent of contributions from three donors for
the year ended June 30, 2020. At June 30, 2020, the College had approximately fifty four percent
of contribution receivable from three donors.

All pledges are considered collectible. Long-term pledges receivable are net of a $683,000
adjustment to reflect their net present value.

The College is conducting a capital campaign to fund construction and other costs associated
with the unification of the Oakland and San Francisco campuses.

Pledges outstanding at June 30, 2020 from Trustees and related entities include $9,732,000
related to campus unification campaign, and $966,000 for annual giving and other purposes. For
the year ended June 30, 2020, contributions from Trustees and related parties totaled
$10,697,000.
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Property, Plant and Equipment:

Property, plant and equipment at June 30, 2020 is composed of the following:

Land, buildings and leasehold improvements $ 86,868,000
Furniture and equipment 19,687,000
Library books 2,401,000
Construction in progress 13,335,000
122,291,000

Less accumulated depreciation and amortization (45,205,000)
Net property, plant and equipment $ 77,086,000

Certain land and buildings are pledged as collateral for bonds, loans and note payable
(see Note 8).

On December 1, 2015, the College sold a property, at 5275 Broadway, Oakland, California it
has used for administrative offices and student housing. Under the terms of the sale, the College
leased back the property through May 21, 2020. The sale resulted in a net gain of $3,338,000,
which was deferred and all of which has been amortized and recognized as other income
including $390,000 in the fiscal year ended June 30, 2020.

The College entered into separate option agreements in 2017 for the properties encompassing
the Oakland, California campus and a dormitory adjacent to the campus. Each agreement gives
the holder of the option the right to purchase the property at a future date upon completion of an
entitlements process. The purchase price for each utilizes an appraisal process based on the
highest and best use for the properties and subject to a minimum. The option agreement for the
dormitory property was terminated in February 2020 with ownership remaining with the
College. Subsequently, the College placed the dormitory property on the market, accepted an
offer, and the sale closed on December 8, 2020. In July 2020, the campus option agreement was
amended to extend the outside date by which the optionee must exercise its option to purchase
from November 21, 2021 to November 21, 2023.
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Note 8 - Debt:

a. Tax-Exempt Loans Payable

The College is obligated under loans payable as of June 30, 2020 as follows:

California Statewide Communities Development Authority/First

Republic Bank Tax-Exempt Loan, interest at 3.5% maturing

through June 2035 (CSCDA 2014) $ 15,637,000
California Statewide Communities Development Authority/First

Republic Bank Tax-Exempt Loan, interest at 3.5% maturing

through July 2046 (CSCDA 2016) 15,585,000
California Statewide Communities Development Authority/First

Republic Bank Tax-Exempt Loan, interest at 3.0% maturing

through February 2024 (CSCDA 2017) 2,578,000
33,800,000

Unamortized issuance costs (513,000)
Unamortized discount (119,000)
33,168,000

Current portion (1,044,000)
Long-term portion $ 32,124,000

On December 17, 2014, the College entered into a line of credit agreement for borrowings
of up to $3,000,000 with interest at the Wall Street Journal prime rate (3.25% at June 30,
2020). On August 27, 2019, the College renewed the line of credit, extending the maturity
date to August 23, 2020. From the original agreement date through the date these financial
statements are issued, no funds have been drawn. On September 2, 2020, the College
renewed the line of credit for an additional one-year period to August 23, 2021.

On October 25, 2012, the College entered into a loan agreement with the California
Educational Facility Authority in the amount of $11,465,000 (the “CEFA 2012 bonds”).
Proceeds of the loan were used to refinance the College’s 2001 CEFA bonds issued to
finance Clifton Hall, a student residence hall on the College’s Oakland campus. On
September 5, 2019, the College effected the defeasance of the CEFA 2012 bonds, in the
outstanding amount of $10,895,000, plus costs, by depositing with the Bond Trustee escrow
securities in the amount of $12,017,669, inclusive of funds totaling $1,255,376, released
from the CEFA 2012 Bond Reserve Fund. Funds of the CEFA 2012 defeasance are
irrevocably pledged for payments due to CEFA 2012 bondholders through June 2022, at
which time the bonds will be redeemed with remaining funds on deposit in the account.
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On December 1, 2014, July 27, 2016 and February 1, 2017 the College entered into loan
agreements with the California Statewide Communities Development Authority and First
Republic Bank (CSCDA 2014, 2016 and 2017). The proceeds of the loans were used to
finance various capital projects on the College’s San Francisco and Oakland campuses and
to refinance certain prior indebtedness of the College.

On September 3, 2020, the College entered into a loan agreement with the California
Statewide Communities Development Authority and First Republic Bank (CSCDA 2020)
for $31,425,000. Proceeds of the CSCDA 2020 loan were used to refund the CSCDA 2014
and 2016 bonds. The CSCDA 2020 loans accrues interest at a fixed interest rate of 2.5%,
payable monthly beginning on October 1, 2020. Interest on the loan is payable monthly in
the amount of $61,104 beginning on October 1, 2020 through March 1, 2022, and principal
and interest on the loan is payable monthly in the amount of $172,096 beginning on April
1, 2022 and will continue through June 1, 2041. The CSCDA 2020 loan contains financial
covenants similar to the CSCDA loans they refunded.

The loan agreements contain financial covenants, which require that the College maintain
minimum debt service coverage ratio, minimum liquidity, and accreditation. The loan
agreements also require the College to maintain certain financial accounts with minimum
balances totaling $9,000,000 as of June 30, 2020, and $2,000,000 subsequent to the CSCDA
2020 issuance. As of June 30, 2020, the College was in compliance with the loan agreements
and covenants. Certain of the College’s buildings and land are pledged as collateral for the
loans.

Scheduled maturities of the loans are as follows:

Year ending
June 30:
2021 $ 1,075,000
2022 1,109,000
2023 1,145,000
2024 1,641,000
2025 1,201,000
Thereafter 27,629,000

$ 33,800,000

Interest expense incurred on the bonds and tax-exempt loans payable was $1,264,000 (net
of capitalized interest was $812,000) for the year ended June 30, 2020.
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b. Note Payable and Interest Rate Swap Agreement

In March 2012, the College acquired a property by utilizing a long-term note payable to a
bank of $2,500,000 which bears a variable interest rate. Payments are due each month
commencing May 1, 2012 through and including the termination date, April 1, 2027. As of
June 30, 2020, the outstanding balance on this loan was $1,342,000. The property acquired
under this arrangement as of June 30, 2020 had a cost of $3,420,000 and is collateral for the
loan.

The College also entered into an interest rate swap agreement with the bank for the term of
the loan and for a notional amount of $2,500,000 that reduces as payments on the note
payable are made. The effect of this swap agreement is to fix the interest rate on the note
payable at 4.31% through the termination date of the loan. The estimated fair value of the
derivative was not considered significant to the financial statements as of June 30, 2020.

Future minimum payments on the note payable as of June 30, 2020 are as follows:

Year ending
June 30:
2021 $ 172,000
2022 180,000
2023 188,000
2024 196,000
2025 205,000
Thereafter 401,000

$ 1,342,000

Retirement Plan:

Employees of the College are covered under the Teacher Insurance and Annuity Association
Pension Plan, a defined-contribution retirement plan. Employees of the College may elect to
make contributions to this plan on a pre-tax or after-tax basis. The College made a discretionary
contribution to the plan of a matching contribution of five percent of compensation for
employees electing to make pre-tax contributions of at least five percent, with certain
exceptions. Matching contributions to the plan were approximately $1,273,000 for the year
ended June 30, 2020.

The College has a 457(b) deferred compensation plan, which provides eligible employees with
the opportunity to defer a portion of their compensation. Deferrals are made at the discretion of
the participants, subject to certain limitations. Participant deferrals amount to $1,008,000 as of
June 30, 2020. The assets related to participant deferrals are available to the general creditors of
the College and are included in other assets on the accompany statement of financial position.
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Note 10 - Functional Expenses:

Allocation of functional expense among program, management and fundraising are based on
allocation methods made by management as follows:

o Facilities, operations and maintenance, depreciation, and interest expense are allocated
to each function based on the time and effort estimates for each function.

o President’s Office expenses are allocated equally between management and
fundraising.

o All other expenses are reflected based on the actual function for which the expense was
incurred.

Program consists of instruction, instructional services, student services, and auxiliary
enterprises. Allocation of expenses for the year ended June 30, 2020 (in thousands):

Campus
Program  Management  Fundraising  Unification Total

Salaries and wages $ 31,160 $ 5886 $ 2173 % 615 $ 39,834
Benefits 9,026 1,887 678 224 11,815
Contract and professional

services 1,594 1,156 53 242 3,045
Postage and shipping 73 63 4 140
Marketing and communication 324 44 215 18 601
Supplies 407 27 5 2 441
Equipment 300 45 5 10 360
Technology 936 1,442 92 19 2,489
Development and employees

relations 154 17 6 177
Travel and entertainment 917 59 244 6 1,226
Property and liability insurance 4 350 354
Other 197 1,084 10 10 1,301
Student work study wages 1,423 77 8 8 1,516
Facilities, operations

and maintenance 9,958 1,645 336 1,389 13,328
Depreciation 1,563 382 106 2,051
Interest expense 632 141 39 812

Total expenses 58,668 $ 14305 $ 3974 $ 2543 $ 79,490

Advertising costs incurred for the purpose of generating tuition and fees were approximately
$219,000 for the year ended June 30, 2020.
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Commitments and Contingencies:

a.

Operating Leases

The College leases instructional and student dormitory spaces under non-cancelable leases,
which expire at various dates through May 31, 2028. In addition, the College leases 11,651
square feet of instructional space for $1 per year on a 99-year lease as a term of sale of the
building in 1989.

Future minimum lease payments for all operating leases in excess of one year as of June
30, 2020 are as follows:

Year ending
June 30:
2021 $ 5,996,000
2022 6,049,000
2023 6,204,000
2024 5,755,000
2025 5,898,000
Thereafter 7,053,000
Total $ 36,955,000

On August 27, 2018, the College commenced lease payments on a student housing facility
owned by a member of the Board of Trustees. The lease is for an initial period expiring in
May 2028, with options to renew through May 2052. Future minimum payments in the table
above include $20,735,000 for rent expense during the initial lease period.

During the year ended June 30, 2019, the College entered into an agreement to lease land to
a third party. The third party will construct residential housing units that will be rented
directly to the College’s students or other institutions’ students. The term of the lease is 34.5
years. Lease payments are due annually with the amount based on the net cash flow of the
units constructed and are expected to begin in the fall of 2021, after the end of the first year
of operations of the building.

The College entered into a lease on January 30, 2019 to house a student food service facility

and convenience store beginning in the fall of 2020. The lease has a base rent of $1 per year
and will expire on June 29, 2053.
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Capital Leases

The College acquired various assets including computer equipment utilizing long-term
financing arrangements, which are treated as capital lease obligations. For financial
reporting purposes, the assets acquired under these arrangements as of June 30, 2020 had a
cost of $2,138,000 and related accumulated amortization of approximately $262,000.
Amortization of the assets is included in depreciation expense.

The future minimum payments under capitalized lease obligations and the net present value
of the future minimum principal payments at June 30, 2020 are as follows:

Total minimum payments $ 1,058,000
Less: Amount representing interest (52,000)
Present value of minimum payments 1,006,000
Less: current portion (666,000)
Long-term portion $ 340,000

Future payments for all non-cancelable capital leases in excess of one year as of June 30,
2020 are as follows:

Year ending
June 30:
2021 $ 666,000
2022 307,000
2023 30,000
2024 3,000
Total $ 1,006,000
Other

The College has various commitments and is contingently liable in connection with claims
and contracts arising in the normal course of its activities. In addition, the College receives
funds from various federal and state government funded programs, which are subject to
audit by cognizant governmental agencies. College management believes that the outcome
of such matters will not have a significant effect on the financial position or results of
activities of the College.
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Note 12 - Net Assets Released from Restrictions:

Net assets were released from donor restrictions by incurring expenses satisfying the restricted
purposes or by occurrence of other events specified by donors during the year ended June 30,
2020 as follows:

Operating  Non-Operating Total
Restricted funds utilized for:
Educational and general purposes $ 1,447,000 $ 48,000 $ 1,495,000
Financial aid 3,548,000 2,423,000 5,971,000
Plant activities 173,000 173,000
Campus unification 2,828 2,828

$ 5,168,000 $ 5299 $ 10,467

Note 13- Endowment Funds:

Endowment net asset composition by type of fund as of June 30, 2020:

Without Donor With Donor

Restrictions Restrictions Total
Donor-restricted endowment funds $ 34,871,000 $ 34,871,000
Board designated funds $ 2,459,000 2,459,000
Total Endowment Funds $ 2,459,000 $ 34,871,000 $ 37,330,000

25



California College of the Arts

Notes to Financial Statements

Changes in endowment net assets for the year ended June 30, 2020:

Without Donor With Donor
Restrictions Restrictions Total
Net assets, beginning of period $ 2,472,000 $ 33,678,000 $ 36,150,000
Investment return:
Investment income 57,000 748,000 805,000
Net appreciation, realized
and unrealized gains 51,000 634,000 685,000
Investment management fees (4,000) (48,000) (52,000)
Total investment return, net 104,000 1,334,000 1,438,000
New gifts 1,295,000 1,295,000
Endowment distribution (117,000) (1,436,000) (1,553,000)
Net assets, end of period $ 2,459,000 $ 34,871,000 $ 37,330,000

Endowment net assets are represented by investments of $34,947,000 and receivables from
irrevocable trusts and pledges totaling $2,383,000 at June 30, 2020.

For endowments that donors have not specifically defined a spending policy, State law allows
the College to appropriate so much of net appreciation on endowment investments as is prudent
considering the College’s long and short-term needs, present and anticipated financial
requirements, expected total return on its investments, price level trends, and general economic
conditions. Amounts allocated for spending may exceed actual realized earnings from
endowments. The Board of Trustees approved spending policy of 5% calculated based on the
average endowment market value of the trailing three fiscal years.

To satisfy its long-term rate-of-return objectives, the College 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 College targets a diversified asset
allocation with a greater emphasis on equity-based investments in order to achieve its long-term
return objectives consistent with the preservation of capital.
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The State of California adopted a version of the Uniform Prudent Management of Institutional
Funds Act as its State Prudent Management of Institutional Funds Act (SPMIFA). The Board
of Trustees of the College has interpreted the SPMIFA as not requiring the preservation of the
fair value of the original gift as of the gift date of the donor-restricted endowment funds absent
explicit donor stipulations to the contrary but has voluntarily chosen to do so. As a result of this
interpretation, the College classifies as net assets with donor restrictions of a perpetual nature a)
the original value of gifts donated to the perpetual endowment, b) the original value of
subsequent gifts to the perpetual endowment, and ¢) accumulations to the perpetual endowment
made in accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added to the fund. Donor-restricted amounts not retained in perpetuity are
appropriated for expenditure by the College in a manner consistent with the standard of prudence
prescribed by SPMIFA. In accordance with SPMIFA, the College 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 College 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 College

7) The investments policies of the College

From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall below the level that the donor or SPMIFA requires the College to
retain as a fund of perpetual duration and record such deficiencies in net assets with donor
restrictions. There are no deficiencies of this nature at June 30, 2020.

Concentrations of Risk:

The College has cash deposits, including restricted cash, in financial institutions in excess of
federally insured limits at June 30, 2020.

To address concentration of market risk in the investment area, the College maintains a formal
investment policy, which sets out performance criteria, investment guidelines and requires
review of the investment managers’ performance. Investments are managed by investment
managers, who have the responsibility for investing the funds in various investment alternatives.
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Available Financial Assets and Liquidity Resources:

At June 30, 2020, financial assets and liquidity resources available within one year for general
expenditures were as follows:

Certain financial assets at year-end:

Cash and equivalents $ 35,269,000
Accounts receivable, current portion, net 2,132,000
Grants and pledges receivable, current portion 10,899,000
Investments 43,914,000
Total 92,214,000

Financial assets not available to meet general expenditures
over the next twelve months:

Loans payable required cash and investment minimum (9,000,000)
Grants and pledges receivable — endowment,
current portion (313,000)
Campus unification - donor restricted (25,932,000)
Endowment investment balance (34,942,000)
Total (70,187,000)

Amounts available within one year:

Projected endowment spending draw 1,648,000

Total financial assets available
to meet general expenditures within one year $ 23,675,000

The College regularly monitors liquidity to meet its operating needs and other contractual
commitments, while striving to maximize the investment of its available funds. For purposes of
analyzing resources available to meet general expenditures over a 12-month period, the College
considers all expenditures related to its ongoing mission-related activities as well as the conduct
of services undertaken to support those activities to be general expenditures.

The College has approximately $2.5 million in board-designated funds functioning as
endowment, which is available for general expenditures with Board of Trustee approval (see
Note 13). Student loans receivable are not considered to be available to meet general
expenditures because principal and interest on these loans are used solely to make new loans
and are, therefore, not available to meet current operating needs.
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COVID-19:

On March 11, 2020, the World Health Organization publicly characterized COVID-19 as a
pandemic. Many federal, state, and local governmental agencies have declared a state of
emergency and issued a variety of recommendations impacting the College’s ability to deliver
its mission on campus. The resulting changes in operations has resulted in additional expenses
such as for equipment and software to facilitate teaching remotely, modifying the facilities to
promote social distancing and safe workplace practices when hybrid learning is possible, and
moving admissions and fundraising events to an on-line format.

The pandemic has also negatively impacted the College’s revenue due to enrollment declines
and related reductions in housing revenues, which are expected to continue through June 30,
2021. Other financial impacts could occur, though such potential impact is unknown at this time.

In response, the College reduced discretionary spending, implemented a salary reduction for
senior staff, suspended contributions to the retirement plan, imposed a limited hiring freeze, and
instituted furloughs and a limited number of layoffs. Management believes these actions are
sufficient to maintain continued financial viability based on current expectations regarding the
pandemic.

On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act (CARES Act) was
enacted to, among other things, provide emergency assistance for individuals, families, and
businesses affected by the coronavirus pandemic. The College successfully applied for and
received approximately $1.4 million Higher Education Emergency Relief Fund. The funds were
awarded as follows, $699,000 Institutional Portion and $699,000 Student Portion. The funds
were drawn down in their entirety in FY 2021 and have been substantially utilized by the date
of this report.
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