MODESTO JUNIOR COLLEGE FOUNDATION

M

U/[? MODESTO
I H JUNIOR COLLEGE
nwonw FOUNDATION

INVESTMENT POLICY

The mission of the Modesto Junior College Foundation (Foundation) is to provide awareness of
and support for the students, activities and programs of Modesto Junior College (College). This
awareness and support may be done through various Foundation activities to promote
contributions, which the Foundation will manage and distribute in a manner consistent with the
goals of the college to provide to the students and community a variety of educational and
cultural activities.

donor-restricted endowment fund to be preserved. In the absence of donor restrictions, the net
appreciation on a donor-restricted endowment fund is spendable under UPMIFA. The
Foundation’s donors have not placed restrictions on the use of the investment income or net
appreciation resulting from the donor-restricted endowment funds.

The Foundation has adopted investment and spending polices, approved by the Board of
Directors, for endowment assets that attempt to provide a predictable stream of funding to
programs supported by its endowment while seeking to maintain the purchasing power of these
endowment assets over the long-term. The Foundation’s investment and spending policies work
together to achieve this objective! The investment policy establishes an achievable return
objective through diversification of asset classes. The current long-term return objective is a rate
of 6% Actual returns in any given year may vary from this amount. To satisfy its long-term rate-
of-return objectives, the Foundation relies on a total return strategy in which investment returns
are achieved through both capital appreciation (realized and unrealized) and current yield (interest
and dividends). The Foundation targets a diversified asset allocation that places an emphasis on
money market funds, bond funds, and equity based investments to achieve its long-term return
objective within prudent risk parameters.

The Foundation operates under the guidance of a Board of Directors (Board) and in conjunction
with support from members of its staff and the administration of the College. The Foundation’s
Board is comprised of community members as well as a selected member of the administrative
staff of the College, all of whom serve specific terms. In addition, the position of President of the
College has a permanent position on the Board.

DELEGATION OF AUTHORITY

All funds of the Foundation are held by the Board, as the steward, for carrying out its mission.
The Board has established a Finance Committee (Committee) comprised of its own members.
The Board delegates supervisory authority, as related to its funds, to the Committee. The
Committee is responsible for regularly reporting on the investment of these funds to the full
Board of Directors. In carrying out its responsibilities, the Committee and its agents will act in
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accordance with the policies of the Board and all applicable laws and regulations. The board
reserves to itself the exclusive right to revise or grant exemption to all applicable policies.

The Committee is authorized to make a recommendation to the Board to retain one or more
investment advisors (Advisors) and one or more investment managers (Managers) to assume the
investment management of the Foundation’s funds and/or assets owned or administered by the
Foundation. The Board will make all investment decisions. If the Board retains an Advisor, the
Advisor will implement the Board’s investment policy under the direct supervision of the
Committee. The Committee may also receive reports from any such Advisors and/or Managers.

OBJECTIVES

The primary investment objective of the foundation is to preserve and protect its funds. The
Committee will insure the safety and soundness of its funds while earning a total return for each
of its funds or sub-funds, appropriate to each fund’s time horizon, liquidity needs, and risk
tolerance. Additionally, if any bequest, donation or endowment having specific investment
criteria, is accepted by the Foundation, those criteria will be adhered to without exception. Any
common stock or convertible security bequest or donation accepted by the Foundation, without
specific investment criteria attached will be sold immediately and the funds invested as directed
by this policy.

ASSET MIX

To accomplish the Foundation’s investment objectives, the Committee is authorized to use
portfolios of equity securities (common stocks and convertible securities), fixed-income
securities, and short-term cash investments directly or through pooled or mutual funds. As an aid
in accomplishing these objectives, when an Advisor and/or Manager are retained, that Advisor’s
and/or Manager’s recommendation will remain within the ranges provided in Exhibit A. These
ranges can be modified from time to time upon recommendation of the Committee and final
approval by the Board. The actual investment targets shall be set within those ranges by the
Committee after receiving recommendations from any retained Advisor and/or Manager. If
limitations in the investment objectives are exceeded due to market fluctuations, the Advisor shall
rebalance the portfolios at least quarterly.

Exhibit A
(Typical Ranges of Investment)
Investment Fund Asset Classes
Fixed Income* Short Term* Equities*

Restricted and Unrestricted
Funds 30 - 50% 10 — 30% 40 - 60%

*Fixed Income — U.S. government and agencies, corporate and high grade foreign bonds, preferred stocks
*Short Term — Cash, cash equivalents and one-year notes
*Equities — Common and convertible securities
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ASSET QUALITY

Common Stocks — The quality rating of at least 80 percent of the market value of common
stocks should be B+ or better as rated by Standard & Poor’s or other equivalent rating service.
Non-rated common stock may be used within the foregoing guidelines.

Convertible Preferred Stocks and Convertible Bonds — Convertible preferred stocks and
convertible bonds may be used as equity investments. The quality rating for either must be BBB
or better, as rated by Moody’s or Standard & Poor’s. The common stock into which either may
be converted must be rated as specified in the Common Stock section above.

Fixed Income Securities (including preferred stocks) — The quality of at least 90 percent of the
market value of the bonds, notes or preferred stocks must be BBB or better, as rated by Moody’s
or Standard & Poor’s. The portfolio may consist of only traditional principal and interest
obligations (no derivatives) with an average duration of six years or less.

Cash or Cash Equivalents — The quality rating of commercial paper must be A-1 or better, as
rated by Standard and Poor’s, or P-1 or better, as rated by Moody’s.

Mutual Funds — The assets of any mutual funds must comply with the quality provisions for the
applicable asset class.

ASSET DIVERSIFICATION

Reasonable diversification will be maintained at all times within the portfolio. The investment in
the equity securities of any one company shall not exceed five percent and the total securities
position (debt and equity of one company) shall not exceed ten percent of the portfolio.
Reasonable sector allocations and diversification shall be maintained. No more than thirty
percent of the entire portfolio may be invested in the debt and/or equity securities of any one-
industry sector.

TRANSACTIONS

All purchases of securities will be for cash and there will be no margin transactions, short selling,
or commaodity trading.

REPORTING REQUIREMENTS

Any retained Advisor will provide the Committee with a written statement containing all of the
pertinent transaction details for each separately managed fund as follows:

Monthly — (1) The name and quantity of each security purchased or sold, with the price and
transaction date. An analysis for each security with its description, percentage of total portfolio,
purchase date, quantity, average cost basis, current market value, unrealized gain or loss, and
indicated annual income and yield, (2) an analysis for the entire portfolio of the current asset
allocation by investment category, (equities, fixed income, and cash equivalents).
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Periodically — Quarterly, or more frequently at the request of the Committee, any retained
Advisor shall provide the Committee detailed information about (1) asset allocation, (2)
investment performance, (3) future investment strategies, (4) each portfolio Manager’s
performance measured against index benchmarks and peers for relevant periods, and (5) any other
matters of interest to the Committee.

Annually — Any retained Advisor shall provide a report to the full Board on the investment
performance of the entire portfolio, as well as the performance of each of the funds making up the
total.

CASH FLOW REQUIREMENTS
The Foundation will be responsible for informing any retained Advisor in a timely manner of its

cash distribution needs. Any retained Advisor is responsible for providing adequate liquidity to
meet the Foundation’s cash flow requirements in accordance with Board policy.
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MODESTO JUNIOR COLLEGE FOUNDATION
Spending Policy

The following are the Spending Policies for the Modesto Junior College Foundation, an
independent foundation, as they affect both restricted and unrestricted funds:

Restricted Funds: The spending policy calculates the amount of money distributed annually
from the Foundation’s various endowment funds for scholarships, specific purposes,
administration and asset management expenses. The current spending policy is targeted to
distribute from a floor of 0%, but no more than 7% of a moving three-year average of the fair
market value of the endowment. Accordingly, over the long term, the Foundation expects its
current spending policy to allow its objective to maintain the purchasing power of endowment
assets as well as to provide additional real growth through investment return.

These funds are typically the Foundation’s Temporarily Restricted accounts where the donor has
specified the use of the funds. Only the amount that exceeds the corpus plus a 5% reserve on the
corpus is allowed to be distributed; i.e., interest income, unrealized gains/losses less expenses.

To that the Foundation’s stated policy is as follows:

1. Distributions from the endowment funds will be targeted at a floor of 0% and
will have a ceiling of 7% of the moving three-year average of the fair market
value of the endowment. This stays within prudent spending limits some
states have adopted with UPMIFA. This will allow assets to grow over time
to keep up with inflation and needs identified by the endowment.

2. Distribution amounts for the following year will be calculated on the
endowment account balance as of December 31.

3. At no time will the funds be distributed from the corpus or the 5% reserved in
excess of the corpus (excluding the management and asset manager fees).

4. At no time will unrestricted funds be used to make up for declines in market
value that affect the corpus.

5. Estimates of the amount of the distribution (a range) will be given to the
College upon request.

6. Funds must be used as specifically stated by the donor(s).

Unrestricted Funds: These funds are donations that typically come from Fundraising
Campaigns and Events and are unspecified by the donor as to their use. These funds are
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under the direct control of the Foundation, its officers, and it’s Board of Directors. To
that the Foundation’s stated policy is as follows:

1.

The Board of Directors of the Modesto Junior College Foundation or its
appointees will approve the use of funds.

The Foundation Board or its appointed representative in agreement with
Modesto Junior College and the Yosemite Community College District can
use funds to pay Foundation Staff as agreed upon.

Funds can be used for operation of the Foundation Office as it effects its
business operation, i.e., equipment, supplies, phone expenses, education of
staff, etc.

Funds can be used to support staff’s cultivation of potential donors and
business contacts; i.e., Expense Account. These will be inclusive of breakfast,
lunch, and dinner, and entertainment as it applies to such cultivation, inclusive
of alcohol (with prudence) and community events, such as golf tournaments,
evening events, etc.

A. All expense account payments must be approved by the President of
the Foundation or the Treasurer prior to payment.

B. All requests for expense account payment must be accompanied by the
proper back up and/or receipts.

Fund requests from faculty and staff must go through their Division Dean and
forwarded to the appropriate cabinet member. Any proposed expenditures,
using Foundation unrestricted funds, must be approved by Cabinet and the
President of the College prior to consideration for approval and potential
funding by the Foundation Board.

Foundation expenditure reimbursements for the MJC President will be
approved by the Chancellor and will be signed by the Foundation Director, the
Foundation President and/or the Treasurer of the Foundation.

Gary Watts, President, MJC Foundation

Approved: August 10, 2010
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