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A LETTER FROM THE EXECUTIVE DIRECTOR

The Janet H. and C. Harry
Knowles Foundation (also
known as the Knowles
Science Teaching Foun-
dation, or KSTF) was
established in 1999 with a
mission of increasing the
number of high quality
high school science and
mathematics teachers in
the United States. The
work of the foundation
has remained true to this
original mission but has evolved into a more specialized
niche: identifying and developing early-career high school
teachers with the potential to become teacher leaders and
change agents in science and mathematics education. The
generous endowment provided by our founders, Harry and
Janet Knowles, has allowed us to maintain a sound finan-
cial position while we grow and improve our programs, as
evidenced by the financial statements that follow.

On March 1, 2013, | was honored to be elected to the posi-
tion of Executive Director by KSTF’s Board of Trustees. |
joined KSTF almost nine year ago, as a Senior Program
Officer. Since then, | have watched the staff, the programs
and the KSTF community of professional math and science
teachers grow and change in remarkable ways It has been
an inspiring journey and | am thrilled beyond words to be
leading such an innovative and creative organization at such
a critical time for education in the United States.

The fiscal year ending May 31, 2012 (FY12) was one of impor-
tant milestones and growth for KSTF. The Teaching Fel-
lowship Program, KSTF’s first, and still it's largest, program,
continues to thrive. During the first weekend of June, 2011
we officially welcomed the tenth cohort of Teaching Fellows.
Then on March 21, 2012 we awarded Teaching Fellowships
to 34 individuals in the 2012 Cohort. The arrival of the 2012
Cohort marked the first time we’ve had fellows in all three
disciplinary areas across all five years of the program. In
other words, we've reached our “steady state” of supporting

approximately 150 Fellows at a time across the five years of
the program. More important than the number of Fellows in
the Program, however, is the number of Fellows who remain
in, and thereby strengthen, the teaching profession. KSTF
teacher retention rates for 2002-2011 range from a compara-
tively high 96.9% following the first year of teaching to 88.8%
following the fifth year. Nationally, across all subjects and
grade levels, teacher retention range from 86% following the
first year of teaching to 54% following the fifth year of teach-
ing. We believe this difference represents a major achieve-
ment and speaks to the efficacy of the Teaching Fellowship
Program as well as the strength of KSTF’s theory of action.

FY12 also marked a new emphasis in the Fellowship pro-
gram on supporting Fellows to develop an inquiry stance
toward their own teaching practice. Teachers who develop
this critical habit of mind of inquiry understand that teaching
is complex, and that problems of practice rarely have easy
solutions. By taking an inquiry stance towards their practice,
teachers build their capacity to evaluate and improve their
instruction and better meet the diverse needs of their stu-
dents. Since 2002, Fellows had submitted annual portfolios
based on a professional development goal. This year we
shifted the focus of the portfolios from goals to questions,
which aligns with efforts across programs to make practition-
er inquiry central to the KSTF professional community.

The arrival of the 2012 Cohort of Teaching Fellows marked
the end of a stage of growth and exploration for the Teach-
ing Fellowship Program, and the beginning of a stage of
increasing program rigor and quality, as well as generating
and sharing knowledge about what we have learned. This
shift in the Fellowship Program has been facilitated by a re-
configuration of the KSTF Research and Evaluation Program
to focus on three areas: research on and by KSTF, program
evaluation and teacher research. In July, 2011 KSTF ended
the Research Fellows Program, which was launched in 2005
to support early-career scholars who studied critical issues
relevant to the selection, induction, retention and mentor-
ing of high school science and mathematics teachers. In its
place, we have reallocated foundation resources to focus on
supporting and developing classroom teachers themselves



as researchers and generators of knowledge of and for
teaching. The heart of this effort lies with a group of Fellows
and Alumni who began working together in the summer of
2011 to form a practitioner inquiry group. Dr. Jodie Galosy
(Director of Research and Evaluation) worked with Dr. Susan
Lytle from the University of Pennsylvania and Dr. Diane
Wood from Towson University to plan for and support the
group’s work. PING, (short for Practioner Inquiry for the Next
Generation, inspired by a book co-authored by Dr. Lytle) met
a total of three times over the year to pose questions and in-
vestigate and problematize issues of practice. Furthermore,
the group’s work informed and supported the shift toward
practitioner inquiry in the Teaching Fellowship Program.

In addition to supporting teacher research, the Research

and Evaluation Program, under the leadership of Director

Dr. Jodie Galosy, improved and enhanced the staff’s capac-
ity to conduct meaningful research within the context of the
Teaching Fellowship and Alumni Programs. In April of 2012,
Dr. Galosy, Zora Wolfe, Roseanne Rostock and | presented
a series of four papers at the Annual Meeting of the National
Association of Research in Science Teaching. These papers
examined the selection and retention of Teaching Fellows,
the progress and challenges of developing a professional
learning community within the Fellowship Program, key prac-
tices for the development of pedagogical content knowledge
among Fellows and developing a continuum for teacher
leadership throughout the Fellowship Program. In March,
2012, the 74th Yearbook of the National Council of Teach-
ers of Mathematics included a chapter on the importance of
collaboration to new teacher development written by KSTF
staff members Dr. Rachael Brown, Dr. Jeanne Vissa and Dr.
Jennifer Mossgrove.

Although the first KSTF Teaching Fellows finished the
five-year program in 2007 and became Alumni, we did not
begin a formal Alumni program until the summer of 2011.
KSTF celebrated yet another key milestone in August of
2011 when Dr. Dina Portnoy joined the staff as the Director
of Alumni Programs. During FY12, Dr. Portnoy worked to
develop a professional learning community among the KSTF
Alumni and began a leadership grant program to fund work

by Alumni that showed potential to have a positive impact
beyond their own classrooms. For example, with support of
a KSTF Alumni Leadership Grant, two alumni in the Wash-
ington, DC area began working with two fellows to develop
curriculum and assessments for International Baccalaureate
physics courses. The Alumni Program also provided support
for two Alumni to present at the annual meeting of National
Science Teachers Association, and two others to present at
the annual meeting of the National Council of Teachers of
Mathematics. Two Alumni achieved National Board Certifica-
tion in FY12 with KSTF support, bringing the total number of
board-certified KSTF Alumni to six. And two Alumni were
supported by KSTF Leadership Grants to initiate and support
professional learning communities within their schools.

Fiscal year 2012 was also the first year that KSTF operated
without an Executive Director. In September, 2011 William
Rulon-Miller and Paul Kuerbis, both members of the KSTF
Board of Trustees, were appointed by the board to serve as
part-time Acting Co-Executive Directors during the transi-
tion. In March of 2012, Mr. Rulon-Miller left his position as
Managing Director of Cross Atlantic Capital Partners to join
the KSTF staff as President while Dr. Kuerbis continued to fill
the role of Acting Executive Director on a part-time basis.
Fiscal year 2013 promises to be an equally important and
challenging year in KSTF’s trajectory, and | looking forward
to writing these annual summaries for many years to come.

Nicole Gillespie
Executive Director
Knowles Science Teaching Foundation
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Independent Auditors’' Report

Board of Trustees
Janet H. & C. Harry Knowles Foundation, Inc.

We have audited the accompanying statement of financial position of the Janet H. & C. Harry
Knowles Foundation, Inc. (a nonprofit organization) (the "Foundation™) as of May 31, 2012 and
2011, and the related stalements of aclivities and cash flows for the years then ended. These
financial statements are the responsibility of the Foundation's management. Our responsibility is to
exprass an opinion on these financial statements based on our audils.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material missiatement. An audil
includes examining, on a lest basis, evidence supporting the amounts and disclosures in the
financial slalements. 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 thal our audits provide a reasonable basis for cur opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Janet H. & C. Harry Knowles Foundation, Inc. as of May 31, 2012 and 2011,
and the changes in its net assets and ils cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America,

?mﬂﬁmgz-c

Huntingdon Valley, Pennsylvania
MNovember 27, 2012



Janet H. & C. Harry

Knowles Foundation, Inc.

Statement of Financial Position
May 31, 2012 and 2011

Assets

Assets

Cash and cash equivalents
Investments

Accrued interest and dividends
Unconditional promises to give
Other recaivable

Prepaid and refundable federal excise tax

Prepaid expenses

Froperty and equipment, net of accumulated depreciation

Deposits

Total assels

Liabilities and Net Assets

Liabilities
Accounts payable and accrued expenses
Deferred federal excise tax liability

Total labilities

MNet Assets
Unrestricted net assets
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Total iabilities and net assets

2012 2011
$ 5494037 § 3253785
02,892 985 62,560,386
21,553 -
10,509,287 10,705,153
240,531 -
3,791 4,638
105,633 157,791
2,417,192 933,839
15,144 15,144
$ 71,700,153 § 77630737
£ 311692 % 215,042
56,720 50,335
368,412 265,377
71,331,741 77,365,360

5 71,700,153

$§ 77.630,737



Janet H. & C. Hﬂ}* Knowles Foundation, Inc.

Staternent of Activities
Years Ended May 31, 2012 and 2011

Revenuas
Confributions
Interast and dividend income
Met unrealized appreciation in fair value of invesimenls

Total revenues
Expenses and Losses
Program services:
Teaching fellows programs
Research programs
Alumni programs
Supporting services:

General and administrative
Federal excize tax

Nel realized lcsses on sales of investments
Total expenses and losses
{Decrease) increase in unrestricted net assels
Unrestricted Net Assets, Beginning

Unrestricted Net Assets, Ending

2012 2011
944,134 1,104,686
84,789 2,392
638,557 9,951,836
1,667,480 11,058,914
4,501,454 3,817,680
817,539 839,661
237,864 58,294
604,335 594,498
7,233 50,359
6,268 425 5,460,502
1,432,674 1,215,373
7,701,099 6,675,875
(6,033,619) 4,383,039
77,365,360 72,982 321
3 7M.331.74 $ 77,365360



Janet H. & C. Harry Knowles Foundation, Inc.

Statement of Cash Flows
Years Ended May 31, 2012 and 2011

Cash Flows from Operating Activities
Revenue collected:
Contributions
Interest and dividend incoma
Payments for expenses and taxes:
Expenses
Grants
Federal excisa tax

MNat cash used in operating activities

Cash Flows from Investing Activities
Froceeds from sales of investmenis
Purchases of imestmeants
Purchases of proparty and equipment

Net cash provided by investing activities
Nal increase (decrease) in cash and cash equivalents
Cash and Cash Equivalents, Beginning

Cash and Cash Equivalents, Ending

Receonciliation of Increase (Decrease) In
Unrestricted Net Assets to Met Cash
Used In Operating Activities
{Decrease) increase in unrestrictad net assels
Adjustments to reconcile (decrease) increase in unrestricted
nel assets to net cash used in operating activities:
Depreciation
Deferred federal axcise tax
Donated invesimeants
Change in present value discount
Met realized losses on sales of investments
Met unrealized appreciation in fair value of investments
MNet change in:
Accrued interest and dividends
Unconditional promises to give
Other receivable
Prepaid and refundable federal excise tax
Prepaid expenses
Deposits
Accounts payable and accrued expenses

Met cash used in operating aclivilies
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2012 2011

3 640000 § 428,500

63,236 2,392
(6,065,526) {4.937,062)
(139,153) (287,125)

: 35,000
(5,501,443 {4,758,295)
40,436,559 5,936,323
(31,083,275) (3,613,1886)
{1,631,580) (197,368)
7,741,695 2,125,769
2,240,252 (2,632,526)
3,253,785 5,886,311

$ 5404037 $ 3253785

$ (6.033619) $ 4,383,039

148,236 144,615
6,385 50,335
(S00,000) (T10,802)
(444,134) (392 284)
1432 674 1.215.373
(638,557 (9.951,836)
(21,553) :
€40,000 427,000
(240,531) s
848 35,024
52,158 {36,438)
- (3,249)

86,650 86,028

5 _(5501443) § (4,758.295)




Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statements
May 31, 2012 and 2011

1.

Organization and Summary of Significant Accounting Policies
Organization

The Janet H. & C. Harry Knowles Foundation, Inc. ("the Foundation™) was established in
1999 to increase the number and quality of high scheol science and mathematics leachers
for grades 9-12 in the Uniled States. Janet and Harry Knowles (the “Knowles”) established
the Foundalion in recognition of the importance of quality science and mathematics
instruction lo the well-being and future of the United States as well as in appreciation of the
many dedicated science and mathemalics teachers that helped form their lives. The
Foundation has registered for an alternative business name and operates under the name
Knowles Science Teaching Foundation, Inc.

The Foundation supports three programs. The teaching fellowship program is a multi-year
comprehensive program that includes both financial and professional support for course
work, professional development activities and fo build a community of teacher-scholars.
During the initial period of the fellowship, a fellow is enrolled as a full-time student taking
courses 1o procure a teaching license as a high scheol teacher and usually a master's
degree. In subsequent years, the fellow must be a full time high school science or
mathematics teacher. Fellows receive funds for course work, stipends, membership in
professional organizations, professional development meetings, mentors and instructional
materials. The research program supports pre-tenure faculty members conducting research
on high school science and mathematics teaching as well as internal research and
evaluation. The alumni program supports the fellows once they have completed the
fellowship. Alumni work together to support professional leadership in schools and districts
and continue to improve as science and math teachers. The alumni program is developing
multiple avenues through which alumni can receive leadership grants and build a national
network that continues to support their professional growth.

Summary of Significant Accounting Policies

Basis of Accounting

The accompanying financial statemenis are presented on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United
States of America.

Basis of Presentation

In accordance with generally accepted accounting principles, the Foundation is required
to report information regarding its financial position and activities according to three
classes of net assets: unresiricted net assats, tamporarily restricted net assels and
parmanently restricted net assets. All nat assets for the Foundation were unrestricted at
May 31, 2012 and 2011. The unresiricted net assets are net assets that are not subject
to donmor-imposed stipulations.

Cash and Cash Equivalents

The Foundation considers all short-term debt securities with an original maturity of three
(3) months or less lo be cash equivalents.



Janet H. & C. Harry Knowles Foundation, Inc.

Notes to Financial Stalements
May 31, 2012 and 2011

Use of Estimates

The praparation of financial statements in conformity with accounting principles generally
accepted in the United Slates of America requires management to make estimates and
assumptions that affect the reported amounts of assets and labilities and disclosures of
contingent assets and liabiliies at the dale of the financial statements as well as the
raported amounts of revenues and expenses during the reporting period. Estimates are
based on several factors including the facts and circumstances available at the time the
estimales are made, hislorical experience, risk of loss, general economic conditions, and
trends, and the assessment of probable future outcome. Some of the more difficult,
subjective and significant estimates include determinations of the useful lives of
depreciable assets, estimates of allowances for uncollectible promises to give, discounts
lo present value, fair valua of investments, deferred taxes and the allocalion of
expenses. Actual results could differ from those estimales. Estimates and assumptions
are reviewed perodically, and the effects of changes, if any, are reflected in the
accompanying statement of activities in the period that they are determined.

Concentration of Cradit Risk

The Foundation maintains cash and cash equivalent balances at a financial institution in
the Philadelphia area. Accounts are insured by the FDIC (Federal Deposit Insurance
Corpaoration) up to $250,000 for interest-bearing accounts and to an unlimited amount for
non-interest bearing accounts. The Foundation also maintains cash and cash equivalent
balances at brokerage firms in the Philadelphia area. Accounts at the brokerage firms
are insured by the SIPC (Securities Investor Protection Corporation) up to $500,000, of
which $100,000 may be in cash. The Foundation maintains balances in excess of the
insured amounts. The alternative investments, which consist of hedge funds and private
equity investments, are not insured. As of May 31, 2012, two investments represented
31% of total investments. As of May 31, 2011, five investments represented 97% of total
invesimanis.

Investments

o] www.kst.org |

Investments in equity securities and mutual funds with readily determinable fair values
are reported at fair value based on quoted market prices. Other investments consist of
investments in alternative investments. As there is no ready determinable market for
allernative investments, they are stated at fair value as estimated by the general partner
or imvestment manager. The Foundation reviews and evaluates the values provided by
the general partner or investment manager and agrees with the valuation methods and
assumptions used in determining the fair value of the alternative investments. The
Foundation uses the specific identification method in determining realized gains and
losses reported on the stalement of activities. Unrealized gains and losses on
investments resulting from market fluctuations are reported in the siatement of activities
in the period that such fluctuations occur. Dividends are recorded on the ex-dividend
date. Interest income is recognized as eamed. All gains and investment income are
unrestricted. Because of the inherent uncertainty of valuation, astimated fair values of
the alternative investment may differ significantly from the values that would have been
used had a ready determinable market for the investments existed, and the difference
could be material. Due 1o the long-term helding period and lack of marketability of private
equity invesiments, the altemnative invesiments should not be considered a liguid
investment that is readily convertible into cash.



Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statements
May 31, 2012 and 2011

Risks and Uncertaintios

The fair values reported in the statement of financial position are exposed to various
risks including changes in the equity markets, the interest rale environment and general
aconomic conditions. Due to the level of risk associated with certain investment
securitias, it is reasonably possible that the amounts reported in the accompanying
statement of financial position could change materially in the near future.

Promises to Give

Unconditional promises to give (pledges) are recognized as assets and revenues in the
period the promise is received. The unconditional promises to give are recorded at the
net realizable value and are discounted at an appropriate rate commensurate with the
rsks involved, An allowance for uncollectible promises to give is provided, if applicable,
based upon management's judgment, including such faclors as due date (aging), prior
collection history, type of contribution and nature of fundraising activity. Conditional
promises 10 give are recognized only when the conditions on which they depend are
substantially met and the promises become unconditional.

Other Receivable

Other receivable consists of a deposit with the lownship related to construction.
Property and Equipment

Property and equipment are carried at cost. Depreciation of property and equipment,
including computer software, is provided using the straight-line method of depraciation
over the estimated useful lives of the assets. Leasehold improvements are depreciated
over the shorter of the remaining term of the lease or the useful life of the improvements
using the straight-line meathod.

Expenditures for major renewals and belterments that extend the useful lives of property
and equipment are capitalized. Expenditures for maintenance and repairs are charged to
gxpanse as incurred.

Computer software is stated at cost at dale of purchase and is depreciated using the
straight-line mathod over its estimated useful life.

Income Taxes

The Foundation is a not-for-profit organization that is exempt from federal income taxes
under Section 501(c)3) of the Internal Revenue Code and is classified as a private
operaling foundation under Section 4842(j)(3) of the Internal Revenue Code. Therefore,
the Foundation has made no provision for federal income taxes in the accompanying
financial statements.

The Foundation is subject to federal excise taxes imposed on private operating
foundations at two percent (2%). The tax rate is reduced to one percent {1%) if certain
criteria are mel. The excise tax is imposed on net investment income, as defined under
federal law, which includes realized gains on the sale of investments.



Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statl-am&nls
May 31, 2012 and 2011

The Foundation accounis for uncertainties in income taxes in accordance with
authoritative guidance, which prescribes a recognition thresheld of more-likely-than-not
to ba sustained upon examination by the appropriate taxing authority, Measurement of
the tax uncertainty occurs if the recognition threshold has been met.

The Foundation's federal tax Retumn of Private Foundation for 2011, 2010 and 2009
remain subject to examination by the Internal Revenue Service.

The Foundation's policy is lo recognize interest related to unrecognized tax benefits in
interest expense and penalties in operating expenses. As of May 31, 2012, the
Foundation believes there are no uncartain tax posilions.

Revenue Recognition

Revenue is primarily earned from investment income and contributions. Contributions
are recognized when pledged or received. Unconditional promises to give are recorded
at tha net realizable value and are discounted at an appropriate rate commensurate with
the risks involved. Contributions have been recorded as unrestricted since there are no
donor restrictions.

Compensated Absences

Employees of the Foundation are entitied to ten paid vacation days per year for the first
five years of employment and one additional day for each year of employment up to a
tolal of twenty vacation days per year. Unused vacation days are cumulative up to
twenty days. Employees are also enlitled lo eight paid holidays and eight paid sick days
per year. Unused sick days are cumulative up to twenty days. Upen termination,
employees are paid for unused vacation days, but nol unused sick days.

Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to
transfer a liability, otherwise known as the “exit price”, in an orderly transaction between
market participants at the measurement date. See Note 4 for a discussion of fair valua
measurements.

Expense Allocation

Directly identifiable expenses are charged to programs and supporting services.
Expenses related to more than one function are allocated among the programs and
Supporting services benefited. General and adminisirative expenses include those
expenses thal are not directly ientifiable with any other specific function but provide for
the overall support of tha Foundation,

Reclassifications

IR www.kstforg |

Certain amounts in the 2011 financial statements have been reclassified to conform with
the 2012 presentation.



Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statements
May 31, 2012 and 2011

Recent Accounting Standards
Fair Value Measurements

In May 2011, the Financial Accounting Standards Board (*FASE") issued Accounting
Standards Update No. 2011-04 "Amendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in U.S. GAAP and IFRSs,” ("ASU 2011-
047) which amends FASB ASC Topic 820, "Fair Value Measurements” to bring
accounting principles generally accepted in the United States of America for fair
value measurement in line with International Accounting Standards by clarifying
axisting guidance for items such as: the application of the highest and best use
concepl 1o non-financial assels and labilities; the application of fair value
measurement to financial instruments classified in a reporting entity's stockholder's
equity; and disclose requirements regarding quanfitative information about
unobservable inputs used in the fair value measurements of Level 3 assets. ASU
2011-04 is effective for fiscal years and interim reporting periods beginning after
December 15, 2011. Management is evaluating the impact of adopting ASU 2011-04
and believes it will not be material to the financial stalements but will provide
additional disclosures.

Subsequent Events

In preparing these financial statements, the Foundation has evaluated evenis and
transactions for potential recognition and disclosure through November 27, 2012, the
date the financial statements were available to be issued.

2. Supplemental Disclosure of Cash Flow Information
Nonecash Investing and Financing Transactions
During the years ended May 31, 2012 and 2011, the Foundation received donated

mvestments with fair market values of $500,000 and $710,802, respectively. Donated
mnvesiments are recorded at their fair value at date of donation.



Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statements
May 31, 2012 and 2011

3. Investments

The Foundation’s investments consisted of the following at May 31, 2012 and 2011:

Alternative investmenis
Common stocks

Large cap equity

Mid cap equity

Small cap equity
International equity
Emerging market equity
Fixed income

Foreign

2012

2011

§ 36717688

1,708,186
2114578
1,138,007
70, 706
452 052
318,563
9,432,214
434,980

$ 62,560,386

$ 52892985

$ 62 560,386

Investment advisory and cuslodial fees are netted against investment income. Fees for the

years ended May 31, 2012 and 2011 were $545,368 and $770,480, respectively.

The gains and losses on invesiments bought and sold during the years ended May 31, 2012
and 2011 as well as held during the years that (depreciated) appreciated in value are

summarized as follows:

Alternative investments
Commaon siocks

Equity mutual funds

Fixed income mutual funds

Unrealized appreciation in fair value of investments
Realized losses on sales of investments

4. Fair Value Measurements

2012 2011
$ (87T3208) § 8735463
165,551 :
(62.187) :
(14.275) -
$  (T94117) § 8735463
§ 638557 § 00951338
(1,432,674} (1,215.373)
§ (T4117) § 8736463

The Foundation measures on a recurring basis ils investments at fair value in accordance with
FASB codification "Fair Value Measurement,” which provides the framework for measuring fair
value. That framework provides a fair value hierarchy that prioritizes the inpuls to valuation
techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted
queted prices in aclive markets for identical assets or liabiliies (Level 1 measurements) and the
lowest priority to unobservable inputs (Level 3 measurements). The three levels of fair value

hierarchy are as follows:

T wwwkstforg |



Janet H. & C. Harry Knowles Foundation, Inc,

Motes to Financial Statements
May 31, 2012 and 2011

Leval 1 - Inpuls to the valuation methodology are unadjusted quoted prices in active markets
that are accessible to the Foundation for identical assets. These generally provide the most
reliable evidence and are used to measure fair value whenever available.

Level 2 - Inputs to the valuation methodology include significant inputs, other than Level 1
inputs, that are observable either directly or indirectly for substantially the full term of the
assel through comoboration with observable market data. Level 2 inputs include quoted
market prices in active markets for similar assets, quoted market prices in markets that are
not active for identical or similar assets, and other observable inputs.

Level 3 - Inpuls to the valuation methodology are unobservable inputs which are significant
to the fair value measurement.

The assel’s or liability's fair value measurement level within the fair value hiararchy is based on
the lowest level of any input that is significant to the fair value measurement Valuation
technigues used need to maximize the use of observable inpuls and minimize the use of
unobsenable inputs.

Following is a description of the valuation methodologies used for assets measured at fair value,
There have been no changes in the methodologies used at May 31, 2012 and 2011.

Alternalive investments - these consist of hedge funds and private equily investments which
invest in limited partnerships. The net asset value of a share in an alternative investment is
calculated by dividing the total net assets of the investment by the number of shares
oulstanding. These invesiments are reported at estimated fair values by determination of the
net asset value based on estimated fair values provided by investment managers.
Management reviews and evaluates the values and agrees with the valuation methods and
assumplions used in determining the fair value of the altemative investiments. Because of
the inherent uncertainty of valuation, estimated fair values may differ significantly from the
values that would have been used had a ready market for the investments existed, and the
difference could be material. Due to the lock up period for hedge funds and the long-term
holding peried and lack of marketability of private equity investments, the alternative
investments should not be considered liquid investments that are readily convertible into
cash.

The alternative investments are determined by evaluating the fair values of the underlying
investments of the hedge funds and private equity investments, incorporating valuations that
consider expected cash flows and market-based information, including comparable
transactions and performance multiples. Although the Foundation believes its valuation
meathod is appropriate and consistent with other market participants, the use of different
methodologies, assumptions and the inherent uncertainty of valuation of the fair value could
result in a material different fair value measurement at the reporting date.

Commen stocks - valued at the closing price reported on & national securiies exchange on
which the individual securities are lraded.

Mutual funds - valued at the quoted net asset value of shares held by the Foundation at year
and,
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Janet H. & C. Harry Knowles Foundation, Inc.

MNotes to Financial Statements
May 31, 2012 and 2011

The following table sets forth by level, within the fair value hierarchy, the Foundation's assels
measured at fair value on a recurring basis, as of May 31, 2012 and 2011:

May 31, 2012
Level 1 Level 2 Level 3 Total
Alternative invesimenis:
Private equity
investments ] = 3 - & 27127562 27127 582
Hedge funds - - 9,500,136 9,580,136
Common stocks 1,709,196 . - 1,709,196
Equity mutual funds:
Large cap equity 2,114,579 - - 2,114 579
Mid cap equity 1,136,097 - - 1,136,097
Small cap equity 70,706 - - 70,706
International equity 952 852 - . 052 952
Emerging market
aquity 318,563 . . 319,563
Fixed income mutual
funds:
Fixed income 9432 214 . - 8,432 214
Foreign fixed
income 439,980 - - - 439,980
$ 16175287 § - § 36717608 § 52892985
May 31, 2011
Level 1 Level 2 Level 3 Total
Alternalive investments:
Private equity
investmeants 5 - 5 - % 25101477 5 25101477
Hedge funds - - 37,458,909 37,458,909
] . & - $ 62560386 & B2 560,388
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Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statements
May 31, 2012 and 2011

The following lable sets forth a summary of changes in the fair value of the Plan's Level 3
assets, consisling of alternative investments investing in limited parinerships, for the years
ended May 31, 2012 and 2011:

2012
Private Equity Hedge Funds
Balance, beginning of year $ 25101477 $ 374589000
Conftributions 500,000 .
Mel realized losses = (1,544, 769)
MNel unrealized {depreciation) appreciation in
fair value relating to investments still held
at the reporting date (197,145) 868,708
Purchases 2,910,251 5,182,000
Sales  (1,187,021) (32,384,712)
Balance, end of year 5 27127562 $ 0,590,136
_ 2011
Private Equity Hedge Funds
Balance, beginning of year § 17.625.555 $ 37810603
Conftributions 710,902 -
Net realized losses - (1.215,373)
Net unrealized appreciation in fair value
relaling to investments still held at the
reporiing date 5,151,834 4 800,002
Purchases 1,613,188 2,000,000
Sales - (5,036,323)
Balance, end of year $ 25101477 $ 37458509
2012 _
Unfunded Redemption Redemption Notice
Fair Value Commitments Fragquency Period
Hedge funds (a) § 05901368 § - -
Private equity - "
distressed (b) 18,837,604 -
Private equity - -
emerging (c) 7,989,078 - =
Private equity - other
(d) S00, 592 1,698,408 - -
¥ 36,717,688 § 1,600.408
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Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statements

May 31, 2012 and 2011
2011
Unfunded Redemption Redemption Motice
Fair Value Commitments Frequency Period
Hedge funds (a) § 3r4s58900 % . 5
Privale equity - "
distressed (b) 18,510,705 5,825,784 -
Privale equity -
emerging {(c) 6,590,772 6212019 - -
§ 62560386 S§ 12,037,803
{a) This category includes hedge funds that seek capital appreciation principally through
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(b)

{d)

investing in investment funds managed by third party investment managers who employ
a variety of alternalive investment strategies. The fair values of the investments in this
calegory have been estimated using the net asset value per share of the invesimeants.
After the partner has been a partner for at least one year, a partner may, upon notice
ranging from 65 to 120 days, redeem all or part of its interest as of the beginning of any
calendar quarter.

This category includes an investment in a limited partnership that seeks long-term
capital appraciation by investing in companies and underlying funds investing primarily
in distressed invesiments. The fair value of the investment in this category has been
estimated using the net assel value per share of the investment. No limited partner shall
be parmitted to make a withdrawal of any of its capital contributions.

This category includes an investment in a limited partnership that seeks long-term
capital appreciation by creating a diversified portfolio of emerging private market
invesiment strategies. The fair value of the investment in this category has been
estimated using the net assel value per share of the investment. No limited partner shall
be permitted to make a withdrawal of any of its capital contributions.

This category includes investments in limited partnerships that seek long-term capital
appreciation. The fair values of the investments in this calegory have been estimated
using the net asset value per share of the investments. Mo limited partner shall be
permitted to make a withdrawal of any of its capital contributions.



Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statements
May 31, 2012 and 2011

5. Unconditional Promises to Give

During the year ended May 31, 2010, the Foundation received binding pledge agreements from
Janet and Harry Knowles for $4,000,000 and $12,000,000, respectively. The total outstanding
balances for the two pledges at May 31, 2012 and 2011 were $13,933,000 and $14,573,000,
respeclively. The timing of the remaining payments is to be made at the discretion of the
donors, except the $4,000,000 pledge is scheduled to be paid no later than January 31, 2018.
The timing of the remaining payments of the $12,000,000 pledge has been present valued over
the life expectancy of the donor over 6.3 years. The promises 1o give at May 31, 2012 and 2011
have been discounted to net present value using a discount rate of 5% calculated as follows:

2012 2011
Receivable in less than one year 3 « £ -
Receivable in one to five years 2,933,000 3,573,000
Receivable in more than five years 11,000,000 11,000,000
Tatal unconditional promises to give 13.933.000 14,573,000
Less discounts to net present value (3,423,713) {3.867,847)

£ 10500287 & mimﬁima

6. Property and Equipment

A summary of properly and equipment and accumulated depreciation as of May 31, 2012 and
2011, is detailed balow:

Estimated
Useful Lives
2012 2011 In Years
Leasehold improvements $§ 2515113 § 85,042 20
Equipment 68,783 78,171 3-10
Computer software 468 991 424 007 3
Furniture and fixtures 88,546 30,737 10
3,141,433 1.527.957
Less accumulaled depreciation {724,241) (504,118)

§ 2417182 § 033830

Depreciation expense was $148,236 and $144,615 for the years ended May 31, 2012 and 2011,
respectively.



Janet H. & C. Harry Knowles Foundation, Inc.

MNotes to Financial Statements
May 31, 2012 and 2011

7. Related Party Transactions

The Knowles Science and Mathematics Institute ("KSMI*) was established by the Knowles in
2005 to held the litle of the building used for the operations of the Foundation. KSMI is a not-for-
profit organization, exempt from federal income taxes under Section 501(c)2) of the Internal
Revenue Code. KSMI purchased the building located in Moorestown, New Jersey.

The Foundation leases office space from KSMI under a twenty-year lease that commenced on
December 1, 2005. The Foundation has the right and option to extend the term of the lease for
two separate renewal periods of five years each. The lease required annual rent for the first five
years of $82 080, based on $20 per square foot for 4,104 square feel. In July 2007, an addition
was added fo the existing buillding increasing the occupied space to 4,999 square feet and,
accordingly, the annual rent was increased to $99,980. Effective January 1, 2009, the annual
rent was reduced to $82,740.

Future lease commitments are as follows for the years ended May 31:

2013 -3 75 845
2014 82,740
2015 82,740
20186 82 740
2017 82,740
Thereafter §55,065

5 1,061,870

Rent expense to KSMI for the years ended May 31, 2012 and 2011 was $82,740 each year.
Rent expense to unrelated parties was $104,857 for the year ended May 31, 2012. There was
no rent paid to unrelated parties for the year ended May 31, 2011,

During the years ended May 31, 2012 and 2011, the Foundation received donated investments

with fair market values of $500,000 and $710,902, respectively, from the Knowles Charitable
Foundation, a foundation established by the Knowles.

During the year ended May 31, 2012, two trustees were paid a total of $74,500 for consulting

sarvices. During the year ended May 31, 2011, there were no consulting services paid to
trustees.

8. Commitments
The Foundation has committed to invest $2,000,000 in two private equity investments. As of

May 31, 2012, the Foundation had funded $300,592 of these commitments, leaving a balance of
$1,699 408 of commilments to fund.
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Janet H. & C. Harry Knowles Foundation, Inc.

Motes o Financial Statements
May 31, 2012 and 2011

9. Retirement Plan

The Foundation has a 401(k) plan available to substantially all employees. Employees may
contribute to the plan, subject fo IRS limitations. The Foundation matches fifty percent (50%) of
contributions by participating eligible employees up to six percent (6%) of salary confributed by
the employes.

Prior to January 1, 2011, the Foundation provided a Simple IRA retirement plan for employees.
Employees could contribute up to $11,500, or $14,000 if over age 50. The Foundation matched
contributions by participating, eligible employees up to three percent (3%) of salary.

For the years ended May 31, 2012 and 2011, the Foundation matched contributions of $47,705
and $32 462, respectively.

10. Excise Taxes

The Foundation is subject to federal excise taxes imposed on private operating foundations at
two percent (2%), or at one percent (1%) if certain criteria are met. The excise lax is imposed on
net investment income, as defined under federal law, which includes realized gains on the sale
of investments. Cument excise taxes were provided at one percent (1%) for the years ended
May 31, 2012 and 2011.

The Foundation's Form 990-PFs, Federal Return of Private Foundalion, are subject to
examination by the Internal Revenue Service ("IRS"), generally for three years after the date
they were filed. The Foundation is not currently under examination by the IRS. The Foundation's
tax retumns for 2011, 2010 and 2009 remain subject to examination by the IRS.

The deferred federal excise tax liability at May 31, 2012 and 2011 was provided on the net
appraciation in the fair value of investments recognized for financial statement purposes.



Janet H. & C. Harry Knowles Foundation, Inc.

Motes to Financial Statements

May 31, 2012 and 2011

11. Program and Supporting Services

Total program and supporting services are comprised of the following expense categories:

Salaries and wages

Payroll taxes
Retirament plan

Employee benefits

Activities

Board of directors

Books
Consultants
Depreciation

Equipment rental

Grants
Hiring

Information technology

Insurance
Meetings
Memberships
Mentors
Miscellaneous
Observations
Office expanse
Orientation
Poslage
Printing

Professional development
Professional fees

Public relations
Recruiting
Rent

Repairs and maintenance

Stipends

Substitute teachers

Supplies
Taxes

Travel and lodging

Tuition
Litilitie=s

gl www kst o |

2012 2011
£ 1979137 % 1409521
183,553 109,071
47,7056 32 453
233,532 B5.074
2443927 1,638,119
4,786 4,499
b.152 3,112
2,295 3,835
12,885 10,443
148,236 144,615
3,288 3,264
139,163 287,125
13974 46,718
80,110 79,626
14,397 11.627
103,648 103,653
15,477 16,807
8,033 11,012
23,872 21,873
23,474 15.270
66,736 a4 254
G0O47FT 48,477
6275 7,200
3870 B.127
246,272 270,543
96,742 128,141
220,506 220 483
227,289 201,471
187,506 82 751
28,080 30,5003
1,110,545 1.067 602
12,098 10,613
399 400
T.233 30,358
743,811 616,837
177457 176,359
31,630 11,390

§ 6.268425 ~§ 5460502




ParenteBeard

Independent Auditors' Report
on Supplementary Information

Board of Trustees
Janet H. & C. Harry Knowles Foundation, Inc.

We have audited the financial statements of Janet H. & C. Harry Knowles Foundation, Inc. as of
and for the years ended May 31, 2012 and 2011, and have issued our report thereon dated
November 27, 2012, which contained an unqualified opinion on those financial statements. Qur
audit was performed for the purpose of forming an opinion on the financial stataments as a whole.
The accompanying schedule of expenses is presented for the purposes of additional analysis and is
nof a required part of the financial statements. Such information is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records used to
prepare the financial statements. The information has been subjected to the auditing procedures
applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepled in the United
States of America. In our opinion, the information is fairly stated in all material respects in relation to
the financial statemenis as a whole.

/Pwﬁ,gmga

Huntingdon Vallay, Pannsylvania
November 27, 2012
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Janet H. & C. Harry Knowles Foundation, Inc.

Schedule of Expenses
Years Ended May 31, 2012 and 2011

(See Independent Auditors' Report on Supplementary Information)

2012 2011
Teaching Fellows Programs

Salaries and wages $§ 1146202 § 890,892
Payroll taxes 129,404 81,047
Retirement plan 32,962 23,639
Employee benafits 190,470 66,525

1,499,038 1,062,203
Aclivities 4. 786 4,499
Books 1,648 2,716
Depreciation 106,429 102,302
Equipment rental 2,361 2,309
Grants 69,983 67,125
Hiring 13,974 46,718
Information technology 57,517 56,328
Insurance 10,336 8.225
Meelings 66,502 59,502
Memberships 15,297 16.086
Mentors 9,033 11,012
Obsarvations 23,474 15,270
Office axpense 47,268 435,001
Crientation 60,477 48477
Postage 4,505 5,003
Printing 2,179 4,334
Professional development 193,456 252933
Professional fees 25,264 54 846
Public relations 158318 162,338
Recruiting 227,289 201,471
Rent 134,689 58,538
Repairs and maintenancs 18,724 21,790
Stipends - fellows 875,591 741,614
Substitute teachars 12,088 10813
Supplies . 400
Travel and lodging 660,742 571,531
Tuition 177,157 176,359
Litilities 22,709 8,057

$ 4501454 § 3,817,690
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Janet H. & C. Harry Knowles Foundation, Inc.

Schedule of Expenses
Years Ended May 31, 2012 and 2011

(See Independent Auditors’ Report on Supplementary Information)

2012 2011
Research Programs

Salaries and wages 5 358898 & 236,047
Payroll taxes 32,923 20,808
Retirement plan 10,060 7,062
Employee benefits 33,185 15,621

435,064 279,628
Books 338 660
Consultants 12,885 10,443
Depreciation 21,694 24,849
Equipment rental 481 561
Grants B8, 180 220,000
Information technology 11,724 13,682
Insurance 2,107 1,998
Meelings 33,066 41,429
Miscellaneous 20,052 4,934
Office expanse 9,635 10,931
Postage 918 1,237
Printing 566 1.053
Professional development 46,400 11,187
Professional feas 5,150 13.322
Public relations 32,270 39,432
Rent 27,454 14,219
Repairs and maintenance 3,817 5,293
Stipends - research 152,308 216,728
Travel and lodging 27,823 26,118
Litilities 4,629 1,857

3 917,538 % 939,661



Janet H. & C. Harry Knowles Foundation, Inc.

Schedule of Expansas
Years Ended May 31, 2012 and 2011
(See Independent Auditors' Report on Supplementary Information)

2012 2011
Alumni Programs

Salaries and wages 5 118,137 § 6,208
Fayroll taxes 10,242 776
Retirement plan 3,128 156
Employee benefits 6,870 261

138,377 740
Books a0 41
Depraciation 5,824 1,558
Equipment rental 129 35
Information technology 347 858
Insurance 566 125
Meetings 1,181 243
Miscellaneous 3,820 16,939
Office expense 2 587 685
Postage 247 78
Printing 152 66
Professional development 6,416 6,423
Professional fees 1,382 835
Public relations 8,663 2,472
Rent 7,370 Baz
Repairs and maintenance 1,025 33z
Supplies 399 -
Travel and lodging 55,246 19,188
Litilities 1,243 123

3 237864 5 58,204
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Janet H. & C. Harry Knowles Foundation, Inc.

Schedule of Expenses
Years Ended May 31, 2012 and 2011
(See Independent Auditors’ Report on Supplementary Information)

e

2012 2011
General and Administrative

Salaries and wages 5 356902 % 276,274
Payroll taxes 10,984 6,350
Retiremant plan 1,555 1,586
Employee benefils 3,007 2 BB7
371,448 286,887

Board of directors 5,152 31,112
Books M 422
Depreciation 14,289 15,906
Equipment rental 317 359
Information technology 7,722 8,758
Insurance 1,388 1,279
Meetings 2,897 2,479
Memberships 180 721
Office expense 7.248 37,637
Postage 605 782
Printing 373 674
Professicnal fees 64,946 59,138
Public relations 21,255 25,241
Rent 18,083 9,102
Repairs and maintenance 2.514 3388
Stipends - board 82,650 109,350
Uilities 3,048 1,253
3 604,335 594,498




