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INDEPENDENT AUDITORS’ REPORT

The Members of the Board of Visitors
The Citadel, The Military College of South Carolina
Charleston, South Carolina

We have audited the accompanying financial statements of the business-type activities and the discretely
presented component units of The Citadel, The Military College of South Carolina (The Citadel), a department of
the State of South Carolina, as of and for the year ended June 30, 2011, which collectively comprise The Citadel’s
basic financial statements as listed in the table of contents. These financial statements are the responsibility of
The Citadel's management. Our responsibility is to express an opinion on these financial statements based on our
audit. We did not audit the financial statements of The Citadel Brigadier Foundation (a discretely presented
component unit). The Citadel Brigadier Foundation’s financial statements reflect 6% of total assets, 6% of total net
assets, and 12% of total revenues of the discretely presented component units. Those financial statements were
audited by other auditors whose reports thereon have been furnished to us, and our opinions, insofar as they
relate to the amounts included for these blended and discretely presented components units, are based solely on
the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. The
financial statements of the discretely presented component units were not audited in accordance with
Government Auditing Standards, issued by the Comptroller General of the United States. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the basic financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit and the report of other
auditors provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements of The Citadel are intended to present the financial
position, and the changes in financial position and cash flows, of only that portion of the business-type activities of
the State of South Carolina that is attributable to the transactions of The Citadel. They do not purport to, and do
not, present fairly the financial position of the State of South Carolina as of June 30, 2011, and the changes in its
financial position and its cash flows, where applicable, for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In our opinion, based on our audit and the report of the other auditors, the financial statements referred
to above present fairly, in all material respects, the financial position of the business-type activities and the
discretely presented component units of The Citadel as of June 30, 2011, and the changes in financial position and
cash flows thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

Elliott Davis LLC | elliottdavis.com



In accordance with Government Auditing Standards, we have also issued our report dated October 5,
2011 on our consideration of The Citadel’s internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our audit.

Management’s discussion and analysis on pages 3 - 12 is not a required part of the basic financial
statements, but is supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary information.
However we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Citadel’s basic financial statements. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects, in relation to the basic financial
statements taken as a whole.

E, it Parer, L C

Greenwood, South Carolina
October 5, 2011



The Citadel
The Military College of South Carolina

Management’s Discussion and Analysis
June 30, 2011

Overview of the Financial Statements and Financial Analysis

The Citadel is pleased to present its financial statements for fiscal year 2011. While audited financial
statements for fiscal year 2010 are not presented with this report, condensed operations and financial
position data will be presented in this section in order to illustrate certain increases and decreases.
However, the emphasis of discussions about these statements will be on current year data. This
discussion focuses on the combined operations and financial positions of the College, defined for
purposes of this discussion as both the primary institution — The Citadel, and its blended component unit
— The Citadel Trust. The discussion excludes the College’s non-governmental component units — The
Citadel Foundation and The Citadel Brigadier Foundation.

During fiscal year 2011 South Carolina continued to experience the effects of the economic recession and
issued additional budget cuts to all state agencies. Citadel appropriations were cut by $2.1 million in
fiscal year 2011, following cuts of $1 million in 2010 and $3.9 million in 2009. Over this three year period
State appropriation revenue has decreased by 45%. In response to the shortfall in State appropriations,
The Citadel increased student fees and cut operating budgets. Fortunately, enroliment has remained
strong and tuition revenue has provided a cushion to the State cuts. In addition, the College received
$2.36 million of Federal State Fiscal Stabilization Funds (stimulus funds) as a part of the Federal program
aimed at helping states deal with the economic recession.

The Citadel outsourced bookstore and gift operations to Barnes & Noble during the current fiscal year.
This outsourcing reduced auxiliary revenues by $4.3 million and reduced auxiliary salary and cost of
goods sold expenditures by $4 million.

The College collaborated with The Citadel Foundation (TCF) during fiscal year 2011 to investigate
initiatives to improve financial results. TCF hired an outside consulting firm to review The Citadel’s
financial status and suggest improvements to help The Citadel prosper in the face of continued State
funding cuts. TCF has agreed to help fund selected initiatives in fiscal year 2012 in order to improve
College financial outcomes.

The refinance of the 2006 and 2007 Athletic Facility Bonds was competed in July 2010. This refinance
extended the length of the 2006 bond from ten to twenty years in order to reduce the annual debt service
to a level that could be covered with skybox and club seat revenues. The 2007 bond was included in the
refinance in order to lock in the interest rate for the duration of the bond. Currently, after covering annual
debt service requirements, excess skybox and club seat revenues are available to cover Readiness
Center operating costs and some additional Athletic Department expenses.

The major event impacting the financial results of The Citadel Trust, Incorporated (The Trust) during fiscal
year 2011 is the improvement in investment returns. Fiscal year 2011 was the first full year of results
based on investment changes implemented in fiscal year 2010. Returns for the Richmond Fund, a limited
partnership that invests in alternative investments such as private equity, venture capital, real assets and
hedge funds, improved from 0.6% for the six months of investment in fiscal year 2010 to 18.3% in fiscal
year 2011. Returns for the Morgan Stanley Smith Barney managed portfolio improved from 12.8% in
fiscal year 2010 to 22.4% in fiscal year 2011. The asset allocation for this portfolio was also changed in
fiscal year 2010 in order to capture returns at a reduced level of risk.

This report consists of a series of financial statements, prepared in accordance with the Governmental
Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements and Management’s
Discussion and Analysis—for State and Local Governments, and Statement No. 35, Basic Financial
Statements—and Management’s Discussion and Analysis—for Colleges and Universities. These
financial statements focus on the financial condition of the College, the results of operations and cash
flows of the College as a whole.



The Citadel
The Military College of South Carolina

Management’s Discussion and Analysis
June 30, 2011

There are three financial statements presented: the Statement of Net Assets; the Statement of Revenues,
Expenses, and Changes in Net Assets; and the Statement of Cash Flows. These statements present
financial information in a format similar to that used by private corporations. The College’s net assets (the
difference between assets and liabilities) are one indicator of the improvement or erosion of the College’s
financial health when considered with non-financial facts such as enroliment levels and the condition of
the facilities.

Statement of Net Assets

The Statement of Net Assets presents the assets, liabilities, and net assets of the College as of the end of
the fiscal year. The Statement of Net Assets is a point of time financial statement. The purpose of the
Statement of Net Assets is to present to the readers of the financial statements a fiscal snapshot of the
College. The Statement of Net Assets presents end-of-year data concerning Assets (property that we
own and what we are owed by others), Liabilities (what we owe to others and have collected from others
before we have provided the service), and Net Assets (Assets minus Liabilities). It is prepared under the
accrual basis of accounting, where revenues and assets are recognized when the service is provided and
expenses and liabilities are recognized when others provide the service to us, regardless of when cash is
exchanged.

From the data presented, readers of the Statement of Net Assets are able to determine the assets
available to continue the operations of the College. They are also able to determine how much the
College owes vendors and lending institutions. Finally, the Statement of Net Assets provides a picture of
the net assets (assets minus liabilities) and their availability for expenditure by the institution.

Net assets are divided into three major categories. The first category, invested in capital assets, net of
related debt, provides the institution’s equity in property, plant, and equipment owned by the institution.
The next asset category is restricted net assets, which is divided into two categories, nonexpendable and
expendable. Restricted nonexpendable net assets consist solely of the College’s permanent endowment
funds that are only available for investment purposes. Expendable restricted net assets are available for
expenditure by the institution but must be spent for purposes as determined by donors and/or external
entities that have placed time or purpose restrictions on the use of the assets. The final category is
unrestricted net assets. Unrestricted assets are available to the institution for any lawful purpose of the
institution.  Although unrestricted net assets are not subject to externally imposed stipulations,
substantially all of the College’s unrestricted net assets have been designated for various academic and
research programs and initiatives.

Condensed Summary of Net Assets (thousands of dollars)
Increase/ Percent
Assets: 2011 2010 (Decrease) Change
Current assets $ 52,959 $ 47441 3 5,518 11.63%
Capital assets, net 136,796 139,225 (2,429) -1.74%
Other assets 61,425 53,715 7,710 14,35%
Total Assets 251,180 240,381 10,799 4.49%
Liabilities:
Current liabilities 13,257 14,612 (1,355) -9.27%
Noncurrent liabilities 48,659 52,546 (3,887) -7.40%
Total Liabilities 61,916 67,158 (5,242) -7.81%
Net Assets:
Invested in capital assets, net of related debt 87,967 87,790 177 0.20%
Restricted - nonexpendable 38,725 31,567 7,158 22.68%
Restricted - expendable 33,205 28,994 4,211 14.52%
Unrestricted 29,367 24,872 4,495 18.07%
Total Net Assets $ 189,264 $ 173223 $ 16,041 9.26%
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The Military College of South Carolina

Management’s Discussion and Analysis
June 30, 2011

Assets — increase of $10.8 million

e The $5.5 million increase in current assets is composed of a $3.9 million increase in Citadel
current assets and a $1.6 million increase in Trust current assets. The $3.9 million increase in
Citadel current assets is primarily attributable to a $2.9 million increase in current unrestricted
cash and a $1.3 million increase in current restricted cash. The increase in current unrestricted
cash is due to healthy enrollment and tuition and fee increases, along with careful management
of expenses, which allowed the College to position itself conservatively in the face of continuing
concerns about State funding. In addition, Stimulus funding totaled $2.4 million in fiscal year
2011, slightly more than the $2.1 million cut in State appropriations. Current restricted cash
increases are related to gifts, sales and service revenue, and excess debt service funds restricted
to various purposes.

The $1.6 million increase in Trust current assets is primarily attributable to the improvement in
investment returns during fiscal year 2011. Approximately 45% of the Trust’'s pooled assets are
invested in the Richmond Fund, a limited partnership managed by Spider Management, a
subsidiary of the University of Richmond. The Trust invested in the Richmond Fund in January
2010 and the return for the six month period ending June 30, 2010 was 0.6%. The Richmond
Fund’s return improved to 18.3% in fiscal year 2011. The Trust's remaining pooled assets are
invested in a managed portfolio held at Morgan Stanley Smith Barney. The blended investment
return for this portion of the portfolio improved from 12.8% in fiscal year 2010 to 22.4% in fiscal
year 2011.

e Capital assets decreased by approximately $2.4 million. During the current year depreciation
expense was $2.4 million higher than capitalized equipment and building additions. The following
construction projects included in construction in progress in the prior year were completed and
capitalized during fiscal year 2011 — Daniel Library Renovation ($1.7 million), Deas Hall Human
Performance Lab ($0.25 million) and Stevens Barracks 4™ Floor Renovation ($0.2 million).
Approximately $1 million was capitalized as an intangible asset as the final Banner administrative
software module was completed at the beginning of fiscal year 2011. In addition, approximately
$0.5 million of equipment and vehicles was purchased and capitalized in the current year.
Depreciation expense totaled $5.3 million.

e The $7.7 million increase in other assets includes a $1.1 million decrease in Citadel other assets.
$1 million of this decrease is attributable to a reduction in cash utilized for the Banner
administrative software system. This cash was expended as the final module was completed and
capitalized in the current year.

Trust other assets increased by $8.8 million, or just over 16.5%. These assets are chiefly
investments related to permanent endowments and the increase was generated by the improved
investment returns mentioned above.

Liabilities — decrease of $5.2 million

. Current liabilities decreased by $1.4 million. Citadel accounts payable decreased by
approximately $1.1 million. Almost half of this decrease resulted from the timing of payments for
retirement contributions and utility payments. In fiscal year 2010 these payments were not
made until after June 30" so they were included as current liabilities at June 30, 2010. The
remaining decrease in accounts payable relates to the completion of construction projects and
the Banner administrative software system in the current year. All liabilities related to these
projects were satisfied prior to the end of the current year.
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Deferred revenue decreased by $300,000. This decrease is primarily due to timing changes in
recording Summer Il and football season ticket revenue. These transactions were not
completed until after June 30 so there was no deferred revenue recorded in fiscal year 2011.

. Noncurrent liabilities decreased by $3.9 million. $3.7 million of this decrease is due to a
decrease in noncurrent debt obligations. Other than the debt refinancing described previously,
no new debt was issued in fiscal year 2011 and The Citadel is paying down existing debt as
scheduled. Noncurrent deferred revenue related to the ARAMARK and Daktronics contracts
decreased by $0.4 million as revenue for current periods is recorded. Finally, the noncurrent
portion of accrued compensated absences increased by approximately $0.2 million.

Net Assets — increase of $16 million

. Capital assets, net of related debt, decreased by approximately $0.2 million. Both capital
assets, net of depreciation, and capital debt decreased in fiscal year 2011. Capital assets, net of
depreciation, decreased by $2.4 million. The capital debt decrease of $3.9 million was partially
offset by expenditure of the remaining $1.4 million of debt proceeds for the Banner
administrative software system.

. Restricted — non expendable assets increased by $7.2 million. This growth in Trust endowment
assets was generated by the improvement in the Trust investment returns in the current year.

. Restricted — expendable assets increased by $4.2 million. Citadel restricted expendable assets
increased by approximately $1.7 million. $0.4 million of this increase was generated by gifts
received for specified purposes and $0.5 million was generated by sales and services revenue.
In addition, The Citadel collected $0.4 million more than required for Institution Bond debt
service in fiscal year 2011. This amount can be used to fund construction projects in the future.
The Trust restricted expendable assets increased by $2.5 million due to the improvement in
investment returns in fiscal year 2011.

e Unrestricted net assets increased by $4.5 million. The $3.8 million increase in Citadel unrestricted
net assets is attributable to an operating fund surplus created by fee increases and tight control of
expenditures as the College prepared for uncertainties in State and National funding in 2012 and
beyond. The College also set aside unrestricted funds in reserve for strategic initiatives, deferred
maintenance and auxiliary maintenance. Trust unrestricted net assets increased by $0.7 million,
or 12.4%. While improved investment returns were influential in this increase, spending of
unrestricted Trust assets consumed some of this additional investment income.

Statement of Revenues, Expenses and Changes in Net Assets

The Statement of Revenues, Expenses and Changes in Net Assets presents the revenues earned and
expenses incurred during the year. Activities are reported as either operating or nonoperating. A public
College’s dependency on state aid and gifts will result in operating deficits. The GASB requires state
appropriations and gifts to be classified as nonoperating revenues. The utilization of long-lived assets,
referred to as capital assets, is reflected in the financial statements as depreciation, which amortizes the
cost of an asset over its expected useful life.
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Changes in total net assets as presented on the Statement of Net Assets are based on the activity
presented in the Statement of Revenues, Expenses, and Changes in Net Assets. The purpose of the
statement is to present the revenues received by the College, both operating and nonoperating, and the
expenses paid by the College, operating and nonoperating and any other revenues, expenses, gains and
losses received or spent by the institution.

Generally speaking, operating revenues are received for providing goods and services to the various
customers and constituencies of the College. Operating expenses are those expenses paid to acquire or
produce the goods and services provided in return for the operating revenues, and to carry out the
mission of the institution. Nonoperating revenues are revenues received for which goods and services
are not provided. State capital appropriations and capital grants and gifts are considered neither
operating nor nonoperating revenues and are reported after “Income before other revenues expenses,
gains or losses.”

Condensed Summary of Revenues, Expenses and Changes in Net Assets (thousands of dollars)

Increase/ Percent
Revenues: 2011 2010 (Decrease) Change
Student tuition and fees $ 34,254 $ 30,611 $ 3,643 11.90%
Sales and services 25,517 29,443 (3,926) -13.33%
Grants and contracts 4,946 3,213 1,733 53.94%
Investment income 11,501 7,448 4,053 54.42%
Other operating revenues 2,374 1,670 704 42.16%
Total Operating Revenues 78,592 72,385 6,207 8.57%
State appropriations 9,372 11,513 (2,141) -18.60%
Grants 11,509 10,463 1,046 10.00%
Gifts 2,642 2,886 (244) -8.45%
Investment income 395 1,025 (630) -61.46%
Other nonoperating revenues/expenses 774 364 410 112.64%
Total Nonoperating Revenues 24,692 26,251 (1,559) -5.94%
Total Revenues 103,284 98,636 4,648 4.71%
Expenses:
Compensation and employee benefits 49,738 48,587 1,151 2.37%
Services and supplies 26,267 27,187 (920) -3.38%
Utilities 3,253 3,001 252 8.40%
Depreciation 5,322 5,104 218 4.27%
Scholarships and fellowships 3,313 3,154 159 5.04%
Total operating expenses 87,893 87,033 860 .99%
Interest expense 2,576 2,580 (4) -0.16%
Loss on disposal of capital assets - 497 (497) -100.00%
Total Nonoperating Expenses 2,576 3,077 (501) -16.28%
Total Expenses 90,469 90,110 359 0.40%
Income before capital contributions, additions to
permanent endowments and transfers 12,815 8,526 4,289 50.30%
Capital Contributions, Additions to Permanent
Endowments, and Transfers:
Capital grants and appropriations 1,431 1,650 (219) -13.27%
Permanent endowment additions 1,795 2,265 (470) -20.75%
Total capital contributions, additions to
permanent endowments and transfers 3,226 3,915 (689) -17.60%
Change in Net Assets 16,041 12,441 3,600 28.94%
Net Assets, Beginning 173,223 160,782 12,441 7.74%
Net Assets, Ending $ 189,264 $ 173,223 $ 16,041 9.26%




The Citadel
The Military College of South Carolina

Management’s Discussion and Analysis
June 30, 2011

Total Revenues — increase of $4.6 million

o Operating revenues increased by $6.2 million. This increase is composed of a $2.1 million
increase in Citadel operating income and a $4.1 million increase in Trust operating income.

Citadel operating revenues increased primarily because the College raised mandatory fees by
10% for in-state students and 13% for out-of-state students. These increased fees included one
new fee created to generate funds for capital improvements. In addition, cadet enroliment
increased by approximately 100 students. These fee and enrollment increases generated $3.6
million in additional tuition and fee revenue.

Grant revenue increased by approximately $1.7 million. Noteworthy changes in grant funding
include a $152,000 increase in federal grant funding, based on new grants for Improving Teacher
Quality and a continuation of the Chinese grant. Increases in Hope and National Guard Cap
scholarships were largely responsible for the $903,000 increase in State grants. Private grant
funding increased by $680,000, primarily related to funding received through The Citadel
Foundation for skybox and club seat sales.

Other operating revenues also increased by $0.7 million. Approximately $445,000 of this
increase was generated by the Leadership Laboratory fee which was initiated in the current year.
The remaining increase in other operating revenues is attributable to summer ROTC camps.

These increases in operating revenues were reduced by a $3.9 million decrease in auxiliary
revenue. The major change in auxiliary operations in fiscal year 2011 was outsourcing of
bookstore operations to Barnes & Noble. Barnes & Noble renovated the Citadel Gift Shop area
and took over sales of books and gift items. This change resulted in a $4.3 million decrease in
revenues from the prior year. This revenue reduction was partially offset by a 9% increase in
athletic operating fee which resulted in a $600,000 increase in athletic revenue. Several other
auxiliary fees were reduced in order to keep the increase in all-in costs at 6.3% for in-state
students and 6.6% for out of state students. The overall cost of attendance is defined as all
tuition and fees plus deposits required for uniforms, books and other cadet necessities.

The increase in Trust operating revenues was generated by a $4.1 million increase in Trust
investment income in fiscal year 2011. The return for the Richmond Fund investment improved
from 0.6% in fiscal year 2010 to 18.3% in the current year. The Morgan Stanley Smith Barney
managed portfolio return improved from 12.8% in fiscal year 2010 to 22.4% in the current year.

. Nonoperating revenues decreased by $1.6 million. The $1.2 million decrease in Citadel
nonoperating revenues was attributable to decreases in State appropriations ($2.14 million) and
investment income ($0.6 million). These decreases were partially offset by increases in
nonoperating grants ($1 million) and miscellaneous revenue ($0.5 million). Federal nonoperating
grants increased by $0.7 million due to a $0.2 million increase in Federal State Fiscal
Stabilization Funds (stimulus funds) and a $0.56 million increase in Pell grants. Private
nonoperating grant revenue increased by $0.3 million. The $0.5 million increase in miscellaneous
nonoperating revenue was generated when the City of Charleston decided to pay The Citadel
rather than transfer a small piece of Brittlebank Park property to The Citadel per an agreement
reached in 1995.

The $0.4 million Trust decrease in nonoperating revenue is chiefly attributable to a decrease in
gift revenue as the economic downturn impacted fundraising efforts.
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Total Revenues, Capital Contributions and Endowment Additions
$106,510 (thousands of dollars)
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Total Expenses — decrease of $0.4 million

Operating expenses decreased by $0.86 million. While total operating expenses decreased by
only .99%, the composition of these expenses changed rather significantly. Auxiliary expenses
decreased by just over $3 million. This decrease is directly tied to the outsourcing of book store
and gift shop operations to Barnes & Noble. Approximately $4 million of salaries and cost of
goods sold expenses related to these activities was eliminated. These reductions in auxiliary
expenses were partially offset by increases of approximately $0.25 million each in Athletics,
Barracks and the Dining Hall.

Salary and fringe benefit expenses increased by $1.15 million. While there were no cost of living
increases in fiscal year 2011, the remaining salary compression increases from the fiscal year
2007 compression study were implemented. In addition, expansion of the Krause Initiative and
The Citadel Leadership Development program increased salaries related to these programs.
Ramping up The Citadel’s on-line teaching program also increased salary expense.

Utility costs increased by $0.25 million based on increased energy costs. The $0.2 million
increase in depreciation is related to the first full year of depreciation for the energy management
system and the full capitalization and depreciation for the new Banner administrative software
system. Scholarships increased by $0.16 million based on additional funding for Pell grants and
State scholarships.

Nonoperating expenses decreased by $0.5 million due to the reduction in loss on disposal of
equipment. In fiscal year 2010 the disposal of the Band Trailer resulted in a $0.5 million loss on
disposal. Interest expense remained constant from fiscal year 2010 to fiscal year 2011.
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Services & Supplies
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Capital Contributions and Additions to Permanent Endowments — decrease of $0.7 million

e Capital grants and appropriations decreased by $0.2 million. The State did not appropriate
capital and deferred maintenance funds due to the economic recession and no major capital

grants were received during the year.

e Permanent endowment additions decreased by $0.5 million in the current year, possibly as a
result of the impact of the economic recession on charitable contributions.

Statement of Cash Flows

The final statement presented is the Statement of Cash Flows. The Statement of Cash Flows presents
detailed information about the cash activity of the College during the year. The statement is divided into
five parts. The first part deals with operating cash flows and shows the net cash used by the operating
activities of the institution. The second section reflects cash flows from non-capital financing activities.
This section reflects the cash received and spent for nonoperating, non-investing, and non-capital
financing purposes. The third section deals with cash flows from capital and related financing activities.
This section deals with the cash used for the acquisition and construction of capital and related items.
The fourth section reflects the cash flows from investing activities and shows the purchases, proceeds,

and interest received from investing activities.

The fifth section reconciles the net cash used to the

operating income or loss reflected on the Statement of Revenues, Expenses, and Changes in Net Assets.
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Capital Assets and Debt Administration

Capital assets, net of accumulated depreciation, at June 30, 2011 and June 30, 2010 were as follows:

Capital Assets (net of accumulated depreciation)
Increase/ Percent
2011 2010 (decrease) Change

Capital Assets:

Land $ 4,827,669 $ 4827669 §$ - 0.00%
Construction in Progress 119,752 883,606 (763,854) -86.45%
Fine Arts 357,120 357,120 - 0.00%
Land improvements 7,259,722 8,100,530 (840,808) -10.38%
Buildings and improvements 117,873,382 119,514,191 (1,640,809) -1.37%
Machinery, equipment, and other 1,925,820 1,890,245 35,575 1.88%
Vehicles 68,809 80,608 (11,799) -14.64%
Intangibles 4,363,729 3,570,686 793,043 22.21%
Total $ 136,796,003 $ 1390224655 $ (2,428,652) -1.74%

Several construction projects were completed and capitalized in fiscal year 2011. The Daniel Library
renovation was completed and capitalized for a total cost of $1.7 million. The Deas Hall Human
Performance Lab and the Stevens Barracks 4" Floor renovation were also completed and capitalized for
a total cost of $0.5 million.

The Citadel capitalized $1 million as an intangible asset as the final modules of the SunGard
administrative software system became operational in fiscal year 2011.

The Citadel did not initiate any additional borrowing during the current year, though a refinance of the
2006 and 2007 Athletic Facility Bonds was completed in July, 2010. The refinanced bond extended the
length of the 2007 Athletic Facility Bond from the original 10 year term to 20 years and eliminated the 10
year interest reset requirement for the 2006 Athletic Facility Bond. The refinance was completed in order
to reduce the annual debt service for the 2007 bond to a level that could be covered by sales of skybox
and club seats and lock in a twenty year interest rate for the 2006 bond.

Economic Outlook

The economic position of The Citadel is closely tied to that of the State of South Carolina. South Carolina
continues to suffer through effects of the nationwide recession. The State issued budget cuts to The
Citadel for fiscal years 2009 through 2011 totaling over $7 million and has issued a $0.6 million budget
cut for fiscal year 2012. The State Fiscal Stabilization Funds (federal stimulus funding) received in fiscal
years 2010 ($2.2 million) and 2011 ($2.4 million) helped reduce the impact of these budget cuts, however
there will be no stimulus funding for fiscal year 2012. The economic outlook for the State remains
uncertain, though prospects for 2012 appear somewhat less negative. The State ended fiscal year 2011
with an unobligated surplus of $123 million and there is no indication of mid-year budget cuts for fiscal
year 2012. Another positive sign is that there will be appropriations from the Capital Reserve Fund during
fiscal year 2012 for the first time since fiscal year 2007.

Robust enroliment and tuition increases during fiscal year 2011 helped the College meet the challenges
of the recession. Additional tuition increases for fiscal year 2012 and strong enroliment will continue to
help The Citadel adapt to State funding reductions. Management is exploring a myriad of additional
initiatives to increase revenue suggested by an outside consultant and The Citadel Foundation has
agreed to provide funding to implement some of these initiatives.
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The Citadel
The Military College of South Carolina

Management’s Discussion and Analysis
June 30, 2011

In September 2011 U.S. News & World Report, named The Citadel the No. 1 top public institution in The
South and No. 5 among both public and private regional universities offering up to a master’s degree.
The Citadel's School of Engineering was ranked No. 21 for best undergraduate engineering programs in
the nation.

More Information

This financial report is designed to provide a general overview of The Citadel’s finances and demonstrate
The Citadel’s accountability for the money it receives. Any questions about this report or requests for
information may be addressed to the Director of Financial Services, The Citadel, 171 Moultrie Street,
Charleston, SC 29409.
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THE CITADEL

The Military College of South Carolina
Statement of Net Assets

June 30, 2011

ASSETS
Current Assets
Cash and cash equivalents
Marketable Securities (at fair value)
Investment in limited partnership (at equity)
Restricted Assets - Current
Cash and cash equivalents
Marketable Securities (at fair value)
Investment in limited partnership (at equity)
Contributions receivable, net
Student loans receivable, net
Accounts receivable, net
Due from component units
Contributions receivable, net
Inventories
Prepaid expenses
Total current assets

Noncurrent Assets
Marketable Securities (at fair value)
Investment in limited partnership (at equity)
Contributions receivable, net
Cash surrender value of life insurance
Restricted Assets - Noncurrent
Cash and cash equivalents
Marketable Securities (at fair value)
Investment in limited partnership (at equity)
Contributions receivable, net
Student loans receivable, net
Cash surrender value of life insurance
Capital assets not being depreciated
Capital assets, net of accumulated depreciation
Total noncurrent assets

Total assets

LIABILITIES
Current Liabilities
Accounts payable
Due to component units
Retainages payable
Accrued payroll and related liabilities
Accrued compensated absences and related liabilities
Accrued interest payable
Deferred revenues
Bonds payable
Capital leases payable
Notes payable
Deposits
Annuities payable
Total current liabilities

Noncurrent Liabilities
Federal loan funds
Accrued compensated absences and related liabilities
Deposits
Deferred revenues
Bonds payable
Capital leases payable
Notes payable
Annuities payable
Funds held for others
Total noncurrent liabilities

Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted for Nonexpendable:
Scholarships
Other
Annuity
Restricted for Expendable:
Scholarships, research, instruction and other
Loans
Capital projects
Debt service
Unrestricted
Total net assets

See accompanying Notes to the Financial Statements
which are an integral part of these statements.

The The
Citadel Citadel Trust Total

$ 28,345,753 $ 222,511 $ 28,568,264
- 908,293 908,293
- 766,821 766,821
4,585,313 1,654,293 6,239,606
- 5,138,847 5,138,847
- 3,570,422 3,570,422
92,316 192,834 285,150
- 73,745 73,745
5,042,884 94,931 5,137,815
- 1,702 1,702
- 44,357 44,357
1,436,131 - 1,436,131
777,813 10,634 788,447
40,280,210 12,679,390 52,959,600
- 2,400,673 2,400,673
- 1,950,577 1,950,577
- 131,932 131,932
- 11,695 11,695
1,887,120 1,141,601 3,028,721
- 29,375,056 29,375,056
- 23,471,728 23,471,728
128,114 83,648 211,762
683,457 92,312 775,769
- 66,306 66,306
3,122,412 2,182,129 5,304,541
131,491,462 - 131,491,462
137,312,565 60,907,657 198,220,222
$ 177,592,775 $ 73587047 $ 251,179,822
$ 1,291,551 $ 10,165 $ 1,301,716
188,172 - 188,172
13,796 - 13,796
1,935,319 918 1,936,237
1,058,395 97,500 1,155,895
687,213 - 687,213
2,023,375 - 2,023,375
3,213,478 - 3,213,478
18,907 - 18,907
1,198,573 - 1,198,573
1,510,939 - 1,510,939
- 8,190 8,190
13,139,718 116,773 13,256,491
494,322 - 494,322
1,461,758 4,335 1,466,093
727,766 - 727,766
1,480,000 - 1,480,000
38,227,059 - 38,227,059
35,604 - 35,604
6,135,069 - 6,135,069
- 17,733 17,733
75,255 - 75,255
48,636,833 22,068 48,658,901
$ 61,776,551 $ 138,841 $ 61,915,392
$ 85,785,184 $ 2,182,129 $ 87,967,313
- 34,075,931 34,075,931
- 4,588,728 4,588,728
- 60,373 60,373
2,366,030 24,529,314 26,895,344
209,311 1,352,440 1,561,751
3,710,275 313,450 4,023,725
724,126 - 724,126
23,021,298 6,345,841 29,367,139
$ 115,816,224 $ 73,448,206 $ 189,264,430
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THE CITADEL
The Military College of South Carolina

Statement of Revenues, Expenses, and Changes in Net Assets

For the year ended June 30, 2011

REVENUES
Operating Revenues

Student tuition and fees (net of scholarship allowances of $8,788,551)

Federal grants and contracts

State grants and contracts

Nongovernmental grants and contracts

Sales and services of educational and other activities

Sales and services of auxiliary enterprises pledged for revenue bonds

(net of scholarship allowances of $4,221,222)
Sales and services of auxiliary enterprises - not pledged
Other fees
Investment gain (including investment expenses of $518,132)
Endowment income
Other operating revenues

Total operating revenues

EXPENSES
Operating Expenses
Compensation and employee benefits
Services and supplies
Utilities
Depreciation expense
Scholarships and fellowships
Total operating expenses

Operating income (loss)

NONOPERATING REVENUES (EXPENSES)
State appropriations
Federal grants and contracts
State grants and contracts
Nongovernmental grants
Gifts
Investment income
Interest on capital asset-related debt
Gain on disposal of capital assets
Other nonoperating revenues
Net nonoperating revenues
Income (loss) before other revenues and transfers
State capital appropriations
Capital grants and gifts
Additions to permanent endowments
Transfers to/from The Citadel Trust
Total other revenues and transfers

Increase in net assets
NET ASSETS
Net assets-beginning of year
Net assets-end of year

See accompanying Notes to the Financial Statements
which are an integral part of these statements.

The
Citadel

The

Citadel Trust

Total

$ 34253877 $ - $ 34,253,877
813,698 - 813,698
3,297,855 - 3,297,855
834,954 - 834,954
572,032 - 572,032
22,440,036 - 22,440,036
2,505,094 - 2,505,094
1,381,961 - 1,381,961

- 10,573,408 10,573,408

- 927,615 927,615

992,072 - 992,072
67.091,579 11,501,023 78,592,602
49,661,436 77,202 49,738,638
26,188,115 78,999 26,267,114
3,253,121 - 3,253,121
5,321,813 - 5,321,813
3,312,934 - 3,312,934
87,737,419 156,201 87,893,620
(20,645.840) 11,344,822 (9.301,018)
9,372,186 - 9,372,186
4,942,984 - 4,942,984
7,914 - 7,914
6,164,685 393,323 6,558,008
578,007 2,064,250 2,642,257
395,827 - 395,827
(2,576,139) - (2,576,139)
1,380 - 1,380
567,280 204,820 772,100
19,454,124 2,662,393 22,116,517
(1,191,716) 14,007,215 12,815,499
34,168 - 34,168
1,396,839 - 1,396,839

- 1,795,318 1,795,318

5.418,057 (5.418,057) -
6,849,064 (3,622,739) 3,226,325
5,657,348 10,384,476 16,041,824
110,158,876 63,063,730 173,222,606
$§ 115816224 $ 73448206 $§ 189,264,430
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THE CITADEL

The Military College of South Carolina
Statement of Cash Flows

For the year ended June 30, 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Student tuition and fees
Grants and contracts
Sales and services of educational and other activities
Sales and services of auxiliary enterprises
Other operating receipts
Payments to employees for salaries and benefits
Payments to suppliers
Payments for utilities
Payments to students for scholarships and fellowships
Loans issued to students
Collection of loans to students
Funds held for others
Student direct lending receipts
Student direct lending disbursements
Net cash used by operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
State appropriations
Gifts and grants for other than capital purposes
Other non-operating revenues/expenses
Transfers from (to) component unit
Net cash provided (used) by noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
State capital appropriations
Capital grants and gifts received
Proceeds from sale of capital assets
Purchases of capital assets
Principal paid on capital debt and leases
Interest paid on capital related debt
Net cash used by capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments
Interest and dividends on investments
Purchase of investments

Net cash provided by investing activities

Net change in cash

Cash and cash equivalents - beginning of year
Cash and cash equivalents - end of year

Reconciliation of net operating revenues (expense) to net cash used
by operating activities:
Operating income (loss)

Adjustments to reconcile operating income (loss) to net cash used by operating activities

Depreciation expense
Interest and dividends on investments
Realized and unrealized gains and losses on investments
Funds held for others
Changes in assets and liabilities
Accounts receivable, net
Inventories
Student loans receivable
Prepaid expenses
Accounts payable and accrued expenses
Accrued salaries and related expenses
Accrued compensated absences and related liabilities
Deferred revenue
Student and other deposits
Net cash used by operating activities

See accompanying Notes to the Financial Statements
which are an integral part of these statements.
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The The

Citadel Citadel Trust Total
$ 35,497,901 $ - $ 35,497,901
4,909,031 - 4,909,031
388,299 388,299
24,417,393 - 24,417,393
994,847 - 994,847
(49,983,141) (77,202) (50,060,343)
(26,446,974) (78,999) (26,525,973)
(3,365,076) - (3,365,076)
(3,312,934) - (3,312,934)
(68,066) (68,066)
87,599 - 87,599
(34,037) - (34,037)
26,900,581 - 26,900,581
(26,868,962) - (26,868,962)
(16,883,539) (156,201) (17,039,740)
9,372,186 - 9,372,186
12,240,699 4,175,012 16,415,711
567,280 331,624 898,904
5,418,057 (5,418,057) -
27,598,222 (911,421) 26,686,801
34,168 - 34,168
1,241,078 - 1,241,078
1,380 - 1,380
(2,831,812) - (2,831,812)
(3,868,707) - (3,868,707)
(2,637,198) - (2,637,198)
(8,061,091) - (8,061,091)
- 12,365,392 12,365,392
441,037 429,977 871,014
- (12,561,033) (12,561,033)
441,037 234,336 675,373
3,094,629 (833,286) 2,261,343
31,723,557 3,851,691 35,575,248
$  34818,186 $ 3018405 $ 37,836,591
(20,645,840) $ 11,344,822 $ (9,301,018)
5,321,813 - 5,321,813
- (596,569) (596,569)
- (10,904,454) (10,904,454)
(2,418) - (2,418)
(72,598) (72,598)
(31,350) - (31,350)
19,532 - 19,532
134,577 - 134,577
(1,206,308) - (1,206,308)
170,076 - 170,076
22,040 - 22,040
(710,516) - (710,516)
117,453 - 117,453
$ (16,883,539) $ (156,201) $ (17,039,740)

(continued)



THE CITADEL

The Military College of South Carolina
Statement of Cash Flows (continued)
For the year ended June 30, 2011

Non-cash transactions
Increase (decrease) in fair value of investments

Reconciliation of Cash and Cash Equivalent Balances:

Current assets
Cash and cash equivalents
Restricted cash and cash equivalents
Noncurrent assets
Restricted cash and cash equivalents

Total cash and cash equivalents

See accompanying Notes to the Financial Statements
which are an integral part of these statements.
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The
Citadel
$ (80,620)
$ 28,345,753
4,585,313
1,887,120
$ 34818,186

The
Citadel Trust Total
$ 7,988,885 $ 7,908,265
$ 222,511 $ 28,568,264
1,654,293 6,239,606
1,141,601 3,028,721
$ 3,018,405 $ 37,836,591



THE CITADEL

The Military College of South Carolina

Non-Governmental Discretely Presented Component Units
Statements of Financial Position

ASSETS
Cash and cash equivalents
Unconditional promises to give/receivable, net
Prepaid expenses
Long-term investments (at fair value)
Long-term investments (at equity)
Investments related to split-interest agreements (at fair value)
Notes receivable
Other investments
Cash value of life insurance
Office equipment and improvements (net of accumulated depreciation)
Land and improvements held for investment
Other assets
Total assets

LIABILITIES AND NET ASSETS
Liabilities

Accounts payable and accrued expenses

Compensated absences payable

Grants payable - The Citadel

Notes payable

Annuities and life income funds payable

Charitable gift annuities

Total liabilities

Net Assets
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

Total Liabilities and Net Assets

See accompanying Notes to the Financial Statements
which are an integral part of these statements.
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The Citadel
Foundation

December 31, 2010

$ 3,261,947
7,681,389
58,459

98,916
139,916,944
4,705,742

5,933

86,549,808
31,906,531
32,611,806
151,068,145

$ 157,564,835

The Citadel
Brigadier Foundation
June 30, 2011

$ 437,572
399,246

8,244,364

20,000

316,766
27,755

$§ 9445703

$ 84
18,891

18,975

148,607
2,694,523
6,583,598
9,426,728

$§ 0445703



THE CITADEL
The Military College of South Carolina

Non-Governmental Discretely Presented Component Units

Statements of Activities

REVENUES, GAINS AND OTHER SUPPORT
Unrestricted
Contributions and membership revenue
Investment income
Net unrealized and realized gains (losses) on investments
Fundraising activities
Miscellaneous
Other investment income
Equity gain of The Richmond Fund, LP
Changes in value of split interest agreements
Net assets released from program restrictions
Change in donor restricted funding deficiency
Transfers of net assets
Total unrestricted

Temporarily Restricted
Contributions and membership revenue
Investment income
Net unrealized and realized gains (losses) on investments
Equity gain of The Richmond Fund, LP
Changes in value of split interest agreements
Net assets released from program restrictions
Change in donor restricted funding deficiency
Transfers of net assets
Total temporarily restricted

Permanently Restricted
Contributions
Equity gain of The Richmond Fund, LP
Transfers of net assets
Total permanently restricted
Total revenue, gains and other support

EXPENSES AND LOSSES
Unrestricted
Grants to The Citadel
Other gift grants to The Citadel
General and administrative
Fund-raising
Income tax expense
Total unrestricted
Total expenses

CHANGE IN NET ASSETS
Unrestricted
Temporarily restricted
Permanently restricted
Total change in net assets
Net assets at beginning of period
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets at beginning of period
Net assets at end of period
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets at end of period

See accompanying Notes to the Financial Statements
which are an integral part of these statements.
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Citadel Foundation
Year Ended
December 31, 2010

$ 397,316
25,246
10,450

6,900
72,000
10,328,279
42,493
8,192,682
405,242

70,873

19,651,481

8,028,208
12,607

5,876

5,432,424
185,428
(8,192,682)
(405,242)
(458,882)
4,607,737

1,499,215
415
388,009
1,887,639
26,046,857

7,143,326
3,812,329
758,574
2,354,369
4,560
14,073,158
14,073,158

\

139,094,446

86,549,808
31,906,531
32,611,806

%

Citadel Brigadier Foundation

Year Ended
June 30, 2011

$ 980,952

233,797
4,323

1,254,335

2,473,407

388,675
233,866
1,329,684

(1,254,335)

697.890

463,195

463,195

3,634,492

1,243,378

795,846
305,190



THE CITADEL
The Military College of South Carolina
Notes to the Financial Statements
June 30, 2011

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Organization: The Citadel is a State-assisted, coeducational institution of higher education. The
College is granted an annual appropriation for operating purposes as authorized by the South Carolina
General Assembly. The appropriation as enacted becomes the legal operating budget for the institution.
The Appropriation Act authorizes expenditures from funds appropriated from the General Fund of the
State and authorizes expenditures of total operating funds. The laws of the State and the policies and
procedures specified by the State for State agencies and institutions are applicable to the activities of The
Citadel. The Citadel was established as an institution of higher education by Section 59-101-10 of the
Code of Laws of South Carolina. The College is part of the primary government of the State of South
Carolina and its funds are reported in the State’s higher education funds in the Comprehensive Annual
Financial Report of the State of South Carolina. Generally all State departments, agencies, and colleges
are included in the State’s reporting entity. These entities are financially accountable to and fiscally
dependent on the State. Although the State-assisted universities operate somewhat autonomously, they
lack full corporate powers. In addition, the Governor and/or the General Assembly appoint most of their
board members and budgets a significant portion of their funds.

The Citadel is governed by the Board of Visitors, which has seven members appointed by the General
Assembly, three by The Citadel Alumni Association, and one by the Governor. The Board administers,
has jurisdiction over, and is responsible for the management of The Citadel.

Reporting Entity: The financial reporting entity, as defined by Governmental Accounting Standards Board
(GASB) Statement No. 14, The Financial Reporting Entity, and amended by GASB Statement Number 39,
Determining Whether Certain Organizations are Component Units, consists of the primary government and
its component units. Component units are legally separate organizations for which the primary government is
financially accountable and other organizations for which the nature and significance of their relationships
with the primary government are such that exclusion would cause the financial statements to be misleading
or incomplete. Accordingly, the financial statements include the accounts of the College, as the primary
government, and the accounts of the following entities as component units:

The Citadel Trust (The Trust) was formed in 1991 as a non-profit eleemosynary corporation for the purpose
of investing funds in order to provide scholarship and other financial assistance or support to The Citadel.
The Trust is governed by a board of trustees appointed by The Citadel Board of Visitors. In addition, Citadel
employees and facilities are used for virtually all activities of the Trust. The Trust has been reported as a
blended component unit in the financial statements. The Trust is considered governmental in nature and,
therefore, is subject to the governmental accounting model. Separate financial statements of The Trust can
be requested from the College’s controller at the following address: The Citadel, 171 Moultrie St.,
Charleston, SC 29409.

The Citadel Foundation (TCF) was established in 1961 as The Citadel Development Foundation, a
separately chartered corporation. The Foundation’s original goal was to support academic programs at
The Citadel. In August 2000, The Citadel Development Foundation amended its charter to establish The
Citadel Foundation as the College’s official fundraising entity. TCF handles all gifts to the Foundation;
gifts to restricted accounts, programs, and activities at the College; and gifts to The Citadel Brigadier
Foundation and The Citadel Alumni Association for their specific activities and programs. TCF is
governed by a board comprised of directors of the former Citadel Development Foundation, plus three
other ex-officio members: the chairman of The Citadel Board of Visitors, the president of The Citadel, and
a representative from The Citadel Brigadier Foundation. Although the College does not control the timing
or amount of receipts from TCF, the majority of resources, or income thereon, that TCF holds and invests,
is restricted to the activities of The Citadel by the donors. Because these restricted resources held by
TCF can only be used by, or for the benefit of, the College, TCF is considered a component unit of the
College. TCF reports its financial results on a calendar-year basis. Copies of TCF’s separately issued
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THE CITADEL
The Military College of South Carolina
Notes to the Financial Statements
June 30, 2011

financial statements can be obtained by sending a request to the following address: The Citadel
Foundation, 171 Moultrie St., Charleston, SC 29409.

The Citadel Brigadier Foundation (TCBF) is a separately chartered corporation organized exclusively to
receive and manage private funds for support of athletic programs at The Citadel. A board elected by
members of TCBF governs the organization. The Citadel Athletic Director is an ex-officio member of the
TCBF Board of Directors. Funds raised by TCBF are used to provide scholarships for varsity athletes at
The Citadel. Although the College does not control the timing or amount of receipts from TCBF, the
majority of resources, or income thereon, that TCBF holds and invests, is restricted to the activities of The
Citadel by the donors. Because these restricted resources held by TCBF can only be used by, or for the
benefit of, the College, TCBF is considered a component unit of the College. TCBF'’s fiscal year ends on
June 30. Copies of TCBF’s separately issued financial statements can be obtained by sending a request
to the following address: The Citadel Brigadier Foundation, 171 Moultrie St., Charleston, SC 29409.

TCF and TCBF are private not-for-profit organizations that report under Financial Accounting Standard
Board (FASB) standards. Because these organizations are deemed not to be governmental entities and
use a different reporting model, their balances and transactions are reported on separate financial
statements. As such, certain revenue recognition criteria and presentation features are different from
GASB revenue recognition criteria and presentation features. No modifications have been made to TCF’s
and TCBF’s financial information in the College’s financial reporting entity for these differences.

The Citadel is part of the primary government of the State of South Carolina because it is financially
accountable to and fiscally dependent on the State.

Financial Statements: The financial statements of The Citadel have been prepared in accordance with
accounting principles generally accepted in the United States of America, as prescribed in Governmental
Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements and Management’s
Discussion and Analysis for State and Local Governments, and GASB Statement No. 35, Basic Financial
Statements and Management’s Discussion and Analysis for Public Colleges and Universities, and Statement
No. 37, Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments: Omnibus. The financial statement presentation provides a comprehensive, entity-wide
perspective of the College’s net assets, revenues, expenses and changes in net assets and cash flows that
replaces the fund-group perspective previously required.

Basis of Accounting: For financial reporting purposes, The Citadel, along with its governmental component
unit, is considered a special-purpose government engaged only in business-type activities. Accordingly, the
College’s financial statements have been presented using the economic resources measurement focus and
the accrual basis of accounting. Under the accrual basis, revenues are recognized when earned, and
expenses are recorded when an obligation has been incurred. Student tuition and auxiliary enterprise fees
are presented net of scholarships and fellowships applied to student accounts, while stipends and other
payments made directly are presented as scholarship and fellowship expenses. All significant intrafund
transactions and balances have been eliminated.

The Citadel and its governmental component unit apply all applicable GASB pronouncements and, in
accordance with GASB Statement No. 20, the State of South Carolina has elected to apply only those
Financial Accounting Standards Board (FASB) pronouncements issued on or before November 30, 1989,
not in conflict with GASB standards.
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THE CITADEL
The Military College of South Carolina
Notes to the Financial Statements
June 30, 2011

Cash and Cash Equivalents: For purposes of the statement of cash flows, The Citadel considers all
highly liquid investments with an original maturity of three months or less to be cash equivalents. Funds
invested through the State of South Carolina State Treasurer’s Office are considered cash equivalents.
Restricted cash and cash equivalents are comprised of bond proceeds, debt service funds and externally
restricted funds.

Investments and Related Income: The Citadel Trust's investments in marketable securities at the date
of the statement of net assets are stated at fair value in accordance with GASB Statement No. 31,
Accounting and Financial Reporting for Certain Investments and for External Investment Pools.
Marketable securities are reported based on the quoted market value as reported on the last business
day of the year on securities exchanges throughout the world. Investment earnings in pooled or common
investments in which multiple funds are invested are allocated among the funds in a proportion of each
fund's beginning fair value to the total. Investments contributed to The Trust are recorded at the fair value
on the date of the gift. Purchases and sales are accounted for on the settlement date. The increase and
decrease in the fair value of investments is recorded on a monthly basis. Earnings are recorded monthly.

The investment in the limited partnership is reported based on the financial statements and other
information received from the general partner. The Trust believes that the stated value of the investment
in the limited partnership is a reasonable estimate of its fair value as of June 30, 2011; however, such
investment is not marketable and some of the underlying investments held by the limited partnership do
not have quoted market values. The estimated value is subject to uncertainty and could differ had a
ready market existed, and such difference could be material. The amount of gain or loss associated with
this investment is reflected in the accompanying financial statements based on The Trust's relative share
of investment in the limited partnership. Actual gains or losses are dependent upon the general partners'
distributions during the life of the partnership.

Most TCF investments are in a limited partnership which is accounted for based on TCF’s net asset value
(at equity) in the investment. The carrying value, which approximates fair value, is determined by adding
the historical investment cost, the amount of any income allocated to TCF, and deducting any expenses
allocated to TCF. Other investments in marketable equity investments with readily determinable fair
values and all investments in debt securities are carried at fair value. Some other investments are carried
at cost; these assets include equity securities without readily determinable fair values.

TCBF accounts for its investments at fair value based on quoted market prices. The increase or
decrease in the fair value of investments is recorded on a quarterly basis and are included in the change
in net assets in the statements of activities. TCBF carries its investments in real estate at fair market
value as of the date the real estate was donated to TCBF.

Accounts Receivable: Accounts receivable consists of tuition and fee charges to students and auxiliary
enterprise services provided to students, faculty and staff. Accounts receivable also include amounts due
from the Federal government, State and local governments, or private sources, in connection with
reimbursement of allowable expenditures made pursuant to The Citadel's grants and contracts. Accounts
receivable are recorded net of estimated uncollectible amounts.

Inventories: Inventories, which consist of bookstore and gift shop inventories for resale, are carried at the
lower of cost or market. The cost of inventory items is reported on a weighted average basis

Noncurrent Cash and Investments. Noncurrent cash and investments primarily consist of permanently

endowed funds and federal student loan funds. These funds are externally restricted and are classified
as noncurrent assets in the statement of net assets.
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Prepaid Expenses: Expenditures for services paid in the current or prior fiscal years and benefiting
more than one accounting period are allocated among accounting periods. Amounts reported in this
asset account consist primarily of insurance, subscriptions, library periodicals, maintenance and service
agreements, and travel reservations and deposits.

Capital Assets: Capital assets are recorded at cost at the date of acquisition or fair market value at the
date of donation in the case of gifts. The Citadel follows capitalization guidelines established by the State
of South Carolina. All land is capitalized, regardless of cost. Qualifying improvements that rest in or on
the land itself are recorded as depreciable land improvements. Major additions and renovations and
other improvements that add to the usable space, prepare existing buildings for new uses, or extend the
useful life of an existing building are capitalized. The College capitalizes movable personal property with
a unit value in excess of $5,000 and a useful life in excess of two years and depreciable land
improvements, buildings and improvements, and intangible assets costing in excess of $100,000.
Routine repairs and maintenance and library materials, except individual items costing in excess of
$5,000, are charged to operating expenses in the year in which the expense was incurred.

Depreciation is computed using the straight-line method over the estimated useful lives of the assets,
generally 15 to 50 years for buildings and improvements and land improvements and 2 to 25 years for
machinery, equipment, and vehicles. A full year of depreciation is taken the year the asset is placed in
service and no depreciation is taken in the year of disposition.

The Citadel capitalizes as a component of construction in progress interest cost in excess of earnings on
debt proceeds associated with the capital projects; therefore, asset values in capital assets include such
interest costs. Capitalized interest for fiscal year 2011 was $112,941.

Deferred Revenues and Deposits: Deferred revenues include amounts received for tuition and fees and
certain auxiliary activities prior to the end of the fiscal year but related to the subsequent accounting
period. Deferred revenues also include amounts received from grant and contract sponsors that have not
yet been earned.

Deposits represent dormitory room deposits, security deposits for possible room damage and key loss,
student fee refunds, and other miscellaneous deposits. Student deposits are recognized as revenue
during the semester for which the fee is applicable and earned when the deposit is nonrefundable to the
student under the forfeit terms of the agreement.

Compensated Absences: Employee vacation pay expense is accrued at year-end for financial statement
purposes. The liability and expense incurred are recorded at year-end as accrued compensated absences in
the statement of net assets, and as a component of compensation and benefit expense in the statement of
revenues, expenses, and changes in net assets.

Noncurrent Liabilities: Noncurrent liabilities include (1) principal amounts of bonds payable, notes payable,
and capital lease obligations with contractual maturities greater than one year; (2) estimated amounts for
accrued compensated absences and other liabilities that will not be paid within the next fiscal year, and (3)
other liabilities that, although payable within one year, are to be paid from funds that are classified as
noncurrent assets.

Net Assets: The Citadel's net assets are classified as follows:
Invested in capital assets, net of related debt: This represents the College’s total investment in capital
assets, net of outstanding debt obligations related to those capital assets. To the extent debt has been
incurred but not yet expended for capital assets, such amounts are not included as a component of
invested in capital assets, net of related debt.
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Restricted net assets - expendable: Restricted expendable net assets include resources in which The
Citadel is legally or contractually obligated to spend resources in accordance with restrictions imposed by
external third parties.

Restricted net assets - nonexpendable: Nonexpendable restricted net assets consist of endowment and
similar type funds in which donors or other outside sources have stipulated, as a condition of the gift
instrument, that the principal is to be maintained inviolate and in perpetuity, and invested for the purpose
of producing present and future income, which may either be expended or added to principal.

Unrestricted net assets: Unrestricted net assets represent resources derived from student tuition and
fees, appropriations, and sales and services of educational departments and auxiliary enterprises.
These resources are used for transactions relating to the educational and general operations of the
College, and may be used at the discretion of the governing board to meet current expenses for any
purpose. These resources also include auxiliary enterprises, which are substantially self-supporting
activities that provide services for students, faculty and staff.

The Citadel's policy for applying expenses that can use both restricted and unrestricted resources is
delegated to the departmental administrative level. General practice is to first apply the expense to restricted
resources then to unrestricted resources.

Income Taxes: The Citadel is a political subdivision of the State of South Carolina and is, therefore, generally
exempt from federal and state income taxes under applicable federal and state statutes and regulations on
related income. Certain activities of The Citadel may be subject to taxation as unrelated business income.

The Trust is a not-for-profit organization as described in Internal Revenue Code Section 501(c) (3) and
related income is exempt from federal income tax under Code Section 501(a).

TCF and TCBF are not-for-profit organizations described in Internal Revenue Code Section 501(c) (3) and
are exempt from federal income tax under Code Section 501(a). TCF and TCBF are classified by the Internal
Revenue Service as other than private foundations and base their tax-exempt status on their support of the
College.

Classification of Revenues and Expenses: The Citadel has classified its revenues and expenses as either
operating or nonoperating revenues according to the following criteria:

Operating revenues and expenses: Operating revenues include activities that have the characteristics
of exchange transactions, such as (1) student tuition and fees, net of scholarship discounts and
allowances; (2) sales and services of auxiliary enterprises, net of scholarship discounts and allowances;
(3) grants and contracts that are essentially the same as contracts for services that finance programs The
Citadel would not otherwise undertake. For The Trust, operating revenues consist of investment income
and net increases or decreases in fair value of investments. Operating expenses include all expense
transactions incurred other than those related to investing, capital, or noncapital financing activities.

Nonoperating revenues and expenses: Nonoperating revenues include activities that have the
characteristics of nonexchange ftransactions. These revenues include gifts and contributions,
appropriations, investment income (except investment income for The Trust as mentioned above), and
any grants and contracts that are not classified as operating revenue or are not restricted by the grantor to
be used exclusively for capital purposes. Nonoperating expenses include interest paid on capital asset
related debt, losses on disposal of assets, and refunds to grantors.
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Sales and Services of Educational and Other Activities: Revenues from sales and services of
educational and other activities generally consist of amounts received from instructional, laboratory,
research, and public service activities that incidentally create goods and services which may be sold to
students, faculty, staff, and the general public.

Auxiliary Enterprises and Internal Service Activities: Auxiliary enterprise revenues primarily represent
revenues generated by intercollegiate athletics, cadet store, gift shop, barracks, dining hall, and infirmary and
printing services. Revenues of internal service and auxiliary enterprise activities and the related
expenditures of College departments have been eliminated.

Scholarship Discounts and Allowances: Student tuition and fee revenues and certain other revenues
from students are reported net of scholarship discounts and allowances in the statement of revenues,
expenses, and changes in net assets. Scholarship discounts and allowances are the difference between
the stated charge for goods and services provided by the College, and the amount that is paid by
students and/or third parties making payments on the students’ behalf. Certain governmental grants,
such as Pell grants and other Federal, state or nongovernmental programs, are recorded as either
operating or nonoperating revenues in The Citadel’s financial statements. To the extent that revenues
from such programs are used to satisfy tuition and fees and other student charges, the College has
recorded a scholarship discount and allowance.

Rebatable Arbitrage: Arbitrage involves the investment of proceeds from the sale of tax-exempt
securities in a taxable investment that yields a higher rate of return, resulting in income in excess of
interest costs. Federal law requires entities to rebate to the government such income on tax-exempt debt
if the yield from these earnings exceeds the effective yield on the related tax-exempt debt issued.

Governmental units that issue no more than $5 million in total of all such debt in a calendar year are
exempt from the rebate requirements. For this purpose, tax-exempt indebtedness includes bonds and
certain capital leases and installment purchases. Rebates are payable every five years or at maturity of
the debt, whichever is earlier. However, the potential liability is calculated annually for financial reporting
purposes.

The Citadel is not aware of any rebatable arbitrage liabilities as of June 30, 2011.

Use of Estimates: The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues, and expenditures/expenses, and affect disclosure of contingent
assets and liabilities at the date of the financial statements. Actual results could differ from those
estimates.
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NOTE 2—CASH AND CASH EQUIVALENTS, OTHER DEPOSITS, AND INVESTMENTS

Most deposits and investments of The Citadel are under the control of the State Treasurer who, by law,
has sole authority for investing State funds. Deposits and investments in marketable securities of The
Trust, The Citadel's blended component unit, are not under the State Treasurer's control and are
deposited or invested by financial institutions, brokers, and others specified by trust agreements. The
Trust’s investment in a limited partnership is managed by the partnership’s general partner.

The following schedule reconciles deposits and investments within the footnotes to the statement of net
assets amounts:

Statement of Net Assets: Citadel Citadel Trust Total
Current assets
Cash and cash equivalents $ 28,345,753 $ 222,511 $ 28,568,264
Marketable Securities (at fair value) - 908,293 908,293
Investment in limited partnership (at equity) - 766,821 766,821
Restricted assets
Cash and cash equivalents 4,585,313 1,654,293 6,239,606
Marketable Securities (at fair value) - 5,138,847 5,138,847
Investment in limited partnership (at equity) - 3,570,422 3,570,422
Noncurrent assets
Marketable Securities (at fair value) - 2,400,673 2,400,673
Investment in limited partnership (at equity) - 1,950,577 1,950,577
Restricted assets
Cash and cash equivalents 1,887,120 1,141,601 3,028,721
Marketable Securities (at fair value) - 29,375,056 29,375,056
Investment in limited partnership (at equity) - 23,471,728 23,471,728
Total Statement of Net Assets $ 34,818,186 $ 70,600,822 $ 105,419,008
Notes: Deposits and Investments
Cash on hand $ 17,900 $ - $ 17,900
Deposits held by State Treasurer 34,689,503 20,179 34,709,682
Other deposits 110,783 184,881 295,664
Marketable Securities (at fair value) - 40,636,214 40,636,214
Investment in limited partnership (at equity) - 29,759,548 29,759,548
Total Notes $ 34,818,186 $ 70,600,822 $ 105,419,008
Deposits

Custodial Credit Risk: Custodial credit risk for deposits is the risk that, in the event of a bank failure, The
Citadel's deposits may not be returned to the College. For deposits held by the State Treasurer, State law
requires full collateralization of all State