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Report of Independent Certified Public Accountants

The Board of Trustees
Southwestern Baptist Theological Seminary

We have audited the accompanying consolidated statement of financial position of Southwestern Baptist
Theological Seminary (the Seminary) as of July 31, 2003, and the related consolidated statements of activities
and cash flows for the year then ended. These financial statements are the responsibility of the Seminary’s
management. Qur responsibility is to express an opinion on these financial statements based on our audit.
The prior year summarized comparative information has been derived from the Seminary’s 2002 financial
statements and in our report dated October 4, 2002, we expressed an unqualified opinion on those financial
statements.

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. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 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
provides a reasonable basis for our opinion.

In our opinion, the financial statements refetred to above present fairly, in all material respects, the
consolidated financial position of the Seminary as of July 31, 2003, and the consolidated changes in its net
assets and its consolidated cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States of Ametica.

In accordance with Government Anditing Standards, we have also issued our report dated October 3, 2003 on
the Seminary’s compliance and on internal control over financial reporting. That report is an integral part of
an audit performed in accordance with Government Aunditing Standards and should be read in conjunction with
this report in considering the results of our audit.
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Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

ASSETS

Cash and cash equivalents
Receivables, net

Pledges receivable, net
Other assets

Investments

Endowment funds
Other

Investments held in trust by

third parties at fair value
Endowment funds
Annuity funds

Due from (to) other funds

Property, plant and equipment, net

Total assets

July 31, 2003
(with comparative totals for 2002)

Temporarily Permanently 2003 2002
Unrestricted restricted restricted Total Total
(as restated)
$ 5930622 % 4800 $ 11,279 § 5,946,701 § 8,363,821
731,078 - 113,041 844119 821,691
- ‘ 752,631 544,811 1,297,442 1,667,082
564,863 - 1,000 565,863 452,634
30,765,585 - 27,554,681 58,320,266 56,002,625
11,735,351 5,146,831 558 899 17.441.081 18.484.792
42,500,936 5,146,831 28,113,580 75,761,347 74,487,417
- 1,663,903 35,508,488 37,172,391 36,314,588
- 1.789.161 14,119.392 15,908,553 14.828.015
3,453,064 49,627,880 53,080,944 51,142,603
(1,013,331) (5676,688) 1,590,019 - -
57.522.676 6,465,309 - 63,987,985 64.628.892
$106236,844 $15,245947 $.80,001,610 $201,484401 $201,564,140



Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION - CONTINUED

LIABILITIES AND
NET ASSETS

Accounts payable

Accrued salaries and benefits

Deposits and agency funds

Deferred income

Annuity payment liability

Accrued postretirement benefit
obligation

Accrued postemployment
benefit obligation

Total liabilities

Net assets
Unrestricted
For current operations
Designated for specific
purposes
Endowment
Invested in property, plant
and equipment
Unfunded postretirement
and postemployment
benefits
Temporarily restricted
Capital projects
Scholarships
Other
Annuity and life income
funds
Permanently restricted
Loan funds
Annuity and life income
funds
Endowment funds
Total net assets

Total liabilities
and net assets

July 31, 2003

(with comparative totals for 2002)

Temporarily Permanently 2003 2002
Unrestricted  _restricted restricted Total Total

(as restated)

$ 464226 § - % - $ 464226 § 1,276,867
552,172 - - 552,172 623,517
184,414 - - 184,414 186,807
426,667 - - 426,667 612,312

- - 1,771,589 1,771,589 1,654,365
16,485,102 - - 16,485,102 15,063,458
346,899 - - 346,899 289,320
18,459,480 - 1,771,589 20,231,069 19,706,646
4,532,549 - - 4,532,549 5,252,087
11,212,606 - - 11,212,606 9,725,257
31,696,398 - - 31,696,398 31,036,029
57,167,812 - - 57,167,812 58,435,935
(16,832,001) - - (16,832,001) ~ (15,352,778)

- 2,545,202 - 2,545,202 2,975,615

- 1,845,017 - 1,845,017 1,693,357

- 9,669,654 - 9,669,654 11,795,038

- 1,186,074 - 1,186,074 1,264,526

- - 1,533,949 1,533,949 1,540,204

- - 13,946,035 13,946,035 12,585,873

- - 62.750.037 62,750,037 60.906.351
87777364 15245947 78230021 181253332  181.857.494
$106,236,844 $15245947  $80,001,610 $201,484.401 $201,564,140

The accompanying notes are an integral part of this statement.
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Southwestern Baptist Theological Seminary
CONSOLIDATED STATEMENT OF ACTIVITIES

Year ended July 31, 2003
(with comparative totals for 2002)

Temporarily Permanently 2003 2002
Unrestricted _restricted restricted Total Total
(as restated)

Revenues and other additions

Tuition and fees 7 $ 7,820,042 § - 3 - § 7,820,042 § 7,606,192
Scholarships and fellowships (3,058,742) - - (3,058,742) (2,871,984)
Gifts
Cooperative program 10,074,507 - - 10,074,507 10,883,990
Student aid - 2,225,746 - 2,225,746 2,282,909
Endowment 20,575 - 1,117,757 1,138,332 1,764,813
Other 495,425 314,564 133,408 943,397 9,434,434
Tovestment return 4,943,702 510,107 (82,630) 5,371,179 (935,204)
Auxiliary enterprises 5,101,683 - - - 5,101,683 5,206,599
Change in value of third party
trusts - (872,373) 2,029,058 1,156,685 (8,023,638)
Other 1,418,830 - - 1,418,830 2,025,685
Net assets released from
restrictions ' 4,660,633  _(4.660,633) - - -
Total revenues and other
additions 31,476,655  (2,482,589) 3,197,593 32,191,659 27,373,796
Expenses and other deductions
Instructional 20,476,683 - - 20,476,683 19,692,147
Institutional support 2,772,078 - - 2,772,078 2,117,935
Student services 1,875,915 - - 1,875,915 1,840,035
Institutional advancement 1,977,476 - - 1,977,476 1,931,796
Auxiliaty enterprises 5,693,669 - - 5.693.669 5.868.871
Total expenses and other
deductions 32.795.821 - - 32,795,821 31.450,784
Change in net assets (1,319,166)  (2,482,589) 3,197,593 (604,162) (4,076,988)

Net assets at beginning of year  89.096530  17.728536  75.032428 181857494 185934482

Net assets at end of year $87.777.364 $15245947 $78,230,021 $181,253332 $181,857,494

The accompanying notes are an integral part of this statement.
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Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF CASH FLOWS

Year ended July 31, 2003

(with comparative totals for 2002)

Cash flows from operating activities
Change in net assets
Adjustments to reconcile change in net assets to net cash
provided by (used in) operating activities

Depreciation :

(Gain) loss on sale of property, plant and equipment

Contributions restricted for endowments and acquisition
of long-term assets

Noncash contributions

Net unrealized losses on investments

Net realized gains on investments

Change in value of third party trusts

Changes in operating assets and liabilities
Receivables
Pledges receivable
Other assets
Investments held in trust by third parties
Accounts payable
Other accrued liabilities
Deferred income
Annuity payment liability
Accrued postretirement benefit obligation
Accrued postemployment benefit obligation

Net cash provided by (used in) operating activities
Cash flows from investing activities
Proceeds from sales and maturities of investments
Purchase of investments
Proceeds from sale of property, plant and equipment
Purchase of property, plant and equipment
Net cash used in investing activities
Cash flows from financing activities
Contributions restricted for endowments and acquisition
of long-term assets
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

2003

2002

~ (as restated)

$ (604,162)  $(4,076,988)
2,265,950 2,287,696
260,851 (222,645)
(1,485720)  (2,712,689)
- (7,010,372)
1,288,915 8,675,701
(1,594,858)  (1,007,211)
(1,156,685) 8,023,638
(22,428) (378,018)
369,640 (89,385)
(113,229) (44,921)
(781,656)  (2,744,518)
(812,641) 715,743
(73,738) 335,876
(185,645) 178,335
117,224 22,634
1,421,644 872,289
57.579 5.851
(1,048,959) 2,831,016
1,012,479 2,334,088
(1,980,466)  (1,334,949)
- 241,162
(1,885.894)  (2,294.236)
(2,853,881)  (1,053,935)
1,485.720 2,712,689
(2,417,120) 4,489,770
8.363.821 3,874,051
$5946701  $.8.363,821

The accompanying notes atre an integral part of this statement.
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Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2003
(with comparative totals for 2002)

NOTE A - NATURE OF OPERATIONS

Southwestern Baptist Theological Seminary (the Seminary) is a Texas nonprofit seminary chartered on
March 14, 1908 to provide theological education for individuals engaging in Christian ministry. The
Seminary’s primary location is in Fort Worth, Texas.

The Seminary is not organized for pecuniary profit and has no capital stock; it is fostered and supported
by the Southern Baptist Convention and is an integrated auxiliary of that Convention. The Seminary is
economically dependent on the Southern Baptist Convention and others for financial support.

The Seminary is exempt from Federal income tax under Section 501(c)(3) of the Internal Revenue Code.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of the Southwestern Baptist Seminary Development Foundation
(the Foundation), a Texas nonprofit corporation. The Foundation was formed to aid the Seminary in
realizing its religious educational responsibility by acquiring and providing proper facilities and student
housing to meet the needs of the Seminary. In the event of dissolution of the Foundation, any assets
which it may have shall vest in the Seminary.

The Foundation is exempt from federal income tax under Section 501(c)(3) of the Internal Revenue Code.
All significant intercompany accounts and transactions have been eliminated.

Basis of Presentation
Net assets and revenues, expenses, gains, and losses are classified based on the existence or absence of
donor-imposed restrictions. Accordingly, net assets of the Seminary and changes therein are classified

and reported as follows:

Unrestricted net assets - Net assets that are not subject to donor-imposed stipulations.

Temporarily restricted net assets - Net assets subject to donor-imposed stipulations that may or will be
met by actions of the Seminary and/or the passage of time.

Permanently restricted net assets - Net assets subject to donor-imposed stipulations that will never
lapse thus requiring the funds to be retained permanently. Generally, the donors of these assets permit
the Seminary to use all or part of the income earned on related investments for general or specific

purposes.




Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2003
(with comparative totals for 2002)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued -

Revenues are reported as increases in unrestricted net assets unless use of the related assets is limited by
donor-imposed restrictions. Expenses are reported as dectreases in unrestricted net assets. Gains and
losses on investments and other assets or liabilities are reported as increases or decreases in unrestricted
net assets unless their use is restricted by explicit donor stipulation or by law. Expirations of temporarily
restricted net assets (i.e., the donor-stipulated purpose has been fulfilled and/or the stipulated time period
has elapsed) are reported as reclassifications between the applicable classes of net assets.

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the
conditions on which they depend are substantially met Contributions of assets other than cash are
recorded at their estimated fair value. Contributions to be received after one year are discounted at an
appropmate discount rate commensurate with the risks involved. Amortization of discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the
contributions. An allowance for uncollectible receivables is provided based upon management’s judgment
including such factors as prior collection history, type of contribution and nature of fund-raising activity.

Income and investment gains and losses of endowment and similar funds are reported as follows:

* as changes in permanently restricted net assets if the terms of the gift require that they be added to
the principal of a permanent endowment fund;

* as changes in temporarily restricted net assets if the terms of the gift impose restrictions on the use of
the income; '

* as changes in unrestricted net assets in all other cases.

Cash Equivalents

The Seminary considers all highly liquid debt instruments purchased with maturities of three months or
less to be cash equivalents. The carrying value of such instruments approximates fair value.

Accounts Recetvable

The Seminaty’s accounts receivable are due primarily from donors and students. Credit 1s extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and
are stated at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding
beyond the beginning of the semester are considered past due. The Seminaty determines its allowance by
considering a number of factors, including the length of time student receivables are past due and the
Seminary’s previous loss history. The Seminary writes off accounts receivable when they become
uncollectible, and payments subsequently received on such receivables are credited to the allowance for
doubtful accounts. Students whose accounts are not cutrent are not allowed to enroll in classes.
Allowance for doubtful accounts for the years ended July 31, 2003 and 2002 was approximately $78,000
and $85,000, respectively.




Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2003
(with comparative totals for 2002)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Investments

Investments in debt, equity securities, and mineral rights are stated at fair value. The net realized and
unrealized gains or losses of investments are reflected in the statement of activities.

Annuity Funds

The Seminary receives assets that will be divided between the Seminary and other beneficiaries upon the
death of the donor. Investments held in these split-interest agreements are stated at market value. The
net realized and unrealized gains or losses in market value of investments are reflected in the statement of
activities as a change in value of third-party trusts. Liabilities under split-interest agreements are calculated
based upon cutrent actuatial assumptions.

Investments Held in Trust by Third Parties

Investments in trusts held by third parties are stated at fair value. The net realized and unrealized gains or
losses 1n market value of investments ate reflected in the statement of activities as a change in value of

third party trusts.
Financial Instruments
The carrying value of receivables, investments, accounts payable and annuity liabilities in the statement of

financial position approximate the fair value of those instruments because they are stated at market value
or at present value using cutrent discount rates.

Property, Plant and Equipment

Investment in property, plant and equipment is stated at cost at the date of acquisition or fair market
value at the date of donation. Depreciation is provided for in amounts sufficient to relate the cost of
depreciable assets over their estimated setvice lives ranging from five to forty years on a straight-line basts.

Functional Allocation of Expenses

The costs of providing the vatious programs and other activities have been summarized on a functional
basis in the statement of activities. Accordingly, certain expenses have been allocated among the
programs and supporting services benefited.




Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2003
(with comparative totals for 2002)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Use of Estimates

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

Comparative Finangal Statements

The consolidated financial statements include certain prior year summatized comparative information in
total but not by net asset class. Such information does not include sufficient detail to constitute a
presentation in conformity with accounting princples generally accepted in the United States of America.
Accordingly, such information should be read in conjunction with the Seminary’s consolidated financial
statements for the year ended July 31, 2002, from which the summarized information was derived.

NOTE C- PLEDGES RECEIVABLE

Included in pledges receivable are the following unconditional promises to give:

July 31,
2003 - 2002
Capital projects $1,003,155 $1,244,649
Endowment 646,940 518,433
Scholarships 6,039 7,874
Other current operations - 322951
Unconditional promises to give before allowance for
uncollectibles and unamortized discount 1,656,134 2,093,907
Less: allowance for uncollectible pledges (332,157) _(314.086)
1,323,977 1,779,821
Less: unamortized discount (at 1.2% to 6.5%) (26,535 (112.739)
Net unconditional promises to give $1,297,442 $1,667,082
The maturity of pledges is as follows at July 31, 2003:
Less than one year $1,265,161
One to five years 243,850
More than five years 147123
Total $1,656.134




Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2003
(with comparative totals for 2002)

NOTE D - INVESTMENTS

Investments consist of the following:

July 31,
2003 2002
Equity securities $11,227.460 $11,797,776
Fixed income 701,139 734,055
Pooled investments 59,119,416 49.912,646
Short-term investments 2,453,290 10,047,260
Real estate mortgage loans 505,380 505,380
Real estate 555,140 573,240
Other 1,199,522 917.060

$75,761,347 $74,487,417

Pooled investments consist of domestic and international equity securities, fixed income securities and
short-term investments.

The following schedule summarizes investment return:

Years ended Tuly 31,

2003 2002
Dividend and interest income $ 5,065,236 $ 6,733,286
Net realized gains on investments 1,594,858 1,007,211
Net unrealized losses on investments (1,288 915) (8.675.701)

$5.371.179 $_(935.204)

NOTE E - INTERFUND BORROWINGS

Interfund borrowings bear no interest and are to be repaid when funds are available. Borrowings are
recorded as assets in the funds advancing the monies and as liabilities in the funds receiving the monies.
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Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2003
(with comparative totals for 2002)

NOTE F - PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following:

July 31,
2003 2002

Buildings $70,979,754  § 69,859,921
Equipment 10,660,523 11,208,325
Improvements other than buildings 4,738,699 4,699,424
Library books/microfilm 5,918,683 5,749,599
Mobile home park 60,724 60,724
92,358,383 91,577,993
Less accumulated depreciation (30.793,836) (29,372.539)

' 61,564,547 62,205,454

Land 2,423 438 2423.438

$.63987.985  $.64,628,892

NOTE G - EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by the Annuity Board of the Southern Baptist Convention under
Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
10% of the participant’s salary to the plan and also matches the participant’s contributions up to a
maximum of 5% of their salary. The Seminary’s contribution for the years ended July 31, 2003 and 2002
was approximately $1,055,000 and $1,008,000, respectively.

Postretirement and Postemplovment Benefits

Although no formal plan exists, the Seminary has a practice of providing postretirement benefits to retired
employees. The Seminary is not funding any past or future postretirement obligations, and future
payments will be dependent upon sufficient funds being available to pay these obligations. Because the
Seminary has paid benefits in the past, and intends to pay future benefits, the Seminary adopted Statement
of Financial Accounting Standards (SFAS) No. 106, Employers’ Accounting for Postretirement Beneftts Other Than
Pensions, which requires the Seminaty to accrue the estimated cost of retiree benefits other than pensions
during the employee’s active service period, and SFAS No. 112, Employers’ Accounting for Postemployment
Benefits, which requires the Seminary to accrue the estimated cost of benefits provided by an employer to
former or inactive employees after employment but before retirement.
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Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31,2003
(with comparative totals for 2002)

NOTE G - EMPLOYEE BENEFITS - Continued

The following table sets forth the future obligation:

July 31,
2003 2002

Benefit obligation $25,345945  $19,443,875
Fair value of plan assets = -
Future obligation $25345945  $.19.443.875
Amount recognized in the statement of finandial position

as accrued benefit liability $(16,832,001) $(15.352.778)
Employer contributions $_ 788128 $__ 678,064
Benefits paid $_ 788128 $__ 678,064
Net periodic benefit cost $_2267.351 $_1,556,204
Weighted average assumptions

Discount rate 6.0% 6:5%

Expected long-term rate of

return on plan assets N/A N/A
Rate of compensation increase N/A N/A

For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health care
benefits was assumed for preretirement coverage and 10% for postretirement coverage. These rates are
expected to decrease 0.5% every year until they reach a target rate of 5%.

NOTE H - FUND-RAISING ACTIVITIES
Fund-raising expense for the years ended July 31, 2003 and 2002 was approximately $1,103,000 and

$1,147,000, respectively. These expenses are included in institutional advancement in the accompanying
consolidated statement of activities.
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Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2003
(with comparative totals for 2002)

NOTE I - COOPERATIVE PROGRAM

The Seminary’s primary source of revenue is the Southern Baptist Convention (SBC). Churches in the
cooperative program contribute to the SBC, which passes funds to the Seminary and other institutions.
For the years ended July 31, 2003 and 2002, the Seminary received approximately $10,100,000 and
$10,900,000, respectively.

NOTE J - COMMITMENTS

The Seminary has a noncancelable lease for copier services expiring July 2006. The Seminary’s future
minimum lease payments under this lease agreement are as follows at July 31, 2003:

Year

ending

July 31,
2004 $181,470
2005 181,470
2006 166.348

$529,288
Total rent expense for the years ended July 31, 2003 and 2002 was approximately $149,000 and $158,000,

respectively.

NOTE K - PRIOR PERIOD RESTATEMENT
During the year ended July 31, 2003, management recorded prior period adjustments relating to medical
self insurance and restricted contributions. Accordingly, the following restatements were made to net

assets as of July 31, 2002:

Temporarily  Permanently

Unrestricted restricted restricted Total
Net assets at July 31, 2002, $88,949,530 $22,248.944 $74,774,186  $185,972,660
as previously reported
Restatement 147,000 (4.520,408) 258.242 (4.115.166)
Net assets at July 31, 2002,
restated $89,096,530 $17.728,536 $75,032428  $181.857,494
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Grant Thornton &

Accountants and Business Advisors

Report of Independent Certified Public Accountants

The Board of Trustees
Southwestern Baptist Theological Seminary

We have audited the accompanying consolidated statements of financial position of Southwestern Baptist
Theological Seminary and Subsidiary (the Seminaty) as of July 31, 2004 and 2003, and the related
consolidated statements of activities and cash flows for the years then ended. These financial statements are
the responsibility of the Seminary’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America as established by the Auditing Standards Board of the American Institute of Certified Public
Accountants. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes consideration of
mternal control over financial statement reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Seminary’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of the Seminary as of July 31, 2004 and 2003, and the consolidated changes in
its net assets and its consolidated cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note K to the financial statements, previously reported third party trusts, certain pledge
receivables and net assets for the years ended July 31, 2002 and 2003 have been restated to reflect the
appropdate valuation of split-interest agreements, including corrections of discount rates used in calculations
of net present value, revaluation of trust assets to reflect liabilities to beneficiaries, adjustment for certain
previously recorded agreements determined to be revocable, and restatement to reflect donor intent.

Gﬂa‘h’r TM"/”"/ I/Vf

Dallas, Texas
. October 6, 2004
Suite 500

1717 Main Street
Dalfas, TX 75201
T 214.561.2300
F 214561.2370
W www.grantthornton.com

Grant Thornton LLP
US Member of Grant Thornton International



Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

ASSETS
Cash and cash equivalents
Receivables, net
Pledges receivable, net
Other assets
Investments

Endowment funds
Other

Investments held in trust by
third parties at fair value
Endowment funds
Annuity funds

Due from (to) other funds
Property, plant and equipment, net

Total assets

July 31, 2004
Temporarily Permanently 2004
Unrestricted restricted restricted Total
$ 6,078,797 % 70,160 § 17,571 $ 6,166,528
623,435 33,960 31,391 738,786
- 684,231 202,323 886,554
555,074 - - 555,074
34,561,822 - 25,940,319 60,502,141
16,067,250 5,409,528 922,772 22.399.550
50,629,072 5,409,528 26,863,091 82,901,691
- 1,433,299 38,044,768 39,478,067
- 1,752,003 5,193.077 6,945,080
- 3,185,302 43,237,845 46,423,147
(1,471,462) (218,355) 1,689,817 -
56,254,760 6,722,833 - 62,977,593
$112,669.676  $15.887,659  $72.092038  $200.649.373




Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

ASSETS
Cash and cash equivalents
Receivables, net
Pledges receivable, net
Other assets
Investments

Endowment funds
Other

Investments held in trust by
third parties at fair value
Endowment funds
Annuity funds
Due from (to) other funds
Property, plant and equipment, net

Total assets

July 31, 2003
(As restated)
Temporarily ~ Permanently 2003
Unrestricted testricted restricted Total
$ 5,930,622 $ 480 $§ 11279 § 5946,701
731,078 - 113,041 844,119
- 752,631 199,311 951,942
564,863 - 1,000 565,863
30,765,585 - 27,554,681 58,320,266
11,735,351 5,146,831 558,899 17,441,081
42,500,936 5,146,831 28,113,580 75,761,347
- 1,663,903 35,508,488 37,172,391
- 1,789,161 2,655111 4444272
3,453,064 38,163,599 41,616,663
(1,013,331) (576,688) 1,590,019 -
57,522,676 6,465,309 - 63,987,985
$106.236844  $15245947  $.68.191.829  $189.674.620



Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION - CONTINUED

LIABILITIES AND
NET ASSETS

Accounts payable

Accrued salaries and benefits

Deposits and agency funds

Deferred income

Accrued postretirement benefit
obligation

Accrued postemployment
benefit obligation

Total liabilities

Net assets
Unrestricted
For current operations
Designated for specific purposes
Endowment
Invested in property, plant
and equipment
Unfunded postretitement and
postemployment benefits
Temporanly restricted
Capital projects
Scholarships
Other
Annuity and life income funds
Permanently restricted
Loan funds
Annuity and life income funds
Endowment funds

Total net assets

Total liabilities

and net assets

The accompanying notes ate an integral part of these statements.
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July 31, 2004

Temporarily ~ Permanently 2004

Unrestricted restricted restricted Total
$ 527,369 $ - $ - $ 527,369
721,552 - - 721,552
165,204 - - 165,204
877,062 - - 877,062
18,580,652 - - 18,580,652
493.856 - - 493 856
21,365,695 - - 21,365,695
5,380,368 - - 5,380,868
13,288,058 - - 13,288,058
35,557,834 - - 35,557,834
56,151,729 - - 56,151,729
(19,074,508) - - (19,074,508)
- 1,718,196 - 1,718,196
- 2,042,944 - 2,042,944
- 10,374,516 - 10,374,516
- 1,752,003 - 1,752,003
- - 1,644,237 1,644,237
- - 5,580,853 5,580,853
- - 64.866.948 64.866,948
91.303.981 15,887.659 72,092,038 179.283.678
$112.669,676 $15,887,659 $72.092,038  $200,649,373



Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION - CONTINUED

LIABILITIES AND
NET ASSETS

Accounts payable

Accrued salartes and benefits

Deposits and agency funds

Deferred income

Accrued postretirement benefit
obligation

Accrued postemployment
benefit obligation

Total liabilities

Net assets
Unrestricted
For current operations
Designated for specific purposes
Endowment
Invested in property, plant
and equipment
Unfunded postretirement and
postemployment benefits
Temporarily restricted
Capital projects
Scholarships
Other
Annuity and life income funds
Permanently restricted
Loan funds
Annuity and life income funds
Endowment funds

Total net assets

Total liabilities and
net assets

July 31, 2003
(As restated)

Temporarly  Permanently 2003

Unprestricted restricted restricted Total
$ 464226  § -8 - § 464226
552,172 - - 552,172
184,414 - - 184 414
426,667 - - 426,667
16,485,102 - - 16,485,102
346,899 - - 346.899
18,459,480 - - 18,459 480
4,532,549 - - 4,532,549
11,212,606 - - 11,212,606
31,696,398 y - 31,696,398
57,167,812 - - 57,167,812
(16,832,001) - - (16,832,001
- 2,545,202 - 2,545,202
- 1,845,017 - 1,845,017
- 9,669,654 - 9,669,654
- 1,186,074 - 1,186,074
y - 1,533,949 1,533,949
- . 2,893,181 2,893,181
- - 63.,764.699 63,764,699
87.777.364 15.245.947 68,191,829 171,215,140
$106,236,844 $15,245,947 $68,191.829 $189.674,620

The accompanying notes are an integral part of these statements.
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Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF ACTIVITIES

Revenues and other additions
Tuition and fees
Scholarships and fellowships
Gifts

Cooperative program
Student aid
Endowment
Other
Investment return
Augxiliary enterprises

Change in value of third-party

trusts

Other

Net assets released from
restrictions

Total revenues and other

additions

Expenses and other deductions

Instructional

Institutional support
Student services
Institutional advancement

Auxiliary enterprises

Total expenses and other

deductions

Change in net assets

Net assets at beginning of year,

as restated

Net assets at end of year

Year ended July 31, 2004

The accompanying notes are an integral part of these statements.
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Temporarily Permanently 2004
Untestricted restricted restricted Total

$ 8,313,190 $ - $ - $ 8,313,190
(2,954,254) - - (2,954,254)
10,002,670 - - 10,002,670
- 2,011,922 - 2,011,922
56,504 - 1,246,674 1,303,178
409,946 423,123 - 833,069
10,397,616 2,425,409 99,694 12,922,719
5,240,786 - - 5,240,786
- (439,670) 2,553,841 2,114,171
2,125,149 - - 2,125,149

3,779,072 (3.779.072) - -
37,370,679 641,712 3,900,209 41,912,600
20,812,469 - - 20,812,469
3,013,296 - - 3,013,296
1,850,571 - - 1,850,571
2,238,736 - - 2,238,736
5,928.990 - - 5,928,990
33.844 062 - - 33.844.062
3,526,617 641,712 3,900,209 8,068,538
87.777.364 15,245 947 63,191,829 171,215,140
$91,303,981 $15,887,659 $72.092,038 $179.283.678



Southwestern Baptist Theological Seminary

CONSOLIDATED STATEMENT OF ACTIVITIES

Revenues and other additions
Tuition and fees
Scholarships and fellowships
Gifts
Cooperative program
Student aid
Endowment
Other
Investment return
Auxiliary enterptises
Change in value of third party
trusts
Other

Net assets released from restrictions

Total revenues and other
additions

Expenses and other deductions
Instructional
Institutional support
Student services
Institutional advancement
Auxiliary enterprises

Total expenses and other
deductions

Change in net assets

Net assets at beginning of year,
as restated

Net assets at end of year

The accompanying notes are an integral part of these statements.
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Year ended July 31, 2003
(As restated)
Temporarily  Permanently 2003
Unrestricted testricted restricted Total
$ 7,820,042 § - $ - § 7,820,042
(3,058,742) - - (3,058,742)
10,074,507 - - 10,074,507
- 2,225,746 - 2,225,746
20,575 - 1,117,757 1,138,332
495,425 314,564 133,408 943,397
4,943,702 510,107 (82,630) 5,371,179
5,101,683 - - 5,101,683
- (872,373) (7,663,634) (8,536,007)
1,418,830 - § 1,418,830
4,660,633 (4.660,633) - -
31,476,655 (2,482,589) (6,495,099) 22,498,967
20,476,683 - - 20,476,683
2772.078 - - 2,772,078
1,875,915 - - 1,875,915
1,977,476 - - 1,977,476
5,693,669 - - 5,693,669
32,795,821 - - 32,795.821
(1,319,166) (2,482,589) (6,495,099)  (10,296,854)
89,096,530 17,728,536 74,686,928 181,511,994
SS1777364  $15.245.047  $68191820  $171215140



Southwestern Baptist Theological Seminary
CONSOLIDATED STATEMENT OF CASH FLOWS

Year ended July 31, 2004

2004 2003
(as restated)

Cash flows from operating activities
Change in net assets $ 8,008,538  $(10,296,854)
Adjustments to reconcile change in net assets to net cash
provided by (used in) operating activities

Depredation 2,360,805 2,265,950
Loss on sale of property, plant and equipment 87,446 260,851
Contributions restricted for endowments and acquisition
of long-term assets (1,669,797) (1,485,720)
Net unrealized losses (gains) on investments (4,668,563) 1,288,915
Net realized gains on investments (2,015,145) (1,594,858)
Change in value of third party trusts (2,114,171) 8,536,007
Changes in operating assets and labilities
Receivables 105,333 (22,428)
Pledges receivable 65,388 369,640
Other assets 10,789 (113,229)
Investments held in trust by third parties (2,692,313) (664,432)
Accounts payable 63,143 (812,641)
Other accrued liabilities 150,170 (73,738)
Deferred income 450,395 (185,645)
Accrued postretirement benefit obligation 2,095,550 1,421,644
Accrued postemployment benefit obligation 146,957 57.579
Net cash provided by (used in) operating activities 444,525 (1,048,959)
Cash flows from investing activities
Proceeds from sales and maturities of investments 898,037 1,012,479
Purchase of investments (1,354,673) (1,980,466)
Proceeds from sales of property, plant and equipment 5,690 -
Purchase of property, plant and equipment (1.443.549) (1,885.894)
Net cash used in investing activities (1,894,495) (2,853,881)

Cash flows from financing activities
Contributions restricted for endowments and acquisition

of long-term assets 1,669,797 1,485,720
Net mcrease (decrease) in cash and cash equivalents 219,827 (2,417,120)
Cash and cash equivalents at beginning of year 5,946,701 8363,821
Cash and cash equivalents at end of year §.6.166528 $_5946.701

The accompanying notes are an integral part of these statements.
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Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2004 and 2003

NOTE A - NATURE OF OPERATIONS

Southwestern Baptist Theological Seminary (the Seminary) is a Texas nonprofit seminary chartered on
March 14, 1908, to provide theological education for individuals engaging in Chustian ministry. The
Seminary’s primary location is in Fort Worth, Texas.

The Seminary is not organized for pecuniary profit and has no capital stock; it is fostered and supported
by the Southern Baptist Convention (“SBC”) and is an integrated auxiliary of that Convention. The
Seminary is economically dependent on the SBC and others for financial support.

The Seminary is exempt from Federal income tax under Section 501(c)(3) of the Internal Revenue Code.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of the Southwestern Baptist Seminary Development Foundation
(the Foundation), a Texas nonprofit corporation. The Foundation was formed to aid the Seminary in
realizing its religious educational responsibility by acquiring and providing proper facilities and student
housing to meet the needs of the Seminary. In the event of dissolution of the Foundation, any assets
which it may have shall vest in the Seminary.

The Foundation is exempt from federal income tax under Section 501(c)(3) of the Internal Revenue Code.
All significant intercompany accounts and transactions have been eliminated.

Basis of Presentation

Net assets and revenues, expenses, gains, and losses are classified based on the existence or absence of
donor-imposed restricdons. Accordingly, net assets of the Seminary and changes therein are classified
and reported as follows:

Unrestricted net assets - Net assets that are not subject to donor-imposed stipulations.

Temporarily restricted net assets - Net assets subject to donor-imposed stipulations that may or will be
met by actions of the Seminary and/or the passage of time. When a restriction expires, temporarily
restricted net assets ate reclassified to unrestricted net assets and reported in the statement of activities
as net assets released from restrictions.

Permanently restricted net assets - Net assets subject to donor-imposed stipulations that will never
lapse thus requiring the funds to be retained permanently. Generally, the donors of these assets permit
the Seminary to use all or part of the income eatned on related investments for general or specific

PUIPOSCS.



Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2004 and 2003

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Revenues are reported as increases in unrestricted net assets unless use of the related assets is limited by
donor-imposed restrictions. Expenses are reported as decreases in unrestricted net assets. Gains and
losses on investments and other assets or liabilities are reported as increases or decreases in unrestricted
net assets unless their use is restricted by explicit donor stipulation or by law. Expirations of temporarily
restricted net assets (Le., the donor-stipulated purpose has been fulfilled and/or the stipulated time period
has elapsed) are reported as reclassifications between the applicable classes of net assets.

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized untl they become unconditional, that is when the
conditions on which they depend are substantially met. Contributions of assets other than cash are
recorded at their estimated fair value. Contributions to be received after one year are discounted at an
appropdate discount rate commensurate with the risks involved. Amortization of discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the
contributions. An allowance for uncollectible receivables is provided based upon management’s judgment
including such factors as prior collection history, type of contribution and nature of fund-raising activity.
Contribution received with donor-imposed restrictions that are met in the same year as received are
reported as unrestricted revenues.

Income and investment gains and losses of endowment and similar funds are reported as follows:

* as changes in permanently restricted net assets if the terms of the gift require that they be added to
the principal of a permanent endowment fund;

° as changes in temporatily restricted net assets if the terms of the gift impose restrictions on the use of
the income;

* as changes in unrestricted net assets in all other cases.

Cash Equivalents

The Seminary considers all highly liquid debt instruments purchased with maturities of three months or
less to be cash equivalents. The carrying value of such instruments approximates fair value.

Accounts Receivable

The Seminaty’s accounts receivable are due primarily from donors and students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and
are stated at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding
beyond the beginning of the semester are considered past due. The Seminary determines its allowance by
considering a number of factors, including the length of time student receivables are past due and the
Seminary’s previous loss history. The Seminary writes-off accounts recervable when they become
uncollectible, and payments subsequently received on such receivables are credited to the allowance for
doubtful accounts. Students whose accounts are not current are not allowed to enroll in classes.

10



Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2004 and 2003

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Allowance for doubtful accounts for the years ended July 31, 2004 and 2003 was approximately $116,000
and $72,000, respectively.

Investments

Investments in debt, equity securities, and mineral rights are stated at fair value. The net realized and
unrealized gains or losses of investments are reflected in the statement of activities.

Investments received by gift or bequest are carried at fair value at the date of acquisition. If fair value 1s
not determinable at date of acquisition, the asset received by gift or bequest is recorded at a nominal value.
Purchased investments or debt securities which are not marketable with readily determinable fair values
are carried at cost unless there has been an impairment of value considered to be other than temporary.

Investments Held in Trust by Third Parties

The Seminary has split-interest agreements which are irrevocable charitable remainder trusts held by
others and charitable gift annuities. At the dates these trusts are established, receivables and contribution
revenues are recognized for the present value of the estimated future benefits to be received when the
trust assets are distributed. The receivables are adjusted during the term of the trusts for changes in the
value of assets, accretions of the discount and other changes in the estimates of future benefits which are
reflected in the statement of activities as a change in value of third-party trusts. Liabilities under split-
Interest agreements are calculated based upon current actuarial assumptions using a discount rate of 3.8%
to 10.6%.

The Seminary is also the beneficiary of certain perpetual trusts held and administered by others. The
present values of the estimated future cash receipts from the trusts (as measured by the fair value of the
underlying investments at the Seminary’s fiscal year end) are recognized as assets and contribution
revenues at the dates the trusts are established. Distributions from the trusts are recorded as endowment
income and the carrying value of the assets is adjusted for changes in the estimates of future receipts.

Finandal Instruments
The carrying value of receivables, investments, accounts payable and annuity liabilities in the statement of
financial position approximate the fair value of those instruments because they are stated at market value

or at present value using current discount rates.

Property, Plant and Equipment

Investment in property, plant and equipment is stated at cost at the date of acquisition or fair market
value at the date of donation. Depreciation is provided for in amounts sufficent to relate the cost of
depreciable assets over their estimated setvice lives ranging from five to forty years on a straight-line basis.
Maintenance and repairs are charged to operations as incurred. Gains and losses on the disposal of
property, plant and equipment are recorded in the period ncurred.

11



Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2004 and 2003

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on a functional
basis in the statement of activities. Accordingly, certain expenses have been allocated among the
programs and supporting services benefited.

Use of Estimates

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

Reclassifications

Certain prior year balances have been reclassified to conform to the current year presentation.

NOTE C - PLEDGES RECEIVABLE

Included in pledges receivable are the following unconditional promises to give:

July 31,
2004 2003
(as restated)
Capital projects $ 815,501 $1,003,155
Endowment 242,515 301,440
Scholarships 11,018 6,039
Unconditional promises to give before allowance for
uncollectibles and unamortized discount 1,069,034 1,310,634
Less: allowance for uncollectible pledges (160,355) (332.157)
908,679 978,477
Less: unamortized discount (at 2.1% to 5.2%) (22,125) (26.535)
Net unconditional promises to give $_886.554 $_951942

12



Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2004 and 2003

NOTE C - PLEDGES RECEIVABLE - Continued

Changes 1n the Seminary’s allowance for doubtful accounts related to pledge receivables are as follows:

2004 2003
Beginning balance $ 332,157 $314,086
Bad debt provision 88,065 65,666
Accounts written-off (259.867) (47,595)
Ending balance $.160.355 $332157
The maturity of pledges is as follows at July 31, 2004:
Less than one year $ 795,462
One to five years 239,112
More than five years 34.460
Total $1.069.034
Conditional pledges were approximately $3,800,000 at July 31, 2004 and 2003.
NOTE D - INVESTMENTS
Investments consist of the following:
July 31
2004 2003
Equity securities $10,578,334 $11,227.460
Fixed mcome 785,643 701,139
Pooled investments 61,061,261 59,119,416
Short-term investments 7,859,779 2,453,290
Real estate mortgage loans 816,348 505,380
Real estate 545,088 555,140
Other 1,255,238 1,199,522
$82,901.691  $75.761.347

Pooled investments consist of domestic and international equity securities, fised income securities and

short-term investments.
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Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2004 and 2003

NOTE D - INVESTMENTS - Continued

The following schedule summarizes investment retutn:

Years ended July 31,

2004 2003
Dividend and interest income $ 6,239,011 $ 5,065,236
Net realized gains on investments 2,015,145 1,594,358
Net unrealized gains (losses) on investments 4,668,563 (1.288.915)

$12.922.719  $5.371.179

Investment fees are netted against investment return.

NOTE E - INTERFUND BORROWINGS

Interfund borrowings bear no interest and are to be repaid when funds are available. Borrowings are
recorded as assets in the funds advancing the monies and as labilities in the funds receiving the monies.

NOTE F - PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following:

July 31,
2004 2003

Buildings $ 71,531,526 $ 70,979,754
Equipment 11,015,041 10,660,523
Improvements other than buildings 4.785,642 4,738,699
Library books/microfilm 6,129,913 5,918,683
Mobile home park 60,724 60,724
93522,846 92,358,383

Less accumulated depreciation (32,968 691) (30,793.836)
60,554,155 61,564 547

Land 2.423.438 2.423 438

$.62,977,593

$.63,987,985




Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2004 and 2003

NOTE G - EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and cateer employees with a defined contribution
retitement plan which is administered by the Annuity Board of the Southern Baptist Convention under
Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
10% of the participant’s salary to the plan and also matches the participant’s contributions up to 2
maximum of 5% of their salary. The Seminary’s contribution for the years ended July 31, 2004 and 2003
was approximately §1,089,000 and $1,055,000, respectively.

Postretirement and Postemployment Benefits

Although no formal plan exists, the Seminary has a practice of providing postretirement benefits to retired
employees. The Seminary is not funding any past or future postretirement obligations, and future
payments will be dependent upon sufficient funds being available to pay these obligations. Because the
Seminary has paid benefits in the past, and intends to pay future benefits, the Seminary adopted Statement
of Financial Accounting Standards (SFAS) No. 106, Employers’ Acconnting for Postretirement Benefits Other Than
Pensions, which requires the Seminary to accrue the estimated cost of retiree benefits other than pensions
during the employee’s active setvice period, and SFAS No. 112, Employers’ Accounting for Postemployment
Benefits, which requires the Seminary to accrue the estimated cost of benefits provided by an employer to
former or inactive employees after employment but before retirement.

The following table sets forth the future obligation:

Tulv 31,
2004 2003

Benefit obligation $ 25,266,879 $ 25,345,945
Fair value of plan assets - -
Future obligation $.25.266879  $.25,345,945
Amount recognized in the statement of financial position

as accrued benefit liability $(19.074.508)  $(16,832.001)
Employer contributions $__ 982208 $___ 788128
Benefits paid $__ 982208 §__ 788,128
Net perodic benefit cost $_3224715 $_2267.351
Weighted average assumptions

Discount rate 6.25% 6.0%

Expected long-term rate of

return on plan assets N/A N/A
Rate of compensation increase N/A N/A
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Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2004 and 2003

NOTE G - EMPLOYEE BENEFITS - Continued

For measurement purposes, a 9.5% and 10.0% annual rate of increase in the per capita cost of covered
health care benefits was assumed for preretirement coverage and 9.5% and 10.0% for postretirement
coverage for July 31, 2004 and 2003, respectively. As of July 31, 2004 and 2003, respectively, these rates
are expected to decrease 0.75% and 0.50% every year until they reach a target rate of 5%.

The following pension benefit payments are expected to be paid in the following fiscal years:

2004-2005 $1,176,441
2005-2006 1,251,758
2006-2007 1,317,379
2007-2008 1,411,505
2008-2009 1,460,246
2009-2014 8,678,270

NOTE H - FUND-RAISING ACTIVITIES
Fund-raising expense for the years ended July 31, 2004 and 2003 was approximately $1,251,000 and

$1,103,000, respectively. These expenses are included in institutional advancement in the accompanying
consolidated statement of activites.

NOTEI - COOPERATIVE PROGRAM
The Seminary’s primary source of revenue is from the SBC. Churches in the cooperative program

contribute to the SBC, which passes funds to the Seminary and other institutions. For the years ended
July 31, 2004 and 2003, the Seminary received approximately $10,003,000 and $10,100,000, respectively.

NOTE J - COMMITMENTS

The Seminary has a noncancelable operating lease for copier services expiring July 2006. The Seminary’s
future minimum lease payments under this lease agreement are as follows at July 31, 2004:

Year

ending

July 31,
2005 $181,470
2006 166,348

$347.818

Total rent expense for the years ended July 31, 2004 and 2003 was approximately $184,000 and $149,000,
respectively.
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Southwestern Baptist Theological Seminary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

July 31, 2004 and 2003

NOTE K - PRIOR PERIOD RESTATEMENT

Certain restatements have been made to the 2002 and 2003 net assets. These restatements related to the
valuation of split-interest agreements, including correction of discount rates used in calculations of net
realizable value, revaluation of trust assets to reflect liabilities to beneficiaries, adjustment for certain
previously recorded agreements determined to be revocable, and restatement to reflect donor intent.
These restatements are as follows:

Temporarily ~ Permanently

Unrestricted restricted _restricted  __ Total
Net assets at July 31, 2002, $88,949.530  $22,248944  $74,774,186  $185.972,660
as previously reported
Restatement 147.000 (4,520.408) (87.258) (4,460,666)
Net assets at July 31, 2002, as
restated 89,096,530 17,728,536 74,686,928 181,511,994
Restatement ' (1.319,166) (2,482.589) (6,495,099 (10.296.854)
Net assets at July 31, 2003, as
restated $87.777,364 $15.245.947 $68,191.820  $171.215.140
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RATLIFF & SOMMERVILLE, P.C.

Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated statement of financial position of Southwestern
Baptist Theological Seminary (the “Seminary”)(a Texas not-for-profit corporation) as of July 31, 2005,
and the related consolidated statements of activities, and cash flows for the year then ended. These
financial statements are the responsibility of the Seminary's management. Our responsibility is to
express an opinion on these financial statements based on our audit. The consolidated financial
statements of the Seminary as of July 31, 2004, were audited by other auditors whose report dated
October 6, 2004, expressed an unqualified opinion on those statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31,
2005, and the changes in its net assets and its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

WJW//'G'_

October 7, 2005

1600 E. Pioneer Parkway, Suite 520 ¢ Arlington, TX 76010 * (817) 795-5046 ¢ Fax (817) 795-5516
(972) 642-8488 (Dallas) * Fax (972) 642-4823 (Dallas)
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statement of Financial Position

July 31, 2005
Temporarily Permanently
ASSETS Unrestricted Restricted Restricted Total
Cash and cash equivalents $ 5,490,627 h 70,160 h 17,630 $ 5,578,417
Accounts receivable, net 780,821 33,960 95,988 910,769
Pledges receivable, net 161,955 102,701 104,762 369,418
Other assets 591,315 - - 591,315
Investments
Endowment funds 40,420,886 - 26,099,256 66,520,142
Other 17,901,048 4.421,802 601,097 22,923,947
58,321,934 4,421,802 26,700,353 89,444,089
Investments held in trust by third parties
Endowment funds - 1,504,859 44,467,281 45,972,140
Annuity funds - 472,991 4,858,858 5,331,849
- 1,977,850 49,326,139 51,303,989 N
Due from (to) other funds (7,036,290) 5,084,243 1,952,047 -
Property, plant and equipment, net 56,459,695 6,617,479 - 63,077,174

Total assets

LIABILITIES AND NET ASSETS

$ 114,770,057

$ 18,308,195

§ 78,196,919

$ 211,275,171

Accounts payable h 735,193 $ - b - $ 735,193
Accrued salaries and benefits 533,314 - - 533,314
Deposits and agency funds 171,229 - - 171,229
Deferred income 801,148 - - 801,148
Accrued postretirement benefit obligation 20,539,425 - - 20,539,425
Accrued postemployment benefit obligation 527,590 - - 527,590
Total liabilities 23,307,899 - - 23,307,899

Net Assets
Unrestricted 91,462,158 - - 91,462,158
Temporarily restricted - 18,308,195 - 18,308,195
Permanently restricted - - 78,196,919 78,196,919
Total net assets 91,462,158 18,308,195 78,196,919 187,967,272

Total liabilities and net assets

$ 114,770,057

§ 18,308,195

$§ 78,196,919

$ 211,275,171

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




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statement of Financial Position

ASSETS

Cash and cash equivalents
Accounts receivable, net
Pledges receivable, net
Other assets

Investments

Endowment funds
Other

Investments held in trust by third parties
Endowment funds
Annuity funds

Due from (to) other funds

Property, plant and equipment, net

Total assets

LIABILITIES AND NET ASSETS
Accounts payable
Accrued salaries and benefits
Deposits and agency funds
Deferred income

Accrued postretirement benefit obligation
Accrued postemployment benefit obligation
Total liabilities

Net Assets
Unrestricted

Temporarily restricted
Permanently restricted
Total net assets

Total liabilities and net assets
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July 31, 20064
Temporarily Permanently
Unrestricted Restricted Restricted Total
$ 6,078,797 3 70,160 h 17,571 $ 6,166,528
623,435 33,960 81,391 738,786
- 684,231 202,323 886,554
555,074 - - 555,074
34,561,822 - 25,940,319 60,502,141
16,067,250 5,409,528 922,772 22,399,550
50,629,072 5,409,528 26,863,091 82,901,691
- 1,433,299 38,044,768 39,478,067
- 1,752,003 5,193,077 6,945,080
- 3,185,302 43.237,845 46,423,147
(1,471,462) (218,355) 1,689,817 -
56,254,760 6,722,833 - 62,977,593

$ 112,669,676 3 15,887,659 3 72,092,038

$ 200,649,373

3 527,369 b - b - b 527,369
721,552 - - 721,552
165,204 - - 165,204
877,062 - - 877,062

18,580,652 - - 18,580,652
493,856 - - 493,856
21,365,695 - - 21,365,695
91,303,981 - - 91,303,981
- 15,887,659 - 15,887,659

- - 72,092,038 72,092,038
91,303,981 15,887,659 72,092,038 179,283,678

$ 112,669,676 3 15,887,659 $ 72,092,038

$ 200,649,373

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




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Consolidated Staternent of Activities
For the Year Ended July 31, 2005
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Temporarily Permanently
Unrestricted Restricted Restricted Total
Revenues and other additions
Tuition and fees $ 8,059,203 b - $ - $ 8,059,203
Scholarships and fellowships (3,021,973) - - (3,021,973)
Gifts
Cooperative program 9,981,586 - - 9,981,586
Student aid - 2,020,609 - 2,020,609
Endowment 16,444 - 780,210 796,654
Other 213,455 888,413 - 1,101,868
Investment return 8,739,487 2,637,300 - 11,376,787
Auxiliary enterprises 5,339,248 - - 5,339,248
Change in value of third-party trusts - - 5,324,271 5,324,271
Other 1,743,075 24,364 400 1,767,839
Net assets released from restriction 3,150,150 (3,150,150) - -
34,220,675 2,420,536 6,104,881 42,746,092
Expenses and other deductions
Instructional 21,378,940 - - 21,378,940
Institutional support 2,825,971 - - 2,825,971
Student services 1,913,050 - - 1,913,050
Institutional advancement 1,814,442 - - 1,814,442
Auxiliary enterprises 6,130,095 - - 6,130,095
Total operating expenses 34,062,498 - - 34,062,498
Change in net assets 158,177 2,420,536 6,104,881 8,683,594
Net assets at beginning of the year 91,303,981 15,887,659 72,092,038 179,283,678
Net assets at end of the year $ 91,462,158 $ 18,308,195 $ 78,196,919 $ 187,967,272

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Consolidated Statement of Activities
- For the Year Ended July 31, 2004

Temporarily Permanently
- Unrestricted Restricted Restricted Total
Revenues and other additions
Tuition and fees $ 8,313,190 3 - A - $ 8,313,190
- Scholarships and fellowships (2,954,254) - - (2,954,254)
Gifts
Cooperative program 10,002,670 - - 10,002,670
Student aid - 2,011,922 - 2,011,922
Endowment 56,504 - 1,246,674 1,303,178
Other 409,946 423,123 - 833,069
Investment return 10,397,616 2,425,409 99,694 12,922,719
N Auxiliary enterprises 5,240,786 - - 5,240,786
Change in value of third-party trusts - (439,670) 2,553,841 2,114,171
- Other 2,125,149 - - 2,125,149
Net assets released from restriction 3,779,072 (3,779,072) - -
37,370,679 641,712 3,900,209 41,912,600
- Expenses and other deductions
Instructional 20,812,469 - - 20,812,469
Institutional support 3,013,296 - - 3,013,296
- Student services 1,850,571 - - 1,850,571
VVVV Institutional advancement 2,238,736 - - 2,238,736
N Auxiliary enterprises 5,928,990 - - 5,928,990
Total operating expenses 33,844,062 - - 33,844,062
a Change in net assets 3,526,617 641,712 3,900,209 8,068,538
B Net assets at beginning of the year 87,777,364 15,245,947 68,191,829 171,215,140
Net assets at end of the year $ 91,303,981 $ 15,887,659 $ 72,092,038 $ 179,283,678

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statements of Cash Flows

For the Years Ended July 31, 2005 and 2004

2005 2004
Cash Flows from Operating Activities
Increase in Net Assets $ 8,683,594 $ 8,068,538
Adjustments to reconcile increase in net assets
to net cash provided by operating activities
Depreciation 2,138,908 2,360,805
Loss on retirement of assets (17,435) 87,446

Contributions restricted for endowment and acquisition
of long-term assets

Net unrealized gains on investments

Net realized gains on investments

Change in value of third party trusts

Decrease (increase) in operating assets:

(1,668,623)
(4,025,038)
(1,633,121)
(5,324,271)

(1,669,797)
(4,668,563)
(2,015,145)
(2,114,171)

Receivables (171,983) 105,333
Pledges receivable 517,136 65,388
Other assets (36,241) 10,789
Investments held in trust by third parties 443,429 (2,692,313)
Increase (decrease) in operating liabilities:
Accounts payable 207,824 63,143
Other accrued liabilities (188,238) 150,170
Deferred income (69,889) 450,395
Accrued postretirement benefit obligation 1,958,773 2,095,550
Accrued postemployment benefit obligation 33,734 146,957
Net cash provided by operating activities 848,559 444,525
Cash Flows from Investing Activities
Proceeds from sales and maturities of investments 717,827 898,037
Purchase of investments (1,602,066) (1,354,673)
Proceeds from sales of property, plant and equipment - 5,690
Purchase of property, plant and equipment (2,221,054) (1,443,549)
Net cash utilized by investing activities (3,105,293) (1,894,495)
Cash Flows from Financing Activities
Contributions restricted for endowments and
acquisition of long-term assets 1,668,623 1,669,797
Net increase (decrease) in cash and cash equivalents (588,111) 219,827
Cash and cash equivalents at beginning of year 6,166,528 5,946,701
Cash and cash equivalents at end of year § 5578417 $ 6,166,528

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements
July 31, 2005 and 2004

1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary™) is incorporated under the laws of the State of
Texas as a non-profit religious organization. The Seminary’s primary activities are to provide theological
education for individuals engaging in Christian ministry. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the Southern Baptist Convention (“SBC”) and is an integrated auxiliary of
that Convention. The Seminary is economically dependent on the SBC and others for financial support.

2 - Summary of Significant A ccounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation ~ The Seminary consolidates the accounts of The Southwestern Baptist Seminary
Development Foundation (the “Foundation”), a Texas nonprofit corporation. The Foundation was formed to aid
the Seminary in realizing its religious educational responsibility by acquiring and providing proper facilities and
student housing to meet the needs of the Seminary. In the event of dissolution of the Foundation, any assets which
it may have shall vest in the Seminary. The Foundation is exempt from federal income tax under Section 501(c)(3)
of the Internal Revenue Code. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from the donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is
received, the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as additional
contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An allowance for
uncollectible receivables is provided based upon management’s judgment including such factors as prior collection
history, type of contribution and nature of fund raising activity.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2005 and 2004

2 - Summary of Significant Accounting Policies (continued)

Recognition of Donor Restrictions (continued) - Income and investment gains and losses on endowment and
similar funds are reported as follows:
¢ as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;
¢ as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;
e as changes in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - The Seminary receives substantial support in the form of donated services. Contributed
services are recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets
or (b) require specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by contribution. Contributed services that do not meet these criteria are not recognized
as revenue. No such amounts were recorded in the financial statements for the years ended July 30, 2005 and
2004.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Programs - Southwestern Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in
Scripture, globally minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission
through the execution of these major programs:

Instructional - providing a seminary education for postgraduate degrees in theology, evangelism and
missions, church music, and educational ministries.

Institutional support — providing support for the general operations of the Seminary.

Student services - providing placement and employment services to Seminary students.

Institutional advancement - facilitating giving from alumni, corporations and friends of the Seminary.
Auxiliary enterprises - providing housing, dining, recreational and other services to Seminary students.

Cash Equivalents - For purposes of the Statement of Cash Flows, the Seminary considers all short-term
investments, with an original maturity of three months or less, to be cash equivalents.

Concentration of Credit Risk - Financial instruments that potentially subject the Seminary to credit risk include
cash on deposit with a financial institution exceeding $100,000 at various times during the year. The U.S. Federal
Deposit Insurance Corporation insures amounts for up to $100,000.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2005 and 2004

2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and are stated
at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding beyond the
beginning of the semester are considered past due. The Seminary determines its allowance by considering a
number of factors, including the length of time student receivables are past due and the Seminary’s previous loss
history. The Seminary writes off accounts receivable when they become uncollectible, and payments subsequently
received on such receivables are credited to the allowance for doubtful accounts. Students whose accounts are not
current are not allowed to enroll in classes. Allowance for doubtful accounts for the years ended July 31, 2005 and
2004 was approximately $187,000 and $116,000, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and
unrealized gains and losses of investments are reflected in the statement of activities. Investments received by gift
or bequest are recorded at fair value at the date of acquisition. If fair value is not determinable at date of
acquisition, assets received by gift or bequest are recorded at a nominal value until such time as the fair value is
determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

Investments Held in Trust by Third Parties - The Seminary has split-interest agreements which are irrevocable
charitable remainder trusts held by others and charitable gift annuities. At the dates these trusts are established,
assets and contribution revenues are recognized for the present value of the estimated future benefits to be received
when the trust assets are distributed. The receivables are adjusted during the term of the trusts for changes in the
value of assets, accretions of the discount and other changes in the estimates of future benefits which are reflected
in the statement of activities as a change in value of third-party trusts. Liabilities under split-interest agreements
are calculated based upon current actuarial assumptions using a discount rate of 3.8% to 10.6%.

The Seminary is also the beneficiary of certain perpetual trusts held and administered by others. The present
values of the estimated future cash receipts from the trusts (as measured by the fair value of the underlying
investments at the Seminary’s fiscal year end) are recognized as assets and contribution revenues at the dates the
trusts are established. Distributions from the trusts are recorded as endowment income and the carrying value of
the assets is adjusted for changes in the estimates of future receipts.

Property Plant, and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than
$3,000. Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when
incurred. Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 3 - 10 years
Improvements other than buildings 10 years
Library books/microfilm 20 years

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the statement of activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2005 and 2004

2 - Summary of Significant Accounting Policies (continued)

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon the length

of service and other factors. The Seminary’s policy is to recognize the cost of compensated absences when earned
by employees.

Income Tax Status - The Seminary is a not-for-profit organization that is exempt from federal income taxes under
Section 501(c)(3) of the Internal Revenue Code as other than a private foundation. The Seminary is subject to

unrelated business income tax on certain rental activities. The Seminary paid no taxes for unrelated business
income tax.

3 - Pledges Receivable

Pledges receivable at July 31, 2005 and 2004 consist of the following unconditional promises to give:

2005 2004

Capital projects $ 775,945 $ 815,501
Endowment 306,444 242515
Scholarships 23,198 11,018
1,105,587 1,069,034

Less: allowance for uncollectible pledges (719.122) (160.355)
386,465 908,679

Less: unamortized discount (at 2.1% to 5.2%) (17.047) (22.125)
Net unconditional promises to give $ 369.418 $ 886,554

Changes in the Seminary’s allowance for doubtful accounts related to pledge receivables are as follows:

2005 2004
Beginning balance $ 160,355 $ 332,157
Bad debt provision 558,767 88,065
Accounts written off - (259.867)
Ending balance $§ 719.122 $ 160,355
The maturity of pledges is as follows at July 31, 2005:
Less than one year $§ 848,951
One to five years 238,206
More than five years 18.430

Total 1,105,587




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Notes to Consolidated Financial Statements (Continued)
July 31, 2005 and 2004

4 - Investments

2005.

2005 2004
Dividend and interest income $ 5,718,628 $ 6,239,011
Net realized gains on investments 1,633,121 2,015,145
Net unrealized gains on investments 4,025,038 4,668,563
1,376,787 12,922 719
Investment fees are netted against investment return.
5 - Property and Equipment
Property and equipment at July 31, 2005 and 2004 consist of the following:
2005 2004
Land $ 2,423,438 $ 2,423,438
Buildings 72,651,342 71,531,526
Equipment 12,144,181 11,015,041
Improvements other than buildings 4,858,380 4,846,366
Library books/microfilm 6,350,119 6,129,913
98,427,460 95,946,284
Less: accumulated depreciation (35,350,286) (32,968.691)
Total $ 63,077,174 $ 62,977,593
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The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. Investments consist of the following at July 31:

2005 2004

Domestic equity securities $51,068,500 $44,912,151
Fixed income 22,147,534 22,314,926
International equity securities 12,440,733 10,543,674
Short-term investments 614,276 2,325,254
Oil and gas interests 1,879,915 1,450,607
Real estate 1,284,056 1,340,550
Other 9,075 14,529

9.444.089 82,901,691

Certain classifications of investments in 2004 were reclassified to conform to the classifications used in

The following schedule summarizes investment return for the years ended July 31:
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Notes to Consolidated Financial Statements (Continued)
July 31, 2005 and 2004

6 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
10% of the participant’s salary to the plan and also matches the participant’s contributions up to a maximum of 5%
of their salary. The Seminary’s contribution for the years ended July 31, 2005 and 2004 was approximately
$966,890 and $1,089,000, respectively.

Postretirement and Postemployment Benefits

Although no formal plan exists, the Seminary has a practice of providing postretirement benefits to retired
employees. The Seminary does not fund past or future postretirement obligations, and future payments will be
dependent upon sufficient funds being available to pay these obligations. Because the Seminary has paid benefits
in the past, and intends to pay future benefits, the Seminary accrues the estimated cost of retiree benefits other than
pensions during the employee’s service period, and the estimated cost of benefits provided by an employer to
former or inactive employees after employment but before retirement.

The following table sets forth the future obligations at July 31:

2005 2004

Benefit obligation $ 21,420,268 $ 25,266,879
Fair value of plan assets - -
Future obligation $21,420,268 $ 25,266,879
Amount recognized in the statement of financial

position as accrued benefit liability $(21,067,015)  $(19,074.508)
Employer contributions $ 1012019 $ 982208
Benefits paid $ 1,012019 $ 982,208
Net periodic benefit cost § 3,004,526 $ 3224715
Weighted average assumptions

Discount rate 5.25% 6.25%

Expected long-term rate of return on plan assets N/A N/A

Rate of compensaticn increase N/A N/A

For measurement purposes, a 9.5% and 10.0% annual rate of increase in the per capital cost of covered
health care benefits was assumed for preretirement coverage and 9.5% and 10.0% for postretirement coverage for
July 31, 2005 and 2004, respectively. As of July 31, 2005 and 2004, these rates are expected to decrease 0.75%
and 0.50%, respectively, every year until they reach a target rate of 5%.
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Notes to Consolidated Financial Statements (Continued)
July 31, 2005 and 2004

6 - Employee Benefits (continued)

The following pension benefit payments are expected to be paid in the following fiscal years:

2005-2006 § 1,025,347
2006-2007 1,007,268
2007-2008 1,018,459
2008-2009 1,050,672
2009-2010 1,140,081
2010-2015 6,283,174

7 - Net Assets

Unrestricted net assets at July 31, 2005 and 2004 consist of the following:

2005 2004
For current operations $ 2,787,601 $ 5,380,868
Designated for specific purposes 8,775,701 13,288,058
Endowment 44,506,176 35,557,834
Invested in property, plant and equipment 56,459,695 56,151,729
Unfunded postretirement and
postemployment benefits (21,067.015) (19,074.508)
Total $ 91.462,158 $ 91,303,981
Temporarily restricted net assets consist of the following:
Capital projects $ 4,733,846 $ 1,718,196
Scholarships 2,268,097 2,042,944
Other 10,833,261 10,374,516
Annuity and life income funds 472,991 1,752,003
Total $§ 18,308,195 $ 15,887,659
Permanently restricted net assets consist of the following:
Loan funds $ 1,683,134 $ 1,644,237
Annuity and life income funds 4,858,858 5,580,853
Endowment funds 71.654.927 64.866.948
Total 78,196,919 72,092,038

8 - Fund-Raising Activities

Fund-raising expense for the years ended July 31, 2005 and 2004 was approximately $1,217,000 and
$1,251,000, respectively. These expenses are included in institutional advancement in the accompanying
consolidated statement of activities. ]
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Notes to Consolidated Financial Statements (Continued)
July 31, 2005 and 2004

9 - Cooperative Program

The Seminary’s primary source of revenue is from the SBC. Churches giving through the cooperative
program contribute to the SBC, which passes funds to the Seminary and other institutions. The Seminary received
approximately $9,982,000 and $10,003,000 from the SBC for the years ended July 31, 2005 and 2004,
respectively.

10 - Lease Commitments

The Seminary has a noncancelable operating lease for copier services expiring November 2010. The
Seminary’s future minimum lease payments under this lease agreement are as follows for the years ended July 31:

2006 § 243,600
2007 245,500
2008 247,500
2009 223,500
2010 70.500

Future minimum lease payments $ 1,030,600
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RATLIFF & SOMMERVILLE, P.C.

Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated statements of financial position of
Southwestern Baptist Theological Seminary (the “Seminary”) (a Texas non-profit corporation) as of July
31, 2006 and 2005, and the related consolidated statements of activities, and cash flows for the years then
ended. These financial statements are the responsibility of the Seminary's management. Our
responsibility is to express an opinion on these financial statements based on our audit. The prior year’s
summarized comparative information has been derived from the Seminary’s 2005 financial statements
and, in our report dated October 7, 2005, we expressed an unqualified opinion on those financial
statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31,
2006 and 2005, and the changes in its net assets and its cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

Wadlpy #od-rmnscecils 12C

October 6, 2006

1600 E. Pioneer Parkway, Suite 520 ¢ Arlington, TX 76010 = (817) 795-5046 = Fax (817) 795-5516
(972) 642-8488 (Dallas) * Fax (972) 642-4823 (Dallas)




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statement of Financial Position
July 31, 2006 and 2005

ASSETS

Cash and cash equivalents
Accounts receivable, net
Other assets

Investments

Endowment funds
Other

Investments held in trust by third parties
Endowment funds
Annuity funds
Due from (to) other funds
Property, plant and equipment, net
Total assets
LIABILITIES AND NET ASSETS
Accounts payable
Accrued salaries and benefits
Deposits and agency funds
Deferred income
Accrued postretirement benefit obligation

Accrued postemployment benefit obligation

Total liabilities

Net Assets
Unrestricted

Temporarily restricted
Permanently restricted
Total net assets

Total liabilities and net assets

The accompanying notes are an integral part of these financial siatements.

Temporarily Permanently 2006 2005

Unrestricted Restricted Restricted Total Total
$ 2,770,832 3 70,252 3 17,630 $ 2,858,714 § 5578417
1,306,650 33,959 145,562 1,486,171 910,769
600,605 - 600,605 960,733
35,366,895 - 35,111,220 70,478,115 66,520,142
16,157,308 2,556,032 689,944 19,403,284 22,923,947
51,524,203 2,556,032 35,801,164 89,881,399 89,444,089
- 1,220,626 48,083,395 49,304,021 45,972,140
- 58,886 4,511,847 4,570,733 5,331,849
1,279,512 52,595,242 53,874,754 51,303,989
(7,108,250) 5,728,125 1,380,125 - -
57,523,563 6,618,987 - 64,142,550 63,077,174
$ 106,617,603 $ 16,286,867 $ 89,939,723 $ 212,844,193 $ 211,275,171
§ 653,239 § - 3 - 3 653,239 3 735,193
170,576 - - 170,576 533,314
192,022 - - 192,022 171,229
535,923 - - 535,923 801,148
22,133,460 - - 22,133,460 20,539,425
465,767 - - 465,767 527,590
24,150,987 - - 24,150,987 23,307,899
82,466,616 - - 82,466,616 83,936,358
- 16,286,867 - 16,286,867 18,308,195
- - 89,939,723 89,939,723 85,722,719
82,466,616 16,286,867 89,939,723 188,693,206 187,967,272
$106,617,603 $ 16,286,867 $ 89,939,723 $212,844,193 $ 211,275,171
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Consolidated Statement of Activities
For the Years Ended July 31, 2006 and 2005

Temporarily Permanently 2006 2005
Unrestricted Restricted Restricted Total Total
Revenues and other additions
Tuition and fees § 8,896,972 $ - $ - § 8,896,972 § 8,059,203
Scholarships and fellowships (2,846,261) - - (2,846,261) (3,021,973)
Gifts
Cooperative program 9,652,412 - - 9,652,412 9,981,586
Student aid - 2,067,721 - 2,067,721 2,020,609
Endowment - - 3,169,681 3,169,681 796,654
Other 103,442 1,031,428 - 1,134,870 1,101,868
Investment return 7,597,620 1,361,630 - 8,959,250 11,376,787
Auxiliary enterprises 6,017,994 - - 6,017,994 5,336,248
Change in value of third-party trusts - - 1,046,473 1,046,473 5,324,271
Other 1,805,761 18,965 850 1,825,576 1,767,839
Net assets released from restriction 6,501,072 (6,501,072) - - -
37,729,012 (2,021,328) 4,217,004 39,924,688 42,746,092
Expenses and other deductions
Instructional 21,306,363 - - 21,306,363 21,378,940
Institutional support 7,189,362 - - 7,189,362 2,825,971
Student services 1,923,926 - - 1,923,926 1,913,050
Institutional advancement 2,201,926 - - 2,201,926 1,814,442
Auxiliary enterprises 6,577,177 - - 6,577,177 6,130,095
Total operating expenses 39,198,754 - - 39,198,754 34,062,498
Change in net assets (1,469,742) (2,021,328) 4,217,004 725,934 8,683,594
Net assets at beginning of the year 83,936,358 18,308,195 85,722,719 187,967,272 179,283,678
Net assets at end of the year § 82,466,616 $§ 16,286,867 $ 89,939,723 $ 188,693,206 $ 187,967,272

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Consolidated Statements of Cash Flows

For the Years Ended July 31, 2006 and 2005

2006 2005
Cash Flows from Operating Activities
Increase in Net Assets A 725,934 8,683,594
Adjustments to reconcile increase in net assets
to net cash provided by operating activities
Depreciation 2,487,764 2,138,908
Loss (gain) on retirement of assets 277,189 (17,435)
Contributions restricted for endowment and acquisition
of long-term assets (3,890,295) (1,668,623)
Net unrealized gains on investments (2,069,427 (4,025,038)
Net realized gains on investments (1,267,706) (1,633,121)
Change in value of third party trusts (1,046,473) (5,324,271)
Decrease (increase) in operating assets:
Receivables (575,402) (171,983)
Pledge receivables 369,418 517,136
Other assets (9,290) (36,241)
Investments held in trust by third parties (1,524,292) 443 429
Increase (decrease) in operating liabilities:
Accounts payable (81,954) 207,824
Other accrued liabilities (362,738) (188,238)
Deferred income , (244,432) (69,889)
Accrued postretirement benefit obligation 1,594,035 1,958,773
Accrued postemployment benefit obligation (61,823) 33,734
Net cash provided (utilized) by operating activities (5,679,492) 848,559
Cash Flows from Investing Activities
Proceeds from sales and maturities of investments 3,595,454 717,827
Purchase of investments (695,631) (1,602,066)
Purchase of property, plant and equipment (3,830,329) (2,221,054)
Net cash utilized by investing activities (930,506) (3,105,293)
Cash Flows from Financing Activities
Contributions restricted for endowments and
acquisition of long-term assets 3,890,295 1,668,623
Net decrease in cash and cash equivalents (2,719,703) (588,111)
Cash and cash equivalents at beginning of year 5,578,417 6,166,528
Cash and cash equivalents at end of year $ 2858714 5,578,417

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements
Tuly:31,2006 and 2005

1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary") is incorporated under the laws of the State of
Texas as a non-profit religious organization. The Seminary’s primary activities are to provide theological
education for individuals engaging in Christian ministry. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the Southern Baptist Convention (“SBC”) and is an integrated auxiliary of
that Convention. The Seminary is economically dependent on the SBC and others for financial support.

2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Seminary
Development Foundation (the “Foundation™), a Texas non-profit corporation. The Foundation was formed to aid
the Seminary in realizing its religious educational responsibility by acquiring and providing proper facilities and
student housing to meet the needs of the Seminary. In the event of dissolution of the Foundation, any assets which
it may have shall vest in the Seminary. The Foundation is.exempt from federal income tax under Section 501(c)(3)
of the Internal Revenue Code. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from the donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is
received, the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Ceontributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as additional
contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An allowance for
uncollectible receivables is provided based upon management’s judgment including such factors as prior collection
history, type of contribution and nature of fund raising activity.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
ngy 31,2006 agd 2005 .

2 - Summary of Significant Accounting Policies (continued)

Recognition of Donor Restrictions (continued) - Income and investment gains and losses on endowment and
similar funds are reported as follows: :

* as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;

e as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;

e as changes in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - The Seminary receives substantial support in the form of donated services. Contributed
services are recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets
or (b) require specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by contribution. Contributed services that do not meet these criteria are not recognized
as revenue. No such amounts were recorded in the financial statements for the years ended July 30, 2006 and
2005.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. '

Programs - Southwestern Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in
Scripture, globally minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission
through the execution of these major programs:

Instructional - providing a seminary education for postgraduate degrees in theology, evangelism and
missions, church music, and educational ministries.

Institutional support - providjng support for the genera;l operations of the Seminary.

Student services - providing placement and employment services to Seminary students.

Institutional advancement - facilitating giving from alumni, corporations and friends of the Seminary.
Auxiliary enterprises - providing housing, dining, recreational and other services to Seminary students.

Cash Equivalents - For purposes of the Statement of Cash Flows, the Seminary considers all short-term
investments, with an original maturity of three months or less, to be cash equivalents.

Concentration of Credit Risk - Financial instruments that potentially subject the Seminary to credit risk include
cash on deposit with a financial institution exceeding $100,000 at various times during the year. The U.S. F ederal
Deposit Insurance Corporation insures amounts for up te $100,000.
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Notes to Consolidated Financial Statements (Continued)
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2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and are stated
at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding beyond the
beginning of the semester are considered past due. The Seminary determines its allowance by considering a
number of factors, including the length of time student receivables are past due and the Seminary’s previous loss
history. The Seminary writes off accounts receivable when they become uncollectible, and payments subsequently
received on such receivables are credited to the allowance for doubtful accounts. Students whose accounts are not
current are not allowed to enroll in classes. Allowance for doubtful accounts for the years ended July 31, 2006 and
2005 was approximately $403,888 and $187,000, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and
unrealized gains and losses of investments are reflected in the statement of activities. Investments received by gift
or bequest are recorded at fair value at the date of acquisition. If fair value is not determinable at date of
acquisition, assets received by gift or bequest are recorded at a nominal value until such time as the fair value is
determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

Investments Held in Trust by Third Parties - The Seminary has split-interest agreements which are irrevocable
charitable remainder trusts held by others and charitable gift annuities. At the dates these trusts are established,
assets and contribution revenues are recognized for the present value of the estimated future benefits to be received
when the trust assets are distributed. The receivables are adiusted during the term of the trusts for changes in the
value of assets, accretions of the discount and other changes in the estimates of future benefits which are reflected
in the statement of activities as a change in value of third-party trusts. Liabilities under split-interest agreements
are calculated based upon current actuarial assumptions using a discount rate of 3.8% to 10.6%.

The Seminary is also the beneficiary of certain perpetual trusts held and administered by others. The present
values of the estimated future cash receipts from the trusts (as measured by the fair value of the underlying
investments at the Seminary’s fiscal year end) are recognized as assets and contribution revenues at the dates the
trusts are established. Distributions from the trusts are recorded as endowment income and the carrying value of
the assets is adjusted for changes in the estimates of future receipts.

Property Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than
$3,000. Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when
incurred. Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 3 -10 years
Improvements other than buildings 10 years
Library books/microfilm ‘ 20 years

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the statement of activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.
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Notes to Consolidated Financial Statements (Continued)

July 31, 2006 and 2005

2 - Summary of Significant Accounting Policies (continued)

Pledge Receivables - The Seminary records pledge receivables when a promise to give is communicated in writing
with specific amounts and due dates for those donors with an'established history of giving. Pledge receivables are
evaluated annually as to collectibility and reserves for doubtful pledges are provided for estimated uncollectible
accounts. Pledge receivables are written off when determined to be uncollectible.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon the length
of service and other factors. The Seminary’s policy is to recognize the cost of compensated absences when earned
by employees.

Income Tax Status - The Seminary is a not-for-profit organization that is exempt from federal income taxes under
Section 501(c)(3) of the Internal Revenue Code as other than a private foundation. The Seminary is subject to
unrelated business income tax on certain rental activities. The Seminary paid no taxes for unrelated business
income tax.

3 - Pledge Receivables

Pledge receivables are included in Other Assets in the Statement of Financial Position at July 31, 2005.
There were no balances of pledge receivables at July 31, 2006. Pledge receivables at July 31, 2005 consist of the
following unconditional promises to give:

2005

Capital projects $ 775,945
Endowment 306,444
Scholarships 23.198
1,105,587

Less: allowance for uncollectible pledges (719.,122)
386,465

Less: unamortized discount (at 2.1% to 5.2%) (17.047)
Net unconditional promises to give $ 369418

Changes in the Seminary’s allowance for doubtful accounts related to pledge receivables are as follows:

2006 2005
Beginning balance $ 719,122 $ 160,355
Bad debt provision - 558,767
Accounts written off (719,122) -

Ending balance $ - $ 719,122
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4 - Investments

The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. Investments consist of the following at July 31:

2006 2005
Domestic equity securities $49285,222 $ 51,068,500
- Fixed income ' 21,509,275 22,147,534
International equity securities 13,797,896 12,440,733
Short-term investments 1,303,394 614,276
— Oil and gas interests 2,298,166 1,879,915
Real estate , 1,455,481 1,284,056
Other 231.965 9.075

$ 89,881,399 $ 89,444,089

The following schedule summarizes investment return for the years ended July 31:

N 2006 2005
Dividend and interest income $ 5,622,117 $ 5,718,628
Net realized gains on investments 1,267,706 1,633,121

o Net unrealized gains on investments 2,069,427 4,025.038

8,959,250 11,376,787

Investment fees are netted against investment return.

5 - Property and Equipment

— Property and equipment at July 31, 2006 and 2005 consist of the following:

B 2006 2005

a Land $ 2423438 § 2423438

"""" ' Buildings 75,041,047 72,651,342

N Equipment 12,019,025 12,144,181
Improvements other thar buildings 5,011,521 4,858,380

Library books/microfilm 6,567,945 6,350,119

B 101,062,976 98,427,460
Less: accumulated depreciation (36,920.426) (35.350,286)

Total : $ 64,142,550 $ 63,077,174
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6 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
10% of the participant’s salary to the plan and also matches the participant’s contributions up to a maximum of 5%
of their salary. The Seminary’s contribution for the years ended July 31, 2006 and 2005 was approximately
$734,735 and $967,000, respectively.

Postretirement and Postemployment Benefits

Although no formal plan exists, the Seminary has a practice of providing postretirement benefits to retired
employees. The Seminary does not fund past or future postretirement obligations, and future payments will be
dependent upon sufficient funds being available to pay these obligations. Because the Seminary has paid benefits
in the past, and intends to pay future benefits, the Seminary accrues the estimated cost of retiree benefits other than
pensions during the employee’s service period, and the estimated cost of benefits provided by an employer to
former or inactive employees after employment but before retirement.

The following table sets forth the future obligations at July 31:

2006 2005

Benefit obligation _ $ 18,133,826 $21,420,268
Fair value of plan assets - -
Future obligation : $18.133,826 $21,420,268
Amount recognized in the statement of financial

position as accrued benefit liability $(22,599.227)  $(21,067,015)
Employer contributions $ 734735 $ 1.012.019
Benefits paid $ 734,735 $ 1,012,019
Net periodic benefit cost $ 3004526  $ 3,004,526
Weighted average assumptions

Discount rate 6.25% 5.25%

Expected long-term rate of return on plan assets N/A N/A

Rate of compensation increase N/A N/A

For measurement purposes, a 9.5% and 9.5% annual rate of increase in the per capital cost of covered
health care benefits was assumed for preretirement coverage and 9.5% and 9.5% for postretirement coverage for
July 31, 2006 and 20035, respectively. As of July 31, 2006 and 2005, these rates are expected to decrease 0.75%
and 0.50%, respectively, every year until they reach a target rate of 5%.
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6 - Employee Benefits (continued)

The following pension benefit payments are expected to be paid in the following fiscal years:

2006-2007 $ 861,811
2007-2008 926,878
2008-2009 965,562
2009-2010 1,045,560
2010-2011 1,122,175
2011-2016 6,431,499

7 - Net Assets

Unrestricted net assets at July 31, 2006 and 2005 consist of the following:

2006 2005
For current operations $ 3,365,663 $ 2,787,601
Designated for specific purposes 8,809,723 8,775,701
Endowment 35,366,894 36,980,376
Invested in property, plant and equipment 57,523,563 56,459,695
Unfunded postretirement and
postemployment benefits (22.599,227) (21,067.015)
Total § 82466,616 $ 83,936,358
Temporarily restricted net assets consist of the following:
Capital projects - $§ 2,031,718 $ 4,733,846
Scholarships 2,757214 2,268,097
Other , 11,439,049 10,833,261
Annuity and life income funds 58,886 472,991
Total ' $ 16,286,867 18,308,195
Permanently restricted net assets consist of the following:
Loan funds $ 1,793,304 $ 1,683,134
Annuity and life income funds 4,812,380 4,858,858
Endowment funds 83.334.,039 79,180,727
Total $ 89,939,723 85,722,719

8 - Fund raising Activities

Fund raising expense for the years ended July 31, 2006 and 2005 was approximately $1,321,000 and
$1,217,000, respectively. These expenses are included in institutional advancement in the accompanying
consolidated statement of activities.
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9 - Cooperative Program

The Seminary’s primary source of revenue is from the SBC. Churches giving through the cooperative
program contribute to the SBC, which passes funds to the Seminary and other institutions. The Seminary received
approximately $9,652,000 and $9,982,000 from the SBC for the years ended July 31, 2006 and 2005, respectively.

10 - Lease Commitments

The Seminary has a noncancelable operating lease- for copier services expiring November 2010. ILease
expense was $243,600 and $235,000 for the years ended July 31, 2006 and 2005, respectively. The Seminary’s
future minimum lease payments under this lease agreement are as follows for the years ended July 31:

2007 $ 245,500
2008 245,500
2009 223,500
2010 70.500
Future minimum lease payments $ 785,000

11 - Prior Period Reclassification
During fiscal year 2006, management identified certain accounts previously classified as unrestricted that
were permanently restricted. The reclassifications had no impact on reported revenues and expenses for the years

ended 2006 and 2005. Accordingly, the following reclassification was made to net assets as of August 1, 2005:

Temporarily ~ Permanently

Unrestricted restricted restricted
Net assets at August 1, 2005 $ 91,462,158 § 18,308,195 §$ 78,196,919
Prior period reclassifications (7.525.800) - 7,525,800

Net assets at August 1, 2005, reclassified $ 83936358 §$18,308,195 $85722.719
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RATLIFF & SOMMERVILLE, B.C.

Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated statements of financial position of
Southwestern Baptist Theological Seminary (the “Seminary”) (a Texas not-for-profit corporation) as of
July 31, 2007 and 2006, and the related consolidated statements of activities, and cash flows for the years
then ended. These financial statements are the responsibility of the Seminary's management. Our
responsibility is to express an opinion on these financial statements based on our audit. The prior year’s
summarized comparative information has been derived from the Seminary’s 2006 financial statements
and, in our report dated October 6, 2006, we expressed an unqualified opinion on those financial
statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31,
2007 and 2006, and the changes in its net assets and its cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

ﬁam%?‘ %WMZ@/ ..

October 5, 2007

3030 Matlock Road, Suite 201 ° Arlington, TX 76015 ¢ www.rscpas.com
(817) 795-5046 = (Metro) (817) 461-9164 < Fax (817) 795-5516




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statement of Financial Position

ASSETS

Cash and cash equivalents
Accounts receivable, net
Unconditional promises to give, net
Other assets

Investments

Endowment funds
Other

Investments held in trust by third parties
Endowment funds
Annuity funds

Due from (to) other funds

Property, plant and equipment, net

Total assets

LIABILITIES AND NET ASSETS
Accounts payable
Accrued salaries and benefits
Deposits and agency funds
Deferred income

Accmed postretirement benefit obligation
Accrued post employment benefit obligation

Total liabilities

Net Assets
Unrestricted

Temporarily restricted
Permanently restricted
Total net assets

Total labilities and net assets

July 31, 2007 and 2006

Page 2

Temporarily Permanently 2007 2006

Unrestricted Restricted Restricted Total Total
$ 5,702,970 b 592,028 b - 3 6,294,998 $ 2,858,714
2,895,573 33,961 143,715 3,073,249 1,486,171
8,169 12,342,043 - 12,350,212 -
817,996 - - 817,996 600,605
36,749,035 - 37,477,797 74,226,832 70,478,115
17,080,333 5,272,231 726,306 23,078,870 19,403,284
53,829,368 5,272,231 38,204,103 97,305,702 89,881,399
- 967,489 53,000,778 53,968,267 49,304,021
- 58,886 5,345,867 5,404,753 4,570,733
1,026,375 58,346,645 59,373,020 53,874,754
(8,241,166) 6,861,041 1,380,125 - -
56,555,868 6,787,246 - 63,343,114 64,142,550
$ 111,568,778 $ 32,914,925 $ 98,074,588 $ 242,558,291 $ 212,844,193
£ 574,133 b - b - b 574,133 b 653,239
358,314 - - 358,314 170,576
226,879 - - 226,879 192,022
747,772 - - 741,772 535,923
17,984,441 - - 17,984,441 22,133,460
261,842 - - 261,842 465,767
20,153,381 - - 20,153,381 24,150,987
91,415,397 - - 91,415,397 82,466,616
- 32,914,925 - 32,914,925 16,286,867
- - 98,074,588 98,074,588 89,939,723
91,415,397 32,914,925 98,074,588 222,404,910 188,693,206

$ 111,568,778

$ 32,914,925

$ 98,074,588

$ 242,558,291

$ 212,844,193

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



SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Revenues and other additions
Tuition and fees

Scholarships and fellowships

Gifts
Cooperative program

Student aid
Endowment
Other
Investment return
Auxiliary enterprises
Change in value of third-party trusts

Change in accounting for postretirement
and post employment benetits (see note)

Other

Net assets released from restriction

Expenses and other deductions
Instructional

Institutional support
Student services
Institutional advancement

Auxiliary enterprises
Total operating expenses
Change in net assets
Net assets at beginning of the year

Net assets at end of the year

Consolidated Statements of Activities
For the Years Ended July 31, 2007 and 2006

Temporarily Permanently 2007 2006

Unrestricted Restricted Restricted Total Total
$ 9,509,028 - 3 - 3 9,509,028 $ 8,896,972
(2,894,163) - - (2,894,163) (2,846,261)
10,180,193 - - 10,180,193 9,652,412
- 2,379,753 - 2,379,753 2,067,721
- - 2,514,928 2,514,928 3,169,681
580,557 16,232,335 - 16,812,892 1,134,870
14,256,678 2,080,214 28,703 16,365,595 8,959,250
6,291,650 - - 6,291,650 6,017,994
- - 5,590,434 5,590,434 1,046,473
5,294,195 - - 5,294,195 -
3,449,322 3,530 800 3,453,652 1,825,576
4,067,774 (4,067,774) - - -
50,735,234 16,628,058 8,134,865 75,498,157 39,924,688
21,706,556 - - 21,706,556 21,306,363
8,290,619 - - 8,290,619 7,189,362
2,004,655 - - 2,004,655 1,923,926
2,577,442 - - 2,577,442 2,201,926
7,207,181 - - 7,207,181 6,577,177
41,786,453 - - 41,786,453 39,198,754
8,948,781 16,628,058 8,134,865 33,711,704 725,934
82,466,616 16,286,867 89,939,723 188,693,206 187,967,272
$ 91,415,397 32,914,925 $ 98,074,588 $ 222,404,910 3 188,693,206

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Consolidated Statements of Cash Flows

For the Years Ended July 31, 2007 and 2006

2007 2006
Cash Flows from Operating Activities
Increase in Net Assets $ 33,711,704 5 725,934
Adjustments to reconcile increase in net assets
to net cash provided by operating activities
Depreciation 2,584,120 2,487,764
Loss (gain) on retirement of assets 141,987 277,189
Contributions restricted for endowment and acquisition
of long-term assets (6,426,554) (3,890,295)
Net unrealized losses on investments (19,856,310) (2,069,427)
Net realized gains (losses) on investments 27,709,254 (1,267,706)
Change in value of third party trusts (5,590,434) (1,046,473)
Decrease (increase) in operating assets:
Receivables (1,587,078) (575,402)
Unconditional promises to give (12,350,212) 369,418
Other assets (217,391) (9,290)
Investments held in trust by third parties 92,168 (1,524,292)
Increase (decrease) in operating liabilities:
Accounts payable (79,106) (81,954)
Other accrued liabilities 187,738 (362,738)
Deferred income 246,706 (244,432)
Accrued postretirement benefit obligation (4,149,019) 1,594,035
Accrued post employment benefit obligation (203,925) (61,823)
Net cash provided (utilized) by operating activities 14,213,648 (5,679,492)
Cash Flows from Investing Activities
Proceeds from sales and maturities of investments 21,558,625 3,595,454
Purchase of investments (36,835,872) (695,631)
Purchase of property, plant and equipment (1,926,671) (3,830,329)
Net cash utilized by investing activities (17,203,918) (930,506)
Cash Flows from Financing A ctivities
Contributions restricted for endowments and
acquisition of long-term assets 6,426,554 3,890,295
Net increase (decrease) in cash and cash equivalents 3,436,284 (2,719,703)
Cash and cash equivalents at beginning of year 2,858,714 5,578,417
Cash and cash equivalents at end of year $ 6,294,998 § 2,858,714

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements
July 31, 2007 and 2006

1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary™) is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to provide theological
education for individuals engaging in Christian ministry. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the Southern Baptist Convention (“SBC”) and is an integrated auxiliary of
that Convention. The Seminary is economically dependent on the SBC and others for financial support.

2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Seminary
Development Foundation (the “Foundation™), a Texas non-profit corporation. The Foundation was formed to aid
the Seminary in realizing its religious educational responsibility by acquiring and providing proper facilities and
student housing to meet the needs of the Seminary. In the event of dissolution of the Foundation, any assets which
it may have shall vest in the Seminary. The Foundation is exempt from federal income tax under Section 501(c)(3)
of the Internal Revenue Code. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from the donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is
received, the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as additional
contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An allowance for
uncollectible receivables is provided based upon management’s judgment including such factors as prior collection
history, type of contribution and nature of fund raising activity.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2007 and 2006

2 - Summary of Significant Accounting Policies (continued)

Recognition of Donor Restrictions (continued) - Income and investment gains and losses on endowment and
similar funds are reported as follows:
e as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;
* as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;
¢ as changes in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - The Seminary receives substantial support in the form of donated services. Contributed
services are recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets
or (b) require specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by contribution. Contributed services that do not meet these criteria are not recognized

as revenue. No such amounts were recorded in the financial statements for the years ended July 30, 2007 and
2006.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Programs - Southwestern Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in
Scripture, globally minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission
through the execution of these major programs:

Instructional - providing a seminary education for postgraduate degrees in theology, evangelism and
missions, church music, and educational ministries.

Institutional support - providing support for the general operations of the Seminary.

Student services - providing placement and employment services to Seminary students.

Institutional advancement - facilitating giving from alumni, corporations and friends of the Seminary.
Auxiliary enterprises - providing housing, dining, recreational and other services to Seminary students.

Cash Equivalents - For purposes of the Statement of Cash Flows, the Seminary considers all short-term
investments, with an original maturity of three months or less, to be cash equivalents.

Concentration of Credit Risk - Financial instruments that potentially subject the Seminary to credit risk include
cash on deposit with a financial institution exceeding $100,000 at various times during the year. The U.S. Federal
Deposit Insurance Corporation insures amounts for up to $100,000.
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Notes to Consolidated Financial Statements (Continued)
July 31, 2007 and 2006

2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and are stated
at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding beyond the
beginning of the semester are considered past due. The Seminary determines its allowance by considering a
number of factors, including the length of time student receivables are past due and the Seminary’s previous loss
history. The Seminary writes off accounts receivable when they become uncollectible, and payments subsequently
received on such receivables are credited to the allowance for doubtful accounts. Students whose accounts are not
current are not allowed to enroll in classes. Allowance for doubtful accounts for the years ended July 31, 2007 and
2006 was approximately $409,590 and $403,888, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and
unrealized gains and losses of investments are reflected in the statement of activities. Investments received by gift
or bequest are recorded at fair value at the date of acquisition. If fair value is not determinable at date of
acquisition, assets received by gift or bequest are recorded at a nominal value until such time as the fair value is
determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

Investments Held in Trust by Third Parties - The Seminary has split-interest agreements which are irrevocable
charitable remainder trusts held by others and charitable gift annuities. At the dates these trusts are established,
assets and contribution revenues are recognized for the present value of the estimated future benefits to be received
when the trust assets are distributed. The receivables are adjusted during the term of the trusts for changes in the
value of assets, accretions of the discount and other changes in the estimates of future benefits which are reflected
in the statement of activities as a change in value of third-party trusts. Liabilities under split-interest agreements
are calculated based upon current actuarial assumptions using a discount rate of 3.8% to 10.6%.

The Seminary is also the beneficiary of certain perpetual trusts held and administered by others. The present
values of the estimated future cash receipts from the trusts (as measured by the fair value of the underlying
investments at the Seminary’s fiscal year end) are recognized as assets and contribution revenues at the dates the
trusts are established. Distributions from the trusts are recorded as endowment income and the carrying value of
the assets is adjusted for changes in the estimates of future receipts.

Property Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than
$3,000. Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when
incurred. Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 3 - 10 years
Improvements other than buildings 10 years
Library books/microfilm 20 years

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the statement of activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.
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Notes to Consolidated Financial Statements (Continued)
July 31, 2007 and 2006

2 - Summary of Significant Accounting Policies (continued)

Unconditional Promises to Give - The Seminary records unconditional promises to give when a promise to give is
communicated in writing with specific amounts and due dates for those donors with an established history of
giving. Unconditional promises are evaluated annually as to collectibility and reserves for doubtful promises are
provided for estimated uncollectible accounts. Unconditional promises are written off when determined to be
uncollectible.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon the length
of service and other factors. The Seminary’s policy is to recognize the cost of compensated absences when earned
by employees.

Income Tax Status - The Seminary is a not-for-profit organization that is exempt from federal income taxes under
Section 501(c)(3) of the Internal Revenue Code as other than a private foundation. The Seminary is subject to
unrelated business income tax on certain rental activities. The Seminary paid no taxes for unrelated business
income tax.

3 - Unconditional Promises to Give

Unconditional promises to give at July 31, 2007 are restricted for capital expenditures. Scheduled
maturities of unconditional promises to give are as follows:

Less than one year — $ 3,776,269
One to five years 9.800,000
13,576,269

Less: unamortized discount at 4.0% (1,226.057)
Net unconditional promises to give $ 12350212

The Seminary evaluates the collectability of promises to give and no allowance for doubtful accounts was
considered necessary at July 31, 2007.

4 - Fund-Raising Activities

Fund-raising expense for the years ended July 31, 2007 and 2006 was approximately $1,624,000 and
$1,321,000, respectively. These expenses are included in institutional advancement in the accompanying
consolidated statement of activities.

5 - Cooperative Program

The Seminary’s primary source of revenue is from the SBC. Churches giving through the cooperative
program contribute to the SBC, which passes funds to the Seminary and other institutions. The Seminary received
approximately $10,180,000 and $9,652,000 from the SBC for the years ended July 31, 2007 and 2006,
respectively.
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Notes to Consolidated Financial Statements (Continued)
July 31, 2007 and 2006

6 - Investments
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The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. Investments consist of the following at July 31:

200 2006
Domestic equity securities $ 44,963,298 $ 49,285,222
Fixed income 22,120,243 21,509,275
International equity securities 22,383,565 13,797,896
Short-term investments 3,432,170 1,303,394
Oil and gas interests 1,503,937 2,298,166
Real estate 2,626,385 1,455,481
Other 276,104 231,965
$ 97,305,702 89,881,399
The following schedule summarizes investment return for the years ended July 31:
2007 2006
Dividend and interest income $ 8,512,651 $ 5,622,117
Net realized gains on investments 27,709,254 1,267,706
Net unrealized gains on investments (19.856.310) 2.069.427
$ 16,365,595 8,959,250
Investment fees are netted against investment return.
7 - Property and Equipment
Property and equipment at July 31, 2007 and 2006 consist of the following:
2007 2006
Land $ 2,455,712 $ 2,423,438
Buildings 75,751,705 75,041,047
Equipment 12,534,785 12,019,025
Improvements other than buildings _ 5,307,536 5,011,521
Library books/microfilm 6,727,148 6.567,945
102,776,886 101,062,976
Less: accumulated depreciation (39.,433,772) (36.920.426)
63,343,114 64,142,550

Total
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Notes to Consolidated Financial Statements (Continued)
July 31, 2007 and 2006

8 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStene Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
10% of the participant’s salary to the plan and also matches the participant’s contributions up to a maximum of 5%
of their salary. The Seminary’s contribution for the years ended July 31, 2007 and 2006 was approximately
$890,101 and $776,322, respectively.

Postretirement and Postemployment Benefits

Although no formal plan exists, the Seminary adopted a practice of providing postretirement benefits to
retired employees. The Seminary does not fund past or future postretirement obligations, and future payments will
be dependent upon sufficient funds being available to pay these obligations. Because the Seminary has paid
benefits in the past, and intends to pay future benefits, the Seminary accrues the estimated cost of retiree benefits
other than pensions during the employee’s service period, and the estimated cost of benefits provided by an
employer to former or inactive employees after employment but before retirement.

During the fiscal year ended July 31, 2007, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 158 which modified the recognition requirement for postretirement and
postemployment benefits. The Seminary is now required to recognize the funded status of a defined benefit
postretirement and postemployment plan which results in a liability at July 31, 2007 of $5,294,195 less than the
liability that would have been recognized under the prior rules. The adjustment is reported in the 2007 Statement
of Activities.

The following table sets forth the future obligations at July 31:

2007 2006

Accumulated benefit costs $ 18,246,283 $ 18,133,826
Unrecognized prior service cost and gains or losses 5,294,195 4,465,401
Accrued benefit obligation $ 23,540,478 $ 22,599,227
Amount recognized in the statement of financial

position as accrued benefit liability $(18,246,283) $(22,599,227)
Employer contributions $ 890,101 § 776322
Benefits paid $ 890,101 $§ 776322
Net periodic benefit cost $§ 2,186,270 $ 2308534
Weighted average assumptions

Discount rate 6.25% 6.25%

Expected long-term rate of return on plan assets N/A N/A

Rate of compensation increase N/A N/A
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Notes to Consolidated Financial Statements (Continued)
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8 - Employee Benefits (continued)

For measurement purposes, a 9.5% and 9.5% annual rate of increase in the per capital cost of covered
health care benefits was assumed for preretirement coverage and 9.5% and 9.5% for postretirement coverage for
July 31, 2007 and 2006, respectively. As of July 31, 2007 and 2006, these rates are expected to decrease 0.50%

and 0.50%, respectively, every year until they reach a target rate of 5%.

The following pension benefit payments are expected to be paid in the following fiscal years:

2007-2008 $ 884,319
2008-2009 918,793
2009-2010 997,509
2010-2011 1,059,654
2011-2012 1,111,781
2012-2017 6,720,437

9 - Net Assets

Unrestricted net assets at July 31, 2007 and 2006 consist of the following:

2007 2006
For current operations $ 3,083,080 $ 3,365,663
Designated for specific purposes 8,201,262 8,809,723
Endowment 41,821,469 35,366,894
Invested in property, plant and equipment 56,555,869 57,523,563
Unfunded postretirement and
postemployment benefits (18,246,283) (22,599,227)
Total $ 91,415,397 $ 82.466,616
Temporarily restricted net assets consist of the following:
VVVVVV Capital projects $ 16,742,639 $ 2,031,718
Scholarships 3,615,323 2,757,214
Other 12,498,077 11,439,049
) Annuity and life income funds 58,886 58,886
Total $ 32914925 $ 16,286,867
Permanently restricted net assets consist of the following:
Loan funds $ 1,822,807 $ 1,793,304
Annuity and life income funds 5,392,834 4,812,380
Endowment funds 90,858,947 83,334,039

Total $ 98,074,588 $ 89.939.723
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10 - Lease Commitments
The Seminary has a noncancelable operating lease for copier services expiring November 2010. Lease

expense was $243,600 and $243,000 for the years ended July 31, 2007 and 2006, respectively. The Seminary’s
future minimum lease payments under this lease agreement are as follows for the years ended July 31:

2007 $ 245,500
2008 245,500
2009 223,500
2010 70.500
Future minimum lease payments $ 785,000

11 - Other Commitments

The Seminary has entered into contracts totaling $3,012,699 for design services relating to future
construction of the Roy Fish School of Evangelism and Missions Building and a new chapel.
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RATLIFF & SOMMERVILLE, P.C.

Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated statements of financial position of Southwestern
Baptist Theological Seminary (the “Seminary”) (a Texas not-for-profit corporation) as of July 31, 2008
and 2007, and the related consolidated statements of activities, and cash flows for the years then ended.
These financial statements are the responsibility of the Seminary's management. Our responsibility is to
express an opinion on these financial statements based on our audit. The prior year’s summarized
comparative information has been derived from the Seminary’s 2007 financial statements and, in our
report dated October 5, 2007, we expressed an unqualified opinion on those financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31, 2008
and 2007, and the changes in its net assets and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

T et ff 7 A arnenilic, /.

October 13, 2008

3030 Matlock Road, Suite 201 ¢ Arlington, TX 76015 ¢ www.rscpas.com
(817) 795-5046 ¢ (Metro) (817) 461-9164 * Fax (817) 795-5516
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Consolidated Statement of Financial Position
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July 31, 2008 and 2007
Temporarily Permanently 2008 2007
ASSETS Unrestricted Restricted Restricted Total Total
Cash and cash equivalents $ 5,278,052 $ 3,228,764 $ - $ 8,506,816 $ 6,294,998
Accounts receivable, net 1,837,692 33,960 129,392 2,001,044 3,073,249
Unconditional promises to give, net - 10,055,692 - 10,055,692 12,350,212
Other assets 541,245 - - 541,245 817,996
Investments
Endowment funds 36,414,188 - 40,436,776 76,850,964 74,226,832
Other 8,546,341 8,528,050 - 17,074,391 23,078,870
44,960,529 8,528,050 40,436,776 93,925,355 97,305,702
Investments held in trust by third parties
Endowment funds - 1,156,136 52,990,265 54,146,401 53,968,267
Annuity funds - - 4,649,673 4,649,673 5,404,753
1,156,136 57,639,938 58,796,074 59,373,020
Due from (to) other funds (7,724,123) 6,291,766 1,432,357 - -
Property, plant and equipment, net 55,824,732 6,611,424 - 62,436,156 63,343,114
Total assets $ 100,718,127 $ 35,905,792 $ 99,638,463 $ 236,262,382 $ 242,558,291
LIABILITIES AND NET ASSETS
Accounts payable $ 244378 $ - $ - b3 244378 $ 574,133
Accrued salaries and benefits 351,514 - - 351,514 358,314
Deposits and agency funds 125,749 - - 125,749 226,879
Deferred income 1,128,371 - - 1,128,371 747,772
Accrued postretirement benefit obligation 16,935,898 - - 16,935,898 17,984,441
Accrued postemployment benefit obligation 237,983 - - 237,983 261,842
Total liabilities 19,023,893 - - 19,023,893 20,153,381
Net Assets
Unrestricted 81,694,234 81,694,234 91,415,397
Temporarily restricted - 35,905,792 35,905,792 32,914,925
Permanently restricted - - 99,638,463 99,638,463 98,074,588
Total net assets 81,694,234 35,905,792 99,638,463 217,238,489 222,404,910
Total liabilities and net assets $ 100,718,127 $ 35,905,792 $ 99,638,463 $ 236,262,382 $ 242,558,291

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Activities
For the Years Ended July 31, 2008 and 2007

Temporarily Permanently 2008 2007
Unrestricted Restricted Restricted Total Total
Revenues and other additions
Tuition and fees $ 10,117,422 $ - - $ 10,117,422 $ 9,509,028
Scholarships and fellowships (3,199,417) - - (3,199,417) (2,894,163)
Gifts
Cooperative program 10,162,667 - - 10,162,667 10,180,193
Student aid - 2,682,254 - 2,682,254 2,379,753
Endowment - - 4,343,750 4,343,750 2,514,928
Other 475,909 3,712,924 - 4,188,833 16,812,892
Investment return (373,819) 1,865,781 20,968 1,512,930 16,365,595
Auxiliary enterprises 6,818,439 - - 6,818,439 6,291,650
Change in value of third-party trusts - - (2,801,193) (2,801,193) 5,590,434
Change in accounting for postretirement
and postemployment benefits (see note) - - - - 5,294,195
Other 2,270,250 21,631 350 2,292,231 3,453,652
Net assets released from restriction 5,291,723 (5,291,723) - - -
31,563,174 2,990,867 1,563,875 36,117,916 75,498,157
Expenses and other deductions
Instructional 20,763,949 - - 20,763,949 21,706,556
Institutional support 8,250,513 - - 8,250,513 8,290,619
Student services 1,656,951 - - 1,656,951 2,004,655
Institutional advancement 2,852,098 - - 2,852,098 2,577,442
Auxiliary enterprises 7,760,826 - - 7,760,826 7,207,181
Total operating expenses 41,284,337 - - 41,284,337 41,786,453
Change in net assets (9,721,163) 2,990,867 1,563,875 (5,166,421) 33,711,704
Net assets at beginning of the year 91,415,397 32,914,925 98,074,588 222,404,910 188,693,206
Net assets at end of the year $ 81,694,234 $ 35,905,792 99,638,463 $ 217,238,489 $ 222,404,910

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




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statements of Cash Flows

For the Years Ended July 31, 2008 and 2007

Cash Flows from Operating Activities
Increase (Decrease) in Net Assets
Adjustments to reconcile increase in net assets
to net cash provided by operating activities

2008

$ (5,166,421)

Page 4
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$§ 33,711,704

Depreciation 2,705,396 2,584,120
Loss on retirement of assets - 141,987
Contributions restricted for endowment and acquisition
of long-term assets (7,077,992) (6,426,554)
Net unrealized losses on investments (5,865,271) (19,856,310)
Net realized gains on investments 520,232 27,709,254
Change in value of third party trusts 2,801,193 (5,590,434)
Decrease (increase) in operating assets:
Receivables 1,072,205 (1,587,078)
Unconditional promises to give 2,294,520 (12,350,212)
Other assets 276,751 (217,391)
Investments held in trust by third parties - 92,168
Increase (decrease) in operating liabilities:
Accounts payable (329,755) (79,106)
Other accrued liabilities (107,930) 187,738
Deferred income 380,599 246,706
Accrued postretirement benefit obligation (1,048,543) (4,149,019)
Accrued postemployment benefit obligation (23,859) (203,925)
Net cash provided (utilized) by operating activities (9,568,875) 14,213,648
Cash Flows from Investing Activities
Proceeds from sales and maturities of investments 13,352,008 21,558,625
Purchase of investments (6,850,869) (36,835,872)
Purchase of property, plant and equipment (1,798,438) (1,926,671)
Net cash (provided) utilized by investing activities 4,702,701 (17,203,918)
Cash Flows from Financing Activities
Contributions restricted for endowments and
acquisition of long-term assets 7,077,992 6,426,554
Net increase in cash and cash equivalents 2,211,818 3,436,284
Cash and cash equivalents at beginning of year 6,294,998 2,858,714
Cash and cash equivalents at end of year 8,506,816 6,294,998

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements
July 31, 2008 and 2007

1 - Nature of Organization
Southwestern Baptist Theological Seminary (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to provide theological
education for individuals engaging in Christian ministry. The Seminary’s primary location is in Fort Worth, Texas.
The Seminary is supported by the Southern Baptist Convention (“SBC”) and is an integrated auxiliary of
that Convention. The Seminary is economically dependent on the SBC and others for financial support.

2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Seminary
Development Foundation (the “Development”), a Texas non-profit corporation and Southwestern Seminary
Foundation (the “Foundation”). The Development was formed to aid the Seminary in realizing its religious
educational responsibility by acquiring and providing proper facilities and student housing to meet the needs of the
Seminary. The Foundation was formed in 2005 and became active in 2008. The Foundation is organized and
operated for the benefit of and to further the purposes of the Seminary and to hold and management the Seminary’s
investment portfolio. The Development and Foundation are exempt from federal income tax under Section
501(c)(3) of the Internal Revenue Code. In the event of dissolution of Development and Foundation, any assets
which they may have shall vest in the Seminary. All significant intercompany accounts and transactions have been
eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from the donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is received,
the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as additional
contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An allowance for
uncollectible receivables is provided based upon management’s judgment including such factors as prior collection
history, type of contribution and nature of fund raising activity.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2008 and 2007

2 - Summary of Significant Accounting Policies (continued)

Recognition of Donor Restrictions (continued) - Income and investment gains and losses on endowment and similar
funds are reported as follows:
e as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;
e as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;
e as changes in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - The Seminary receives substantial support in the form of donated services. Contributed services
are recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets or (b)
require specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by contribution. Contributed services that do not meet these criteria are not recognized as
revenue. No such amounts were recorded in the financial statements for the years ended July 30, 2008 and 2007.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Programs - Southwestern Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in
Scripture, globally minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission
through the execution of these major programs:

Instructional - providing a seminary education for postgraduate degrees in theology, evangelism and
missions, church music, and educational ministries.

Institutional support - providing support for the general operations of the Seminary.

Student services - providing placement and employment services to Seminary students.

Institutional advancement - facilitating giving from alumni, corporations and friends of the Seminary.
Auxiliary enterprises - providing housing, dining, recreational and other services to Seminary students.

Cash_Equivalents - For purposes of the Statement of Cash Flows, the Seminary considers all short-term
investments, with an original maturity of three months or less, to be cash equivalents.

Concentration of Credit Risk - Financial instruments that potentially subject the Seminary to credit risk include
cash on deposit with a financial institution exceeding $100,000 at various times during the year. The U.S. Federal
Deposit Insurance Corporation insures amounts for up to $100,000.
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Notes to Consolidated Financial Statements (Continued)
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2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and are stated
at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding beyond the
beginning of the semester are considered past due. The Seminary determines its allowance by considering a
number of factors, including the length of time student receivables are past due and the Seminary’s previous loss
history. The Seminary writes off accounts receivable when they become uncollectible, and payments subsequently
received on such receivables are credited to the allowance for doubtful accounts. Students whose accounts are not
current are not allowed to enroll in classes. Allowance for doubtful accounts for the years ended July 31, 2008 and
2007 was approximately $409,590 and $403,888, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and
unrealized gains and losses of investments are reflected in the statement of activities. Investments received by gift
or bequest are recorded at fair value at the date of acquisition. If fair value is not determinable at date of
acquisition, assets received by gift or bequest are recorded at a nominal value until such time as the fair value is
determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

Investments Held in Trust by Third Parties - The Seminary has split-interest agreements which are irrevocable
charitable remainder trusts held by others and charitable gift annuities. At the dates these trusts are established,
assets and contribution revenues are recognized for the present value of the estimated future benefits to be received
when the trust assets are distributed. The receivables are adjusted during the term of the trusts for changes in the
value of assets, accretions of the discount and other changes in the estimates of future benefits which are reflected
in the statement of activities as a change in value of third-party trusts. Liabilities under split-interest agreements are
calculated based upon current actuarial assumptions using a discount rate of 3.8% to 10.6%.

The Seminary is also the beneficiary of certain perpetual trusts held and administered by others. The present values
of the estimated future cash receipts from the trusts (as measured by the fair value of the underlying investments at
the Seminary’s fiscal year end) are recognized as assets and contribution revenues at the dates the trusts are
established. Distributions from the trusts are recorded as endowment income and the carrying value of the assets is
adjusted for changes in the estimates of future receipts.

Property Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than $3,000.
Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when incurred.
Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 3 -10 years
Improvements other than buildings 10 years
Library books/microfilm 20 years

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the statement of activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.
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2 - Summary of Significant Accounting Policies (continued)

Unconditional Promises to Give - The Seminary records unconditional promises to give when a promise to give is
communicated in writing with specific amounts and due dates for those donors with an established history of
giving. Unconditional promises are evaluated annually as to collectibility and reserves for doubtful promises are
provided for estimated uncollectible accounts. Unconditional promises are written off when determined to be
uncollectible.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon the length
of service and other factors. The Seminary’s policy is to recognize the cost of compensated absences when earned
by employees.

Income Tax Status - The Seminary is a not-for-profit organization that is exempt from federal income taxes under
Section 501(c)(3) of the Internal Revenue Code as other than a private foundation. The Seminary is subject to
unrelated business income tax on certain rental activities. The Seminary paid no taxes for unrelated business
income tax.

3 - Unconditional Promises to Give

Unconditional promises to give at July 31, 2008 and 2007 are restricted for capital expenditures.
Scheduled maturities of unconditional promises to give are as follows:

2008 2007
Less than one year $ 4,133,333 § 3,776,269
One to five years 6.691.427 9.800.000
10,824,760 13,576,269
Less: unamortized discount at 4.0% (769.068) (1,226.057)
Net unconditional promises to give $ 10,055,692 § 12350212

The Seminary evaluates the collectability of promises to give and no allowance for doubtful accounts was
considered necessary at July 31, 2008 or 2007.

4 - Fund-Raising Activities

Fund-raising expense for the years ended July 31, 2008 and 2007 was approximately $1,468,000 and
$1,624,000, respectively. These expenses are included in institutional advancement in the accompanying
consolidated statement of activities.

5 - Cooperative Program

The Seminary’s primary source of revenue is from the SBC. Churches giving through the cooperative
program contribute to the SBC, which passes funds to the Seminary and other institutions. The Seminary received
approximately $10,008,000 and $10,180,000 from the SBC for the years ended July 31, 2008 and 2007,
respectively.
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July 31, 2008 and 2007

6 - Investments

The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. During the year ended July 31, 2008, the Seminary activated the
Foundation and transferred approximately $84 million of assets from the Baptist Foundation of Texas to the
Foundation. Investments at July 31, 2008 consist of the following:

Mutual funds $ 40,134,056
Common stocks 30,101,323
Municipal bonds 7,790,858
U. S. Government obligations 5,208,390
Corporate bonds 5,198,176
Money market funds 1,315,847
Oil and gas interests 668,336
Cash and cash equivalents 3.508.369

$ 93,925355

Investments consist of the following at July 31, 2007:

Domestic equity securities $ 44,963,298
Fixed income 22,120,243
International equity securities 22,383,565
Short-term investments 3,432,170
Oil and gas interests 1,503,937
Real estate 2,626,385
Other 276,104

$ 97.305,702

The following schedule summarizes investment return for the years ended July 31:

2008 2007
Dividend and interest income $ 6,858270 § 8,512,651
Net realized gains on investments 520,231 27,709,254
Net unrealized losses on investments (5.865.571) {19.856.310)

$ 1,512,930 16,365,59

Investment fees are netted against investment return.
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7 - Property and Equipment

Property and equipment at July 31, 2008 and 2007 consist of the following:

2008 2007
Land $ 2,455,712 $ 2,455,712
Buildings 77,086,410 75,751,705
Equipment 12,675,392 12,534,785
Improvements other than buildings 5,378,919 5,307,536
Library books/microfilm 6.948.371 6.727.148
104,544,804 102,776,886
Less: accumulated depreciation (42,108.648) (39.433.772)
Total $62436,156 $63343.114

8 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention .
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
10% of the participant’s salary to the plan and also matches the participant’s contributions up to a maximum of 5%
of their salary. The Seminary’s contribution for the years ended July 31, 2008 and 2007 was approximately
$780,000 and $890,000, respectively.

Postretirement and Postemployment Benefits

Although no formal plan exists, the Seminary adopted a practice of providing postretirement benefits to
retired employees. The Seminary does not fund past or future postretirement obligations, and future payments will
be dependent upon sufficient funds being available to pay these obligations. Because the Seminary has paid
benefits in the past, and intends to pay future benefits, the Seminary accrues the estimated cost of retiree benefits
other than pensions during the employee’s service period, and the estimated cost of benefits provided by an
employer to former or inactive employees after employment but before retirement.

During the fiscal year ended July 31, 2007, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 158 which modified the recognition requirement for postretirement and
postemployment benefits. The Seminary is now required to recognize the funded status of a defined benefit
postretirement and postemployment plan which results in a liability at July 31, 2008 and 2007 of $7,620,213 and
$5,294,195, respectively, less than the liability that would have been recognized under the prior rules. The
adjustment is reported in the 2007 Statement of Activities.

The following table sets forth the future obligations at July 31:

2008 2007
Accumulated benefit costs $ 17,173,881 $ 18,246,283
Unrecognized prior service cost and gains or losses 7.620.213 5.294.195

Accrued benefit obligation $ 24794,094 $ 23.540.478
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Notes to Consolidated Financial Statements (Continued)
July 31, 2008 and 2007

8 - Employee Benefits (continued)

Amount recognized in the statement of financial

position as accrued benefit liability $(17,173,.881) §(18,246,283)
Employer contributions 3 780,892 § 890,101
Benefits paid b 780,892 § 890,101
Net periodic benefit cost $ 2058367 2,186,270
Weighted average assumptions

Discount rate 6.25% 6.25%

Expected long-term rate of return on plan assets N/A N/A

Rate of compensation increase N/A N/A

For measurement purposes, a 9.5% and 9.5% annual rate of increase in the per capital cost of covered
health care benefits was assumed for preretirement coverage and 9.5% and 9.5% for postretirement coverage for
July 31, 2008 and 2007, respectively. As of July 31, 2008 and 2007, these rates are expected to decrease 0.50% and

0.50%, respectively, every year until they reach a target rate of 5%.

The following pension benefit payments are expected to be paid in the following fiscal years:

2008-2009 $ 908212
2009-2010 992,624
2010-2011 1,063,573
2011-2012 1,109,055
2012-2013 1,177,195
2013-2018 7,364,594
9 - Net Assets
Unrestricted net assets at July 31, 2008 and 2007 consist of the following:
2008 2007
For current operations $ 2,721,544 $ 3,083,080
Designated for specific purposes 5,357,224 8,201,262
Endowment 34,964,615 41,821,469
Invested in property, plant and equipment 55,824,731 56,555,869
Unfunded postretirement and

postemployment benefits (17,173.881) (18,246.283)

Total $ 81694234 § 91.415397
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9 - Net Assets, continued

Temporarily restricted net assets consist of the following:

Capital projects $ 18,634,038 §$§ 16,742,639
Scholarships ' 4,518,804 3,615,323
Other 12,752,950 12,498,077
Annuity and life income funds - 58.886

Total $ 35905,792 §$ 32,914,925

Permanently restricted net assets consist of the following:

Loan funds § 1,842,126 $ 1,822,807
Annuity and life income funds 5,035,728 5,392,834
Endowment funds 92,760,609 90.858.947

Total $ 99,638,463 98,074,588

10 - Lease Commitments

The Seminary has a noncancelable operating lease for copier services expiring November 2010. Lease
expense was $280,000 and $243,000 for the years ended July 31, 2008 and 2007, respectively. The Seminary’s
future minimum lease payments under this lease agreement are as follows for the years ended July 31:

2009 $ 121,800
2010 33,400
2011 24,500
2012 24,500
Future minimum lease payments $ 204200

11 - Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and
cash equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
government, municipal, and corporate bonds, corporate stocks, and mutual funds. Management believes diversity
within the portfolio avoids significant concentration of credit risk with respect to these investments.

During 2008 the markets for equity securities reported significant declines. The Dow Jones and NASDC
reported declines of over thirty-five percent. Management believes that their current endowment investment
strategy is prudent long-term. However, should the unprecedented declines continue, or fail to be restored in the
near future; anticipated eamings for operations will be significantly below projections. Management is actively
evaluating the effect these events will have on current and future operations.
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INDEPENDENT AUDITORS' REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated statements of financial position of Southwestern
Baptist Theological Seminary (the “Seminary”) (a Texas not-for-profit corporation) as of July 31, 2009
and 2008, and the related consolidated statements of activities and cash flows for the years then ended.
These financial statements are the responsibility of the Seminary's management. Our responsibility is to
express an opinion on these financial statements based on our audit. The prior year’s summarized
comparative information has been derived from the Seminary’s 2008 financial statements and, in our
report dated October 13, 2008, we expressed an unqualified opinion on those financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31, 2009
and 2008, and the changes in its net assets and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

7< M;Z%/ A lpseccnlis ’ Y C.

October 16, 2009

3030 Madock Road, Suite 201 ¢ Axlington, TX 76015 * www.ratliffcpas.com
(817) 795-5046 = (Metro) (817) 461-9164 = Fax (817) 795-5516
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Consolidated Statement of Financial Position
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July 31, 2009 and 2008
Temporarily Permanently 2009 2008
ASSETS Unrestricted Restricted Restricted Total Total
Cash and cash equivalents $ 6,872,461 $ 5,659,743 $ - $ 12,532,204 $ 8,506,816
Accounts receivable, net 1,139,900 33,960 136,970 1,310,830 2,001,044
Unconditional promises to give, net - 6,458,164 - 6,458,164 10,055,692
Other assets 414,688 - - 414,688 541,245
Investments
Endowment funds 16,230,204 - 44,491,209 60,721,413 76,850,964
Other 4,620,572 10,247,156 - 14,867,728 17,074,391
20,850,776 10,247,156 44,491,209 75,589,141 93,925,355
Investments held in trust by third parties
Endowment funds - - 44,294,955 44,294 955 54,146,401
Annuity funds - - 4,173,401 4,173,401 4,649,673
- 48,468,356 48,468,356 58,796,074
Due from (to) other funds (6,471,581) 7,140,288 (668,707) - -
Property, plant and equipment, net 55,209,907 6,433,641 - 61,643,548 62,436,156
Total assets $ 78,016,151 $ 35,972,952 $ 92,427,828 $ 206,416,931 $ 236,262,382
LIABILITIES AND NET ASSETS
Accounts payable $ 571,372 $ - h) - $ 571,372 $ 244,378
Accrued salaries and benefits 239,175 - - 239,175 351,514
Deposits and agency funds 187,703 - - 187,703 125,749
Deferred income 918,843 - - 918,843 1,128,371
Accrued postretirement benefit obligation 20,160,363 - - 20,160,363 16,935,898
Accrued postemployment benefit obligation 317,402 - - 317,402 237,983
Total liabilities 22,394,858 - - 22,394,858 19,023,893
Net Assets
Unrestricted 55,621,293 55,621,293 81,694,234
Temporarily restricted - 35,972,952 35,972,952 35,905,792
Permanently restricted - - 92,427,828 92,427,828 99,638,463
Total net assets 55,621,293 35,972,952 92,427,828 184,022,073 217,238,489
Total liabilities and net assets $ 78,016,151 $ 35,972,952 $ 92,427.828 $ 206,416,931 $ 236,262,382

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



Revenues and other additions
Tuition and fees

Scholarships and fellowships

Gifts
Cooperative program

Student aid
Endowment
Other
Investment return
Auxiliary enterprises
Change in value of third-party trusts
Other

Net assets released from restriction

Expenses and other deductions
Instructional

Institutional support
Student services
Institutional advancement
Auxiliary enterprises
Total operating expenses
Change in net assets

Net assets at beginning of the year

Net assets at end of the year

|

b

Consolidated Statements of Activities
For the Years Ended July 31, 2009 and 2008

SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
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Temporarily Permanently 2009 2008

Unrestricted Restricted Restricted Total Total
$ 9,888,942 h 114,361 h - $ 10,003,303 $ 10,117,422
(3,174,875) - - (3,174,875) (3,199,417)
9,853,518 - - 9,853,518 10,162,667
- 2,432,182 - 2,432,182 2,682,254
- - 1,478,651 1,478,651 4,343,750
1,116,958 2,572,879 - 3,689,837 4,188,833
(16,451,356) 21,982 (36,706) (16,466,080) 1,512,930
6,867,686 - - 6,867,686 6,818,439
- - (8,652,980) (8,652,980) (2,801,193)
2,142,903 111,070 400 2,254,373 2,292,231
5,185,314 (5,185,314) - - -
15,429,090 67,160 (7,210,6}5) 8,285,615 36,117,916
21,950,732 - 21,950,732 20,763,949
7,476,768 - 7,476,768 8,250,513
1,377,110 - 1,377,110 1,656,951
2,656,315 - 2,656,315 2,852,098
8,041,106 - 8,041,106 7,760,826
41,502,031 - - 41,502,031 41,284,337
(26,072,941) 67,160 (7,210,635) (33,216,416) (5,166,421)
81,694,234 35,905,792 99,638,463 217,238,489 222,404,910
$ 55,621,293 $ 35,972,952 $ 92,427,828 $ 184,022,073 $ 217,238,489

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



SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Consolidated Statements of Cash Flows
For the Years Ended July 31, 2009 and 2008

Cash Flows from Operating Activities
Decrease in Net Assets
Adjustments to reconcile increase in net assets
to net cash provided by operating activities
Depreciation
Contributions restricted for endowment and acquisition
of long-term assets
Net realized and unrealized losses (gains) on investments
Change in value of third party trusts
Decrease (increase) in operating assets:
Receivables
Unconditional promises to give
Other assets
Increase (decrease) in operating liabilities:
Accounts payable
Other accrued liabilities
Deferred income
Accrued postretirement benefit obligation
Accrued postemployment benefit obligation

Net cash utilized by operating activities
Cash Flows from Investing Activities
Proceeds from sales and maturities of investments
Purchase of investments
Purchase of property, plant and equipment
Net cash provided by investing activities
Cash Flows from Financing Activities

Contributions restricted for endowments and
acquisition of long-term assets

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
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$ (33,216,416)
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2008

$ (5,166,421)

2,638,886 2,705,396
(3,015,224) (7,077,992)
14,829,899 (5,345,039)

8,652,980 2,801,193

690,214 1,072,205
3,597,528 2,294,520
126,557 276,751
326,994 (329,755)
(50,385) (107,930)
(209,528) 380,599
3,224,465 (1,048,543)
79,419 (23,859)
(2,324,611) (9,568,875)
5,404,648 13,352,008
(223,595) (6,850,869)
(1,846,278) (1,798,438)

3,334,775 4,702,701

3,015,224 7,077,992

4,025,388 2,211,818

8,506,816 6,294,998

$ 12,532,204 $ 8,506,816

The accompanying notes are an integral part of these financial statements.
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1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to provide theological
education for individuals engaging in Christian ministry. The Seminary’s primary location is in Fort Worth, Texas.

The Seminary is supported by the Southern Baptist Convention (“SBC”) and is an integrated auxiliary of
that Convention. The Seminary is economically dependent on the SBC and others for financial support.

2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Seminary
Development Foundation ( “Development”) and Southwestern Seminary Foundation (“Foundation”), Texas non-
profit corporations. Development was formed to aid the Seminary in realizing its religious educational
responsibility by acquiring and providing proper facilities and student housing to meet the needs of the Seminary.
Foundation was formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit
of and to further the purposes of the Seminary and to hold and manage the Seminary’s investment portfolio.
Development and Foundation are exempt from federal income tax under Section 501(c)(3) of the Internal Revenue
Code. In the event of dissolution of Development and Foundation, any assets which they may have shall vest in the
Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from the donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is received,
the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Revenue recognition - Contributions are recognized as revenues in the period when unconditional promises to give
are received. Conditional promises to give are not recognized until they become unconditional, that is when the
conditions on which they depend are substantially met. Contributions to be received after one year are discounted
at an appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An
allowance for uncollectible receivables is provided based upon management’s judgment including such factors as
prior collection history, type of contribution and nature of fund raising activity.
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2 - Summary of Significant Accounting Policies (continued)

Recognition of Donor Restrictions (continued) - Income and investment gains and losses on endowment and similar
funds are reported as follows:
e as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;
e as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;
e as changes in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - The Seminary receives substantial support in the form of donated services. Contributed services
are recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets or (b)
require specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by contribution. Contributed services that do not meet these criteria are not recognized as
revenue. No such amounts were recorded in the financial statements for the years ended July 30, 2009 and 2008.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Programs - Southwestern Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in
Scripture, globally minded, supportive of the local Seminary, encouraging of Godly character, pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission
through the execution of these major programs:

Instructional - providing a seminary education for postgraduate degrees in theology, evangelism and
missions, Seminary music, and educational ministries.

Institutional support - providing support for the general operations of the Seminary.

Student services - providing placement and employment services to Seminary students.

Institutional advancement - facilitating giving from alumni, corporations and friends of the Seminary.
Auxiliary enterprises - providing housing, dining, recreational and other services to Seminary students.

Cash Equivalents - For purposes of the Statement of Cash Flows, the Seminary considers all short-term
investments, with an original maturity of three months or less, to be cash equivalents.
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2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and are stated
at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding beyond the
beginning of the semester are considered past due. The Seminary determines its allowance by considering a
number of factors, including the length of time student receivables are past due and the Seminary’s previous loss
history. The Seminary writes off accounts receivable when they become uncollectible, and payments subsequently
received on such receivables are credited to the allowance for doubtful accounts. Students whose accounts are not
current are not allowed to enroll in classes. Allowance for doubtful accounts for the years ended July 31, 2009 and
2008 was approximately $329,920 and $409,590, respectively. '

Investments - Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and
unrealized gains and losses of investments are reflected in the statement of activities. Investments received by gift
or bequest are recorded at fair value at the date of acquisition. If fair value is not determinable at date of
acquisition, assets received by gift or bequest are recorded at a nominal value until such time as the fair value is
determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

Investments Held in Trust by Third Parties - The Seminary is the beneficiary of split-interest agreements which are
irrevocable charitable remainder trusts held by others and charitable gift annuities. At the dates these trusts are
established, assets and contribution revenues are recognized for the present value of the estimated future benefits to
be received when the trust assets are distributed. The receivables are adjusted during the term of the trusts for
changes in the value of assets, accretions of the discount and other changes in the estimates of future benefits which
are reflected in the statement of activities as a change in value of third-party trusts. Liabilities under split-interest
agreements are calculated based upon current actuarial assumptions using a discount rate of 3.8% to 10.6%.

The Seminary is also the beneficiary of certain perpetual trusts held and administered by others. The present values
of the estimated future cash receipts from the trusts (as measured by the fair value of the underlying investments at
the Seminary’s fiscal year end) are recognized as assets and contribution revenues at the dates the trusts are
established. Distributions from the trusts are recorded as endowment income and the carrying value of the assets is
adjusted for changes in the estimates of future receipts.

Property. Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500.
Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when incurred.
Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 3 -10 years
Improvements other than buildings 10 years
Library books/microfilm 20 years

Impairment of Long-Lived Assets - Management evaluates its long-lived assets for financial impairment whenever
events or changes in circumstances indicate the carrying value of an asset may not be recoverable. An impairment
loss is recognized when the estimated undiscounted future cash flows from the assets are less than the carrying
value of the assets. Assets to be disposed of are reported at the lower of their carrying amount or fair value, less
cost to sell. Management is of the opinion that the carrying amount of its long-lived assets does not exceed their
estimated recoverable amount.
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2 - Summary of Significant Accounting Policies (continued)

Unconditional Promises to Give - The Seminary records unconditional promises to give when a promise to give is
communicated in writing with specific amounts and due dates for those donors with an established history of
giving. Unconditional promises are evaluated annually as to collectibility and reserves for doubtful promises are
provided for estimated uncollectible accounts. Unconditional promises are written off when determined to be
uncollectible.

Functiona] Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the statement of activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon the length
of service and other factors. The Seminary’s policy is to recognize the cost of compensated absences when earned
by employees.

Income Tax Status - The Seminary is a not-for-profit organization that is exempt from federal income taxes under
Section 501(c)(3) of the Internal Revenue Code as other than a private foundation. The Seminary is subject to
unrelated business income tax on certain rental activities. The Seminary paid no taxes for unrelated business
income tax.

3 - Unconditional Promises to Give

Unconditional promises to give at July 31, 2009 and 2008 are restricted for capital expenditures.
Scheduled maturities of unconditional promises to give are as follows:

009 008
Less than one year $ 3992660 $ 4,133,333
One to five years 2.846.667 6.691.427
6,839,327 10,824,760
Less: unamortized discount at 4.0% (381.163) (769.068)
Net unconditional promises to give $ 6458164 $ 10.055,692

The Seminary evaluates the collectability of promises to give and no allowance for doubtful accounts was
considered necessary at July 31, 2009 or 2008.

4 - Fund-Raising Activities
Fund-raising expense for the years ended July 31, 2009 and 2008 was approximately $1,321,000 and

$1,468,000, respectively. These expenses are included in institutional advancement in the accompanying
consolidated statement of activities.

5 - Cooperative Program

The Seminary’s primary source of revenue is from the SBC. Churches giving through the cooperative
program contribute to the SBC, which passes funds to the Seminary and other institutions. The Seminary received
approximately $9,659,000 and $10,008,000 from the SBC for the years ended July 31, 2009 and 2008, respectively.
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Notes to Consolidated Financial Statements (Continued)

July 31, 2009 and 2008

6 - Investments

The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. Investments consist of the following:

2009 2008
Mutual funds $ - =~ $ 40,134,056
Common stocks 35,449,460 30,101,323
Municipal bonds 2,587,620 7,790,858
U. S. Government obligations 9,933,565 5,208,390
Corporate bonds - 5,198,176
Money market funds 26,489,222 1,315,847
Oil and gas interests 78,840 668,336
Cash and cash equivalents 1.050.434 3.508.369
$ 75589141 § 93.925355
The following schedule summarizes investment return for the years ended July 31:
2009 2008
Dividend and interest income $ 4,773,259 $ 6,858,270
Net unrealized gains on investments 1,829,722 520,231
Net realized losses on investments (23.069,061) (5,865.571)
$(16,466,080) § 1512930
Investment fees are netted against investment return.
7 - Property and Equipment
Property and equipment at July 31, 2009 and 2008 consist of the following:
2009 2008
Land $ 2,455,712 $ 2,455,712
Buildings 78,219,765 77,086,410
Equipment 12,899,181 12,675,392
Improvements other than buildings 5,425,039 5,378,919
Library books/microfilm 7,220,153 6,948,371
106,219,850 104,544,804
Less: accumulated depreciation (44,576.302) (42.108.648)
Total $ 61.643.548 $ 62,436,156
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8 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
10% of the participant’s salary to the plan and also matches the participant’s contributions up to a maximum of 5%
of their salary. The Seminary’s contribution for the years ended July 31, 2009 and 2008 was approximately
$677,000 and $1,553,000, respectively. Beginning in January 2009, the Seminary temporarily suspended their
contributions to their retirement plan.

Postretirement and Postemployment Benefits

Although no formal plan exists, the Seminary adopted a practice of providing postretirement benefits to
retired employees. The Seminary does not fund past or future postretirement obligations, and future payments will
be dependent upon sufficient funds being available to pay these obligations. Because the Seminary has paid
benefits in the past, and intends to pay future benefits, the Seminary accrues the estimated cost of retiree benefits
other than pensions during the employee’s service period, and the estimated cost of benefits provided by an
employer to former or inactive employees after employment but before retirement.

During the fiscal year ended July 31, 2007, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 158 which modified the recognition requirement for postretirement and
postemployment benefits. The Seminary is now required to recognize the funded status of a defined benefit
postretirement and postemployment plan which results in a liability at July 31, 2009 and 2008 of $5,515,246 and
$7,620,213, respectively, less than the liability that would have been recognized under the prior rules. The
following table sets forth the future obligations at July 31:

2009 2008

Accumulated benefit costs $ 20,477,765 $ 17,173,881
Unrecognized prior service cost and gains or losses 5.515.246 7.620.213
Accrued benefit obligation $ 25,993,011 $ 24,794,094
Amount recognized in the statement of financial

position as accrued benefit liability $(20.477.765) $(17,173,881)
Employer contributions $ 755,096 § 780,892
Benefits paid $ 755,096 $ 780,892
Net periodic benefit cost $ 1,874,594 § 2058367
Weighted average assumptions

Discount rate 6.25% 6.25%

Expected long-term rate of return on plan assets N/A N/A

Rate of compensation increase N/A N/A
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8 - Employee Benefits (continued)

For measurement purposes, a 9.5% and 9.5% annual rate of increase in the per capital cost of covered
health care benefits was assumed for preretirement coverage and 9.5% and 9.5% for postretirement coverage for
July 31,2009 and 2008, respectively. As of July 31, 2009 and 2008, these rates are expected to decrease 0.50% and
0.50%, respectively, every year until they reach a target rate of 5%.

The following pension benefit payments are expected to be paid in the following fiscal years:

2009-2010 $ 943,923

2010-2011 984,519

2011-2012 1,027,574

20122013 1,092,298

2013-2014 1,180,525

2014-2018 ' 7,077,818
9 - Net Assets

Unrestricted net assets at July 31, 2009 and 2008 consist of the following:

2009 2008
For current operations $ 2,773,205 $ 2,721,545
Designated for specific purposes 2,151,737 5,357,224
Endowment 15,964,209 34,964,615
Invested in property, plant and equipment 55,209,907 55,824,731
Unfunded postretirement and
postemployment benefits (20.477,765) (17,173.881)
Total $ 55,621,293 1,694,234
Temporarily restricted net assets consist of the following:
Capital projects $ 19,227,844 $ 18,634,038
Scholarships 4,963,983 4,518,804
Other 11,781,125 12.752.950
Total § 35972952 $ 35,905,792
Permanently restricted net assets consist of the following;:
Loan funds $ 1,805,820 ~ § 1,842,126
Annuity and life income funds 5,314,851 5,035,728
Endowment funds 85.307.157 92,760.609

Total $ 92,427,828 $ 99.638.463
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10 - Permanently Restricted Investments

The Seminary considers the following factors in making a determination to appropriate or accumulate
donor-restricted endowment funds: the duration and preservation of the fund, the purposes of the Seminary and the
donor-restricted endowment fund, general economic conditions, other resources of the Seminary, and the
investment policies of the Seminary.

The following is a summary of endowment assets at July 31:
2009 2008

Endowment funds (Investments) $ 76,850,964
Investments held in trust by third parties:
Endowment funds

Annuity funds

$ 60,721,413

44,294,955
4,173,401

54,146,401
4.649.673

Endowment assets $109.189.769 $ 135.647.038

Endowment net assets as of July 31, 2009 are composed of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ 1,562,149 § - $ 90,865,679 $92,427,828
Board-designated endowment funds 16,761,941 - - 16,761,941
Total funds $ 18,324,090 - $90.865.679 $109,189.769
The change in endowment net assets for the year ended July 31, 2009 is as follows:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $36.414,188 $ 1.156.136 $98.076.714 $135.,647.038
Investment income 21,982 (36,706) (14,724)
Realized and unrealized gains (losses) (18,106,333) - - (18,106,333)
Change in value of third-party trusts - - (8.652.980) (8.652.980)
Total investment income (18,106,333) (8,689,686) (26,684,037)
Contributions 16,235 2,572,879 1,478,651 4,067,765
Distributions - (3.750,997) - (3.750.997)
Net assets, end of period $1832409 $ - $90.865.679 $109,189,769



Page 13
SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Notes to Consolidated Financial Statements (Continued)
July 31, 2009 and 2008

10 - Permanently Restricted Investments (continued)

Endowment net assets as of July 31, 2008 are composed of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - § 1,156,136 $ 98,076,714 $ 99,232,850
Board-designated endowment funds 36.414.188 - - 36,414,188
Total funds $36414,188 $ 1,156,136 $ 98,076,714 $135.647,038

The change in endowment net assets for the year ended July 31, 2008 is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $ 36,749,035 § 1,026,375 $ 96,550,748 $134,326,158
Investment income 5,491,752 1,865,781 20,968 7,378,501
Realized and unrealized gains (losses)  (5,828,012) - (37,559) (5.865,571)
Change in value of third-party trusts - - (2.801.193) (2.801.193)
Total investment income (336,260) 1,865,781 (2,817,784) (1,288,263)
Contributions 1,413 3,712,924 4,343,750 8,058,087
Distributions - (5.448.,944) - (5.448.944)
Net assets, end of period $36414,188 § 1,156,136 $98.076,714  $135,647.038

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in
the fund for perpetual duration.

Funds with Deficiencies -From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall below the level that the donor or UPMIFA requires the Seminary to retain as a fund of
perpetual duration. In accordance with GAAP, deficiencies of this nature are reported in unrestricted net assets and
amounted to $1,561,412 at July 31, 2009. These deficiencies resulted from unfavorable market fluctuations that
occurred shortly after the investment of new permanently restricted contributions and continued appropriation for
certain programs that was deemed prudent by the Seminary. There were no such deficiencies as of July 31, 2008.

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce results that exceed the price and yield results of the S&P 500, or
other recognized market indexes, while assuming moderate level of investment risk. The Seminary expects its
endowment funds, over time, to provide an average rate of return of approximately 8% annually. Actual returns in
any given year may vary from this amount.
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10 - Permanently Restricted Investments (continued)

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year 4% of its endowment fund’s average fair value based on a 12 quarter
moving average of December 31 portfolio values, with a budgeting lead of seven months. (That is, the moving
average will be determined seven months before the fiscal year in which the funds are to be spent.) In establishing
this policy, the Seminary considered the long-term expected return on its endowment. Accordingly, over the long
term, the Seminary expects the current spending policy to allow its endowment to grow at an average of 4%
annually. This is consistent with the Seminary’s objective to maintain the purchasing power of the endowment
assets held in perpetuity or for a specified term as well as to provide additional real growth through new gifts and
investment return. The Board of Trustees has the right to recommend against expenditure of earnings or gains in
any given year due to factors such as financial market conditions or poor investment performance.

11 - Financial Instruments

The Seminary adopted SFAS No. 157, “Fair Value Measurements” during 2009. SFAS 157 defines fair
value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands
disclosures about fair value measurements. The statement indicates, among other things, that a fair value
measurement assumes that the transaction to sell an asset or transfer a liability occurs in the principal market for the
asset or liability or, in the absence of a principal market, the most advantageous market for the asset or liability.
SFAS 157 defines fair value based upon an exit price model. SFAS 157 establishes a valuation hierarchy for
disclosure of the inputs to valuation used to measure fair value. This hierarchy prioritizes the inputs into three
broad levels as follows. Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities. Level 2 inputs are quoted prices for similar assets and liabilities in active markets or inputs that are
observable for the asset or liability, either directly or indirectly through market corroboration, for substantially the
full term of the financial instrument. Level 3 inputs are unobservable inputs based on the Company’s assumptions
used to measure assets and liabilities at fair value. A financial asset or liability’s classification within the hierarchy
is determined based on the lowest level input that is significant to the fair value measurement.

Financial instruments by category lever at July 31, 2009 are as follows:

Fair Value Level 1 Level 2 Level 3
Investments
Endowment funds $ 60,721,413 $ 60,721,413 $ - $ -
Other 14,867,728 14,867,728 - -
Investments Held in Trust by Third Parties
Endowment funds 44,294,955 37,168,583 - 7,126,372
Annuities 4.173.401 3.657.592 - 515.809

Financial instruments $124,057.497 $116415.316 $ - $7.642.181
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12 - Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and
cash equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
government, municipal, and corporate bonds, corporate stocks, and mutual funds. Management believes diversity
within the portfolio avoids significant concentration of credit risk with respect to these investments.

13 — Lease Commitments
The Seminary has non-cancelable operating leases for copier services expiring October 2014. Lease

expenses were $359,000 and $280,000 for the years ended July 31, 2009 and 2008, respectively. The Seminary’s
future minimum lease payments under the lease agreements are as follows for the years ended July 31:

2010 $ 306,000
2011 206,000
2012 206,000
2013 205,000
2014 68.000

Future minimum lease payments $ 991,000
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Gje/wz(/ Fhubtic: Accountants

INDEPENDENT AUDITORS' REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated statements of financial position of Southwestern
Baptist Theological Seminary (the “Seminary”) (a Texas not-for-profit corporation) as of July 31, 2010
and 2009, and the related consolidated statements of activities and cash flows for the years then ended.
These financial statements are the responsibility of the Seminary's management. Our responsibility is to
express an opinion on these financial statements based on our audit. The prior year’s summarized
comparative information has been derived from the Seminary’s 2009 financial statements and, in our
report dated October 16, 2009, we expressed an unqualified opinion on those financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31, 2010
and 2009, and the changes in its net assets and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statement of Financial Position
July 31,2010 and 2009

l
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Temporarily Permanently 2010 2009
ASSETS Unrestricted Restricted Restricted Total Total
Cash and cash equivalents $ 13,966,642 $ 9,172,137 b - $ 23,138,779 $ 12,532,204
Accounts receivable, net 784,719 33,960 158,337 977,016 1,310,830
Unconditional promises to give, net - 8,690,686 362,990 9,053,676 6,458,164
Other assets 595,312 - - 595,312 414,688
Investments
Endowment funds 16,376,014 - 44,112,157 60,488,171 60,721,413
Other 4,910,821 4,909,322 - 9,820,143 14,867,728
21,286,835 4,909,322 44,112,157 70,308,314 75,589,141
Investments held in trust by third parties
Endowment funds - - 43,120,986 43,120,986 44,294,955
Annuity funds - - 12,627,376 12,627,376 12,156,834
- 55,748,362 55,748,362 56,451,789
Due from (to) other funds (10,430,943) 11,255,739 (824,796) - -
Property, plant and equipment, net 56,802,646 7,798,246 - 64,600,892 61,643,548
Total assets $ 83,005,211 $ 41,860,090 $ 99,557,050 $ 224,422,351 $ 214,400,364
LIABILITIES AND NET ASSETS
Accounts payable $ 1,586,936 b - b - $ 1,586,936 b 571,372
Accrued salaries and benefits 134,458 - - 134,458 239,175
Deposits and agency funds 206,803 - - 206,803 187,703
Deferred income 727,162 - - 727,162 918,843
Liability under annuity contracts - - 9,032,809 9,032,809 7,983,433
Accrued postretirement benefit obligation - - - - 20,160,363
Accrued postemployment benefit obligation 354,977 - - 354,977 317,402
Total liabilities 3,010,336 - 9,032,809 12,043,145 30,378,291
Net Assets
Unrestricted 79,994,875 - - 79,994,875 55,621,293
Temporarily restricted - 41,860,090 - 41,860,090 41,222,030
Permanently restricted - - 90,524,241 90,524,241 87,178,750
Total net assets 79,994 875 41,860,090 90,524,241 212,379,206 184,022,073
Total liabilities and net assets $ 83,005,211 $ 41,860,090 $ 99,557,050 $ 224,422,351 $ 214,400,364

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statements of Activities
For the Years Ended July 31, 2010 and 2009

Revenues and other additions
Tuition and fees

Scholarships and tellowships

Gifts
Cooperative program

Student aid
Endowment
Other
Investment return
Auxiliary enterprises
Change in value of third-party trusts
Other .

Net assets released from restriction

Expenses and other deductions
Instructional

Institutional support
Student services
Institutional advancement
Auxiliary enterprises

Total operating expenses
Excess revenue over expenses

Extraordinary item
Gain from change in accounting for
post retirement benefits (see note)
Change in net assets

Net assets at beginning of the year

Net assets at end of the year

Page 3

Temporarily Permanently 2010 2009

Unrestricted Restricted Restricted Total Total
§ 10,313,372 h - b - $ 10,313,372 $ 10,003,303
(3,058,172) - - (3,058,172) (3,174,875)
9,439,145 - - 9,439,145 9,853,518
- 2,087,414 - 2,087,414 2,432,182
- - 1,064,954 1,064,954 1,478,651
611,706 6,418,935 - 7,030,641 3,689,837
5,106,452 1,040,164 84,298 6,230,914 (16,466,080)
6,706,973 - - 6,706,973 6,867,686
- - 2,196,239 2,196,239 (8,652,980)
1,936,486 - - 1,936,486 2,254,373
8,908,453 (8,908,453) - - -
39,964,415 638,060 3,345,491 43,947,966 8,285,615
18,786,979 - - 18,786,979 21,950,732
6,772,157 - - 6,772,157 7,476,768
1,167,457 - - 1,167,45’; 1,377,110
2,225,137 - - 2,225,137 2,656,315
6,799,466 - - 6,799,466 8,041,106
35,751,196 - - 35,751,196 41,502,031
4,213,219 638,060 3,345,491 8,196,770 (33,216,416)
20,160,363 - - 20,160,363 -
24,373,582 638,060 3,345,491 28,357,133 (33,216,416)
55,621,293 41,222,030 87,178,750 184,022,073 217,238,489
$ 79,994,875 $ 41,860,090 $ 90,524,241 $ 212,379,206 $ 184,022,073

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Cash Flows

For the Years Ended July 31, 2010 and 2009
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2010 2009
Cash Flows from Operating Activities
Change in Net Assets $ 28,357,133 $ (33,216,416)
Adjustments to reconcile increase in net assets
to net cash provided by operating activities
Depreciation 2,524,994 2,638,886
Contributions restricted for endowment and acquisition
of long-term assets (5,742,971) (3,015,224)
Net realized and unrealized losses (gains) on investments (25,574) 13,000,177
Investment income (6,205,340) 1,829,722
Gain on sales of assets (17,098) -
Change in value of third party trusts 2,196,239 (8,652,980)
Decrease (increase) in operating assets:
Receivables 333,814 690,214
Unconditional promises to give (2,595,512) 3,597,528
Other assets (180,624) 126,557
Increase (decrease) in operating liabilities:
Accounts payable 1,015,564 326,994
Other accrued liabilities (85,617) (50,385)
Deferred income (191,681) (209,528)
Annuity Liability 1,049,376 (1,322,779)
Accrued postretirement benefit obligation (20,160,363) 3,224,465
Accrued postemployment benefit obligation 37,575 79,419
Net cash provided (utilized) by operating activities 309,915 (20,953,350)
Cash Flows from Investing Activities
Proceeds from sales and maturities of investments 13,759,352 24,033,387
Purchase of investments (3,740,423) (223,595)
Proceeds from sales of assets 25,826 -
Purchase of property, plant and equipment (5,491,066) (1,846,278)
Net cash provided by investing activities 4,553,689 21,963,514
Cash Flows from Financing Activities
Contributions restricted for endowments and
acquisition of long-term assets 5,742,971 3,015,224
Net increase in cash and cash equivalents 10,606,575 4,025,388
Cash and cash equivalents at beginning of year 12,532,204 8,506,816
Cash and cash equivalents at end of year $ 23,138,779 $ 12,532,204

The accompanying notes are an integral part of these financial statements.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements
July 31, 2010 and 2009

1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to provide theological
education for individuals engaging in Christian ministry. The Seminary’s primary location is in Fort Worth, Texas.

The Seminary is supported by the Southern Baptist Convention (“SBC”) and is an integrated auxiliary of
that Convention. The Seminary is economically dependent on the SBC and others for financial support.

2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Seminary
Development Foundation (“Development”) and Southwestern Seminary Foundation (“Foundation”), Texas non-
profit corporations. Development was formed to aid the Seminary in realizing its religious educational
responsibility by acquiring and providing proper facilities and student housing to meet the needs of the Seminary.
Foundation was formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit
of and to further the purposes of the Seminary and to hold and manage the Seminary’s investment portfolio.
Development and Foundation are exempt from federal income tax under Section 501(c)(3) of the Internal Revenue
Code. In the event of dissolution of Development and Foundation, any assets which they may have shall vest in the
Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from the donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is received,
the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Revenue recognition - Contributions are recognized as revenues in the period when unconditional promises to give
are received. Conditional promises to give are not recognized until they become unconditional, that is when the
conditions on which they depend are substantially met. Contributions to be received after one year are discounted
at an appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An
allowance for uncollectible receivables is provided based upon management’s judgment including such factors as
prior collection history, type of contribution and nature of fund raising activity.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2010 and 2009

2 - Summary of Significant Accounting Policies (continued)

Recognition of Donor Restrictions (continued) - Income and investment gains and losses on endowment and similar
funds are reported as follows:
e as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;
e as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;
e aschanges in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - The Seminary receives substantial support in the form of donated services. Contributed services
are recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets or (b)
require specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by contribution. Contributed services that do not meet these criteria are not recognized as
revenue. No such amounts were recorded in the financial statements for the years ended July 30, 2009 and 2008.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Programs - Southwestern Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in
Scripture, globally minded, supportive of the local Seminary, encouraging of Godly character, pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission
through the execution of these major programs:

Instructional - providing a seminary education for postgraduate degrees in theology, evangelism and
missions, Seminary music, and educational ministries.

Institutional support - providing support for the general operations of the Seminary.

Student services - providing placement and employment services to Seminary students.

Institutional advancement - facilitating giving from alumni, corporations and friends of the Seminary.
Auxiliary enterprises - providing housing, dining, recreational and other services to Seminary students.

Cash Equivalents - For purposes of the Statement of Cash Flows, the Seminary considers all short-term
investments, with an original maturity of three months or less, to be cash equivalents.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2010 and 2009

2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and are stated
at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding beyond the
beginning of the semester are considered past due. The Seminary determines its allowance by considering a
number of factors, including the length of time student receivables are past due and the Seminary’s previous loss
history. The Seminary writes off accounts receivable when they become uncollectible, and payments subsequently
received on such receivables are credited to the allowance for doubtful accounts. Students whose accounts are not
current are not allowed to enroll in classes. Allowance for doubtful accounts for the years ended July 31, 2010 and
2009 was approximately $362,720 and $329,920, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value based on an exit price
model. The net realized and unrealized gains and losses of investments are reflected in the statement of activities.
Investments received by gift or bequest are recorded at fair value at the date of acquisition. If fair value is not
determinable at date of acquisition, assets received by gift or bequest are recorded at a nominal value until such
time as the fair value is determinable. Purchased investments or debt securities which are not marketable with
readily determinable fair values are carried at cost unless there has been an impairment of value considered to be
other than temporary.

Investments Held in Trust by Third Parties - The Seminary is the beneficiary of split-interest agreements which are
irrevocable charitable remainder trusts held by others and charitable gift annuities. At the dates these trusts are
established, assets and contribution revenues are recognized for the present value of the estimated future benefits to
be received when the trust assets are distributed. The receivables are adjusted during the term of the trusts for
changes in the value of assets, accretions of the discount and other changes in the estimates of future benefits which
are reflected in the statement of activities as a change in value of third-party trusts. Liabilities under split-interest
agreements are calculated based upon current actuarial assumptions using a discount rate of 3.8% to 10.6%.

The Seminary is also the beneficiary of certain perpetual trusts held and administered by others. The present values
of the estimated future cash receipts from the trusts (as measured by the fair value of the underlying investments at
the Seminary’s fiscal year end) are recognized as assets and contribution revenues at the dates the trusts are
established. Distributions from the trusts are recorded as endowment income and the carrying value of the assets is
adjusted for changes in the estimates of future receipts.

Property. Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500.
Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when incurred.
Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 3 - 10 years
Improvements other than buildings 10 years
Library books/microfilm 20 years

Impairment of Long-Lived Assets - Management evaluates its long-lived assets for financial impairment whenever
events or changes in circumstances indicate the carrying value of an asset may not be recoverable. An impairment
loss is recognized when the estimated undiscounted future cash flows from the assets are less than the carrying
value of the assets. Assets to be disposed of are reported at the lower of their carrying amount or fair value, less
cost to sell. Management is of the opinion that the carrying amount of its long-lived assets does not exceed their
estimated recoverable amount.
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Notes to Consolidated Financial Statements (Continued)
July 31, 2010 and 2009

2 - Summary of Significant Accounting Policies (continued)

Unconditional Promises to Give - The Seminary records unconditional promises to give when a promise to give is
communicated in writing with specific amounts and due dates for those donors with an established history of
giving. Unconditional promises are evaluated annually as to collectibility and reserves for doubtful promises are

provided for estimated uncollectible accounts. Unconditional promises are written off when determined to be
uncollectible.

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the statement of activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon the length
of service and other factors. The Seminary’s policy is to recognize the cost of compensated absences when earned
by employees.

3 - Unconditional Promises to Give

Unconditional promises to give at July 31, 2010 and 2009 are restricted for capital expenditures.
Scheduled maturities of unconditional promises to give are as follows:

2010 009
Less than one year $ 5935601 $ 3,992,660
One to five years 3.296.667 2.846.667
9,232,268 6,839,327
Less: unamortized discount at 4.0% (178.592) (381.163)
Net unconditional promises to give $ 9,053,676 $ 6,458,164

The Seminary evaluates the collectability of promises to give and no allowance for doubtful accounts was
considered necessary at July 31, 2010 or 2009.

4 - Fund-Raising Activities

Fund-raising expense for the years ended July 31, 2010 and 2009 was approximately $1,071,000 and
$1,321,000, respectively. These expenses are included in institutional advancement in the accompanying
consolidated statement of activities.
5 - Cooperative Program

The Seminary’s primary source of revenue is from the SBC. Churches giving through the cooperative

program contribute to the SBC, which passes funds to the Seminary and other institutions. The Seminary received
approximately $9,439,000 and $9,659,000 from the SBC for the years ended July 31, 2010 and 2009, respectively.
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Notes to Consolidated Financial Statements (Continued)
July 31, 2010 and 2009

6 - Investments

The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. Investments consist of the following:

2010 2009
Mutual funds § 1,733,922 $ -
Common stocks 27,676,337 35,449,460
Municipal bonds 1,069,040 2,587,620
U. S. Government obligations 7,219,465 9,933,565
Mortgage backed securities 5,806,814 -
Money market funds 4,716,135 26,489,222
Investments in partnerships 21,902,695 -
Oil and gas interests - 78,840
Cash and cash equivalents 183.907 1.050.434

70,308.315 75.589,141

The following schedule summarizes investment return for the years ended July 31:

2010 2009
Dividend and interest income $ 6,205,340 $ 4,773,259
Net realized gains (losses) on investments " (1,054,416) 1,829,722
Net unrealized gains (losses) on investments . 1,079,992 (23.069,061)

$ 6230916 $ (16.466.080)

Investment fees are netted against investment return.

7 - Property and Equipment

Property and equipment at July 31, 2010 and 2009 consist of the following:

2010 2009

Land $ 2,455,712 $ 2,455,712
Buildings 82,173,145 78,219,765
Equipment 13,375,335 12,899,181
Improvements other than buildings 5,425,540 5,425,039
Library books/microfilm 8.512.426 7,220,153

111,942,158 106,219,850
Less: accumulated depreciation (47.341.266) (44,576.302)
Total ' $ 64,600,892 $ 61,643,548

Buildings include construction in progress, most of which is for the new chapel, totaling $5,205,032 and
$1,571,696 at July 31, 2010 and 2009, respectively. Additional commitments remaining under construction
contracts total approximately $30,963,000.
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Notes to Consolidated Financial Statements (Continued)
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8 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
10% of the participant’s salary to the plan and also matches the participant’s contributions up to a maximum of 5%
of their salary. Beginning in January 2009, the Seminary temporarily suspended their contributions to their
retirement plan until January 2011 at which time they will restore plan to provide a 5% contribution excluding a
matching provision. The Seminary’s contribution for the years ended July 31, 2010 and 2009 was approximately $0
and $677,000, respectively.

Postretirement and Postemplovment Benefits

In years prior to 2010, the Seminary provided post employment and postretirement benefits to retired
employees although no formal plan existed. Effective August 1, 2010 the Seminary board of trustees voted to
discontinue payment of future postretirement obligations. Accordingly the postretirement liability of $20,160,363
is reflected as an extraordinary item in the Statement of Activities.

The Seminary continues to provide postemployment benefits to retired employees. The following table sets
forth the future obligations at July 31, 2010:

Accumulated benefit costs $ 354977
Employer contributions (benefits paid) § 26,587
Net periodic benefit cost $ 64,162
Discount rate assumed 5.25%

Because the Seminary paid benefits in the past, and intended to pay future benefits, the Seminary was
required to accrue the estimated cost of retiree benefits other than pensions during the employee’s service period,
and the estimated cost of benefits provided by an employer to former or inactive employees after employment but
before retirement. The following table sets forth the future obligations at July 31, 2009:

Accumulated benefit costs $ 20,477,765
Unrecognized prior service cost and gains or losses 5.515.246
Accrued benefit obligation $ 25993011
Amount recognized in the statement of financial

position as accrued benefit liability $ (20.477.765)
Employer contributions $ 755,096
Benefits paid $ 755.096
Net periodic benefit cost $ 1,874,594
Weighted average assumptions

Discount rate 6.25%

Expected long-term rate of return on plan assets N/A

Rate of compensation increase N/A
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9 - Net Assets

Unrestricted net assets at July 31, 2010 and 2009 consist of the following:

2010 2009
For current operations $ 1,764,044 $ 2,773,205
Designated for specific purposes 3,775,052 2,151,737
Endowment 16,574,183 15,964,209
Invested in property, plant and equipment 58,236,572 55,209,907
Unfunded postemployment benefits (354.977) (20.477.765)
Total § 79,994,874 $55.621,293
Temporarily restricted net assets consist of the following:
Capital projects $ 24,063,139 $ 19,227,844
Scholarships 5,662,109 4,963,983
Other 12.134.842 11,781,125
Total $ 41.860.090 $ 35972952
Permanently restricted net assets consist of the following:
Loan funds § 1,862,459 § 1,805,820
Annuity and life income funds 5,284,676 5,314,851
Endowment funds 83.377.106 85.307.157
Total $ 90,524 241 $ 92427.828

10 - Permanently Restricted Investments

The Seminary considers the following factors in making a determination to appropriate or accumulate
donor-restricted endowment funds: the duration and preservation of the fund, the purposes of the Seminary and the
donor-restricted endowment fund, general economic conditions, other resources of the Seminary, and the
investment policies of the Seminary.

The following is a summary of endowment assets at July 31:

2010 2009
Endowment funds (Investments) $ 60,488,171 $ 60,721,413
Investments held in trust by third parties:
Endowment funds 43,120,986 44,294,955
Annuity funds, net of liability 3.594.567 4.173.401

Endowment assets $107.203.724 $ 109,189,769
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2010 and 2009

10 - Permanently Restricted Investments (continued)

Endowment net assets as of July 31, 2010 are composed of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - 5 - $ 90,524,241 $ 90,524,241
Board-designated endowment funds 16,625,880 53,603 - 16,679.483
Total funds $16,625.880 3 53.603 $ 90,524,241 $107.203,724

The change in endowment net assets for the year ended July 31, 2010 is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $16.761.941 § 5.249.078 $87.178.750 $109.189.769
Investment income 5,106,453 1,040,164 84,298 6,230,915
Change in value of third-party trusts - - 2.196.239 2,196,239
Total investment income 5,106,453 1,040,164 2,280,537 8,427,154
Contributions - 1,064,954 1,064,954
Distributions (5.242.514) (6.235.639) - (11.475.153)
Net assets, end of period $16,625880 3 53.603 $90,524.241 $107.203.724

Endowment net assets as of July 31, 2009 are composed of the following:

Temporarily Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - § 5249,078 $ 87,178,750 $92,427.828
Board-designated endowment funds 16,761,941 - - 16,761,941

Total funds $16,761,941 § 5.249,078 $ 87,178,750 $109.189.769
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10 - Permanently Restricted Investments (continued)

The change in endowment net assets for the year ended July 31, 2009 is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $36,414,188 $ 1,156,136 $99.638.463 $135.647.038
Investment income 21,982 (36,706) (14,724)

Realized and unrealized gains (losses) (18,106,333) - - (18,106,333)
Change in value of third-party trusts - - (8.652.980) (8.652.980)
Total investment income (18,106,333) 21,982 (8,689,686) (26,774,037)

Reclassification (Note 17) - 5,249,078 ( 5,249,078) -
Contributions 16,235 2,572,879 1,479,051 4,067,765
Distributions - (3.750.997) - (3.,750.997)
Net assets, end of period $16,761,941 §$ 5.249.078 $ 87.178.750 $109,189,769

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in
the fund for perpetual duration.

Funds with Deficiencies -From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall below the level that the donor or UPMIFA requires the Seminary to retain as a fund of
perpetual duration. In accordance with GAAP, deficiencies of this nature are reported in unrestricted net assets and
amounted to $0 at July 31, 2010. These deficiencies resulted from unfavorable market fluctuations that occurred
shortly after the investment of new permanently restricted contributions and continued appropriation for certain
programs that was deemed prudent by the Seminary. The deficiencies for July 31, 2009 were $1,561,412.

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce results that exceed the price and yield results of the S&P 500, or
other recognized market indexes, while assuming moderate level of investment risk. The Seminary expects its
endowment funds, over time, to provide an average rate of return of approximately 8% annually. Actual returns in
any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.
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10 - Permanently Restricted Investments (continued)

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 12 quarter moving average of portfolio values, with a budgeting lead of seven months.
(That is, the moving average will be determined seven months before the fiscal year in which the funds are to be
spent.) In establishing this policy, the Seminary considers the long-term expected return on its endowment. This is
consistent with the Seminary’s objective to maintain the purchasing power of the endowment assets held in
perpetuity or for a specified term as well as to provide additional real growth through new gifts and investment
return. The Board of Trustees has the right to recommend against expenditure of earnings or gains in any given
year due to factors such as financial market conditions or poor investment performance.

11 - Financial Instruments

Fair value hierarchy is used to disclose the inputs to fair value measurement. This hierarchy prioritizes the
inputs into three broad levels as follows. Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities. Level 2 inputs are quoted prices for similar assets and liabilities in active markets or
inputs that are observable for the asset or liability, either directly or indirectly through market corroboration, for
substantially the full term of the financial instrument. Level 3 inputs are unobservable inputs based on the
Seminary’s assumptions used to measure assets and liabilities at fair value. A financial asset or liability’s
classification within the hierarchy is determined based on the lowest level input that is significant to the fair value
measurement.

Financial instruments by category lever at July 31, 2010 are as follows:

Fair Value Level 1 Level 2 Level 3

Investments

Endowment funds $ 60,488,172 $ 32,778,663 $ 5,806,814 $ 21,902,695

Other 9,820,143 9,820,143 - -
Investments Held in Trust by Third Parties

Endowment funds 43,120,986 33,569,212 - 9,551,774

Annuities 3.594,567 3.594.567 - -
Financial instruments $117.023.868 $ 79.762.,585 $ 5806814 $ 31454469

12 - Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and
cash equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
government, municipal, and corporate bonds, corporate stocks, and mutual funds. Management believes diversity
within the portfolio avoids significant concentration of credit risk with respect to these investments.
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13 - Lease Commitments
The Seminary has non-cancelable operating leases for copier services expiring October 2014. Lease

expenses were $274,000 and $359,000 for the years ended July 31, 2010 and 2009, respectively. The Seminary’s
future minimum lease payments under the lease agreements are as follows for the years ended July 31:

2011 $ 224,000
2012 216,000
2013 213,000
2014 75,000
Future minimum lease payments $ 728.000

14 - Accounting for Uncertain Tax Positions

The Seminary is exempt from taxes under Section 501(c)(3) of the Internal Revenue Code and is not
considered a private foundation. Generally accepted accounting principles (GAAP) provide detailed guidance for
the financial statement recognition, measurement and disclosure of uncertain tax positions recognized in an
enterprise’s financial statements. GAAP requires an entity to recognize the financial statement impact of a tax
position when it is more likely than not that the position will be sustained upon examination. The Seminary is
subject to unrelated business income tax on certain rental activities. The Seminary paid no taxes for unrelated
business income tax in 2009 or 2010. Management believes there are no such positions as of December 31, 2010
and, accordingly, no liability has been accrued. The tax years ending in 2008, 2009 and 2010 are open to both
federal and state examination.

15 - Split Interest Agreements

The Seminary has entered into several split interest agreements with donors whereby in exchange for the
gift from the donor the Seminary is obligated to provide an annuity to the donor or other designated beneficiaries
for a specific number of years. Liability under annuity contracts is recognized on the statement of financial position
for the estimated present value of expected future payments to income beneficiaries, and an annuity investment is
recorded at fair market value for the asset. The discount rates used in calculating the annuity obligation are those
provided in Internal Revenue Service guidelines.

Contributions revenues recognized under split interest agreements for the years ended 2010 and 2009,

respectively, were $0 and $100,000. The value of the split interest agreements decreased $35,175 for the year
ended 2010 and increased $4,359 for the year ended 2009.

16 - Subsequent Events

The Seminary has evaluated subsequent events through October 13, 2010, which is the date the financial
statements were available to be issued.
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17 - Correction of Classification Error in Prior Period and Change in Donor Restriction

Correction _of Classification Error - In a prior year a $4,149,392 contribution was received with the
restriction that it be held in perpetuity with a provision that the funds may be used for the erection of a building or
other educational purpose if the Board of Trustees so elects. As a result of the construction of the new chapel, legal
counsel reviewed the gift instrument and is of the opinion that this contribution qualifies for use in funding the
construction cost of the chapel. Since the contribution should have been classified as a temporarily restricted net
asset, it is reported as a correction of a classification error in a previously issued financial statement.

Redirected restriction - In other instances, the Seminary solicited permission from contributors to redirect
their restriction for permanent investment for various programs to use in constructing the chapel. Consequently
temporarily restricted net assets were increased by $1,099,686 with a corresponding decrease in permanently
restricted net assets as follows:

Temporarily Permanently
Restricted Restricted
Net assets as previously reported $ 35,972,952 $ 92,427,828
Redirected restriction 1,099,686 (1,099,686)
Correction of classification error 4,149.392 (4.149.392)

Net assets as corrected $ 41,222,030 $ 87.178,750
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INDEPENDENT AUDITORS' REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated statements of financial position of Southwestern
Baptist Theological Seminary (the “Seminary”) (a Texas not-for-profit corporation) as of July 31, 2011
and 2010, and the related consolidated statements of activities and cash flows for the years then ended.
These financial statements are the responsibility of the Seminary's management. Our responsibility is to
express an opinion on these financial statements based on our audit. The prior year’s summarized
comparative information has been derived from the Seminary’s 2010 financial statements and, in our
report dated October 13, 2010, we expressed an unqualified opinion on those financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31, 2011
and 2010, and the changes in its net assets and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

October 13, 2011

3030 Matlock Road, Suite 201  Arlington, TX 76015 ¢ www.ratliffcpas.com
(817) 795-5046 + (Mertro) (817) 461-9164 + Fax (817) 795-5516
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statement of Financial Position
July 31,2011 and 2010
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Temporarily Permanently 2011 2010
ASSETS Unrestricted Restricted Restricted Total Total
Cash and cash equivalents h) 12,256,259 $ 4,996,303 $ - $ 17,252,562 $ 23,138,779
Accounts receivable, net 710,133 33,960 156,861 900,954 977,016
Unconditional promises to give, net - 3,539,099 277,509 3,816,608 9,053,676
Other assets 570,022 - - 570,022 595,312
Investments
Endowment funds 12,225,496 - 43,940,646 56,166,142 60,488,171
Other 3,446,249 3,590,443 - 7,036,692 9,820,143
15,671,745 3,590,443 43,940,646 63,202,834 70,308,314
Investments held in trust by third parties .
Endowment funds - - 47,973,711 47,973,711 43,120,986
Annuity funds - - 13,361,563 13,361,563 12,627,376
- 61,335,274 61,335,274 55,748,362
Due from (to) other funds (2,548,063) 432,753 2,115,310 - -
Property, plant and equipment, net 79,670,259 7,798,246 - 87,468,505 64,600,892
Total assets $ 106,330,355 $ 20,390,804 $ 107,825,600 $ 234,546,759 $ 224,422,351
LIABILITIES AND NET ASSETS
Accounts payable h) 3,357,156 b - b - b 3,357,156 $ 1,586,936
Accrued salaries and benefits 365,965 - - 365,965 134,458
Deposits and agency funds ' 164,446 - - 164,446 206,803
Deferred income 355,876 - - 355,876 727,162
Liability under annuity contracts - - 9,445,726 9,445,726 9,032,809
Accrued postemployment benefit obligation 400,706 - - 400,706 354,977
Total liabilities 4,644,149 - 9,445,726 14,089,875 12,043,145
Total net assets 101,686,206 20,390,804 98,379,874 220,456,884 212,379,206
Total liabilities and net assets $ 106,330,355 $ 20,390,804 $ 107,825,600 $ 234,546,759 $ 224,422,351

The accompanying notes are an integral part of these finuncial statements.



Revenues and other additions
Tuition and fees

Scholarships and fellowships

Gifts
Cooperative program

Student aid

Endowment

Other
Investment return

Auxiliary enterprises

Change in value of third-party trusts

Other

Net assets released from restriction

Expenses and other deductions
Instructional

Institutional support
Student services
Institutional advancement
Auxiliary enterprises

Total operating expenses
Excess revenue over expenses

Extraordinary item

Gain from change in accounting for

Change in net assets
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statements of Activities
For the Years Ended July 31, 2011 and 2010

Page 3 ;

Temporarily Permanently 2011 2010
Unrestricted Restricted Restricted Total Total

$ 10,636,761 $ - b - $ 10,636,761 $ 10,313,372
(3,349,920) - - (3,349,920) (3,058,172)

9,272,738 - - 9,272,738 9,439,145

- 2,123,710 - 2,123,710 2,087,414

- - 2,308,796 2,308,796 1,064,954

1,176,834 2,968,596 - 4,145,430 7,030,641

5,726,108 1,798,816 48,644 7,573,568 6,230,914

5,967,804 - - 5,967,804 6,706,973

- - 5,498,193 5,498,193 2,196,239

1,737,113 24,921 - 1,762,034 1,936,486

28,385,329 (28,385,329) - - -

59,552,767 (21,469,286) 7,855,633 45,939,114 43,947,966

21,568,526 - - 21,568,526 18,786,979

6,843,463 - - 6,843,463 6,772,157

1,240,871 - - 1,240,871 1,167,457

2,532,473 - - 2,532,473 2,225,137

5,676,103 - - 5,676,103 6,799,466

37,861,436 - - 37,861,436 35,751,196

21,691,331 (21,469,286) 7,855,633 8,077,678 8,196,770

post retirement benefits (see note) - - - - 20,160,363

21,691,331 (21,469,286) 7,855,633 8,077,678 28,357,133

79,994,875 41,860,090 90,524,241 212,379,206 184,022,073

Net assets at beginning of the year

Net assets at end of the year

$ 101,686,206 $ 20,390,804 $ 98,379,874 $ 220,456,884

$ 212,379,206

The accompanving noles are an integral part of these financiul statements.



SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Consolidated Statements of Cash Flows

For the Years Ended July 31, 2011 and 2010

Cash Flows from Operating Activities
Change in Net Assets 3
Adjustments to reconcile increase in net assets
to net cash provided (utilized) by operating activities
Depreciation
Contributions restricted for endowment and acquisition
of long-term assets
Net realized and unrealized losses (gains) on investments
Investment income
Gain on sales of assets
Change in value of third party trusts
Loss on retirement of assets
Decrease (increase) in operating assets:
Receivables
Unconditional promises to give
Other assets
Increase (decrease) in operating liabilities:
Accounts payable
Other accrued liabilities
Deferred income
Annuity liability
Accrued postretirement benefit obligation
Accrued postemployment benefit obligation

Page 4

Net cash provided (utilized) by operating activities

Cash Flows from Investing Activities

Proceeds from sales and maturities of investments
Purchase of investments

Proceeds from sales of assets

Investment in construction in progress

Purchase of property, plant and equipment

Net cash provided (utilized) by investing activities

Cash Flows from Financing Activities
Contributions restricted for endowments and
acquisition of long-term assets

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year $

2011 2010
8,077,678 $ 28,357,133
2,450,088 2,524,994

(3,270,584) (5,742,971)
(4,257,102) (25,574)
(3,316,466) (6,205,340)
71,726 (17,098)
(5,498,193) (2,196,239)
399,991 ;
76,062 333,814
5,237,068 (2,595,512)
25.290 (180,624)
1,770,220 1,015,564
189,150 (85,617)
(371,286) (191,681)
412,917 1,049,376
- (20,160,363)
45,729 37,575
2,042,288 (4,082,563)
58,546,876 18,151,830
(43,956,547) (3,740,423)
7,271 25,826
(20,450,481) _
(5,346,208) (5,491,066)

(11,199,089) 8,946,167

3,270,584 5,742,971
(5,886,217) 10,606,575
23,138,779 12,532,204
17,252,562 $ 23,138,779

The accompanying notes are an integral part of these financial statements.
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1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to assist the churches of the
Southern Baptist Convention by the biblical education of God-called men and women for their respective
ministries, which fulfill the Great Commission and glorify God. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the Southern Baptist Convention (“SBC”) and is an integrated auxiliary of
that Convention. The Seminary is economically dependent on the SBC and others for financial support.
2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows: :

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Seminary
Development Foundation (“Development”) and Southwestern Seminary Foundation (“Foundation™), Texas non-
profit corporations. Development was formed to aid the Seminary in realizing its religious educational
responsibility by acquiring and providing proper facilities and student housing to meet the needs of the Seminary.
Foundation was formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit
of and to further the purposes of the Seminary and to hold and manage the Seminary’s investment portfolio. The
Foundation’s fiscal year end is June 30, 2011 and is consolidated as of that date. Development and Foundation are
exempt from federal income tax under Section 501(c)(3) of the Internal Revenue Code. In the event of dissolution
of Development and Foundation, any assets which they may have shall vest in the Seminary. All significant
intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from the donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is received,
the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Revenue recognition - Contributions are recognized as revenues in the period when unconditional promises to give
are received. Conditional promises to give are not recognized until they become unconditional, that is when the
conditions on which they depend are substantially met. Contributions to be received after one year are discounted
at an appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An




Page 6
SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
~ July 31, 2011 and 2010

2 - Summary of Significant Accounting Policies (continued)
Recognition of Donor Restrictions (continued) - allowance for uncollectible receivables is provided based upon

management’s judgment including such factors as prior collection history, type of contribution and nature of fund
raising activity.

Income and investment gains and losses on endowment and similar funds are reported as follows:
e as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;
e as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;
¢ as changes in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - The Seminary receives substantial support in the form of donated services. Contributed services
are recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets or (b)
require specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by contribution. Contributed services that do not meet these criteria are not recognized as
revenue. No such amounts were recorded in the financial statements for the years ended July 30, 2011 and 2010.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Programs - Southwestern Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in
Scripture, globally minded, supportive of the local Seminary, encouraging of Godly character, pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission
through the execution of these major programs:

Instructional - providing a seminary education for postgraduate degrees in theology, evangelism and
missions, Seminary music, and educational ministries.

Institutional support - providing support for the general operations of the Seminary.

Student services - providing placement and employment services to Seminary students.

Institutional advancement - facilitating giving from alumni, corporations and friends of the Seminary.
Auxiliary enterprises - providing housing, dining, recreational and other services to Seminary students.

Cash Equivalents - For purposes of the Statement of Cash Flows, the Seminary considers all short-term
investments, with an original maturity of three months or less, to be cash equivalents.
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2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of the semester and are stated
at amounts due from students net of an allowance for doubtful accounts. Accounts outstanding beyond the
beginning of the semester are considered past due. The Seminary determines its allowance by considering a
number of factors, including the length of time student receivables are past due and the Seminary’s previous loss
history. The Seminary writes off accounts receivable when they become uncollectible, and payments subsequently
received on such receivables are credited to the allowance for doubtful accounts. Students whose accounts are not
current are not allowed to enroll in classes. Allowance for doubtful accounts for the years ended July 31, 2011 and
2010 was $398,679 and $362,720, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value based on an exit price
model. The net realized and unrealized gains and losses of investments are reflected in the statement of activities.
Investments received by gift or bequest are recorded at fair value at the date of acquisition. If fair value is not
determinable at date of acquisition, assets received by gift or bequest are recorded at a nominal value until such
time as the fair value is determinable. Purchased investments or debt securities which are not marketable with
readily determinable fair values are carried at cost unless there has been an impairment of value considered to be
other than temporary.

Investments Held in Trust by Third Parties - The Seminary is the beneficiary of split-interest agreements which are
irrevocable charitable remainder trusts held by others and charitable gift annuities. At the dates these trusts are
established, assets and contribution revenues are recognized for the present value of the estimated future benefits to
be received when the trust assets are distributed. The receivables are adjusted during the term of the trusts for
changes in the value of assets, accretions of the discount and other changes in the estimates of future benefits which
are reflected in the statement of activities as a change in value of third-party trusts. Liabilities under split-interest
agreements are calculated based upon current actuarial assumptions using a discount rate of 3.8% to 10.6%.

The Seminary is also the beneficiary of certain perpetual trusts held and administered by others. The present values
of the estimated future cash receipts from the trusts (as measured by the fair value of the underlying investments at
the Seminary’s fiscal year end) are recognized as assets and contribution revenues at the dates the trusts are
established. Distributions from the trusts are recorded as endowment income and the carrying value of the assets is
adjusted for changes in the estimates of future receipts.

Property. Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500.
Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when incurred.
Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 3 -10 years
Improvements other than buildings 10 years
Library books/microfilm 20 years

Impairment of Long-Lived Assets - Management evaluates its long-lived assets for financial impairment whenever
events or changes in circumstances indicate the carrying value of an asset may not be recoverable. An impairment
loss is recognized when the estimated undiscounted future cash flows from the assets are less than the carrying
value of the assets. Assets to be disposed of are reported at the lower of their carrying amount or fair value, less
cost to sell. Management is of the opinion that the carrying amount of its long-lived assets does not exceed their
estimated recoverable amount.
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2 - Summary of Significant Accounting Policies (continued)

Unconditional Promises to Give - The Seminary records unconditional promises to give when a promise to give is
communicated in writing with specific amounts and due dates for those donors with an established history of
giving. Unconditional promises are evaluated annually as to collectibility and reserves for doubtful promises are
provided for estimated uncollectible accounts. Unconditional promises are written off when determined to be
uncollectible.

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the statement of activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon the length
of service and other factors. Compensated absences for vacation leave have not been accrued since they cannot be
reasonably estimated. The Seminary’s policy is to recognize these costs when actually paid.

3 - Unconditional Promises to Give

Unconditional promises to give at July 31, 2011 and 2010 are restricted for capital expenditures.
Scheduled maturities of unconditional promises to give are as follows:

2011 2010
Less than one year $ 3284081 § 5935601
One to five years 600,000 3.296.667
3,884,081 9,232,268
Less: unamortized discount at 4.0% (67.473) (178.592)
Net unconditional promises to give $ 3.816,608 3 9,053,676

The Seminary evaluates the collectability of promises to give and no allowance for doubtful accounts was
considered necessary at July 31, 2011 or 2010.

4 - Fund-Raising Activities

Fund-raising expense for the years ended July 31, 2011 and 2010 was $1,290,473 and $1,070,888,
respectively. These expenses are included in institutional advancement in the accompanying consolidated
statement of activities.

5 - Cooperative Program
The Seminary’s primary source of revenue is from the SBC. Churches giving through the cooperative

program contribute to the SBC, which passes funds to the Seminary and other institutions. The Seminary received
$9,272,738 and $9,439,145 from the SBC for the years ended July 31, 2011 and 2010, respectively.
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6 - Investments

The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. Investments consist of the following:

2011 2010
Mutual funds $ 14,324,792 $ 1,733,922
Common stocks 27,344,645 27,676,337
Closed-end funds 227,824 -
Municipal bonds - 1,069,040
U. S. Government obligations - 7,219,465
Mortgage backed securities - 5,806,814
Money market funds - 4,716,135
Investments in partnerships 21,054,810 21,902,695
Cash and cash equivalents 250,763 183.907

$ 63.202.834 70,308,315

Investments in partnerships is comprised of interests in certain limited partnerships and limited liability
corporations and is carried at fair value as provided by the investment managers. The amounts realized upon
disposition of these investments may differ from the value reflected in the financial statements and the differences
could be material. Certain of the investment in partnerships are restricted as to resale and may require advance
noticed for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment
activities of the underlying vehicles of the partnerships, including market, credit, and currency risk. The
Seminary’s risk of loss as of July 31, 2011, in any of its investment partnerships is limited to the value of the
investment at July 31, 2011.

The following schedule summarizes investment return for the years ended July 31:

2011 2010
Dividend and interest income $ 3,316,466 $ 6,205,340
Net realized gains (losses) on investments 3,252,809 (1,054,416)
Net unrealized gains (losses) on investments 1,004,293 1.079.992

$ 7,573,568 $ 6230916

Investment fees are netted against dividend and interest income.
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July 31,2011 and 2010

7 - Property and Equipment

Property and equipment at July 31, 2011 and 2010 consist of the following:

2011 010

Land $ 2,635,079 $ 2,455,712
Buildings 102,159,310 82,173,145
Equipment 13,457,787 13,375,335
Improvements other than buildings 5,467,985 5,425,040
Library books/microfilm 13.302.289 8.512.426

137,022,450 111,942,158
Less: accumulated depreciation (49.553,945) (47.341,266)
Total $ 87.468.505 $ 64,600,892

Buildings include construction in progress for the new chapel and student housing facilities, totaling
$25,255,530 and $5,205,032 at July 31, 2011 and 2010, respectively. Additional commitments remaining under
construction contracts total approximately $29,000,000.

8 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes
5% of the participant’s salary to the plan with no match of participant’s contributions. Beginning in January 2009,
the Seminary temporarily suspended contributions to the retirement plan until January 2011 at which time
contributions were restored to 5% of base salary. The Seminary’s contribution for the years ended July 31, 2011
and 2010 was $374,549 and $0, respectively.

Postretirement and Postemployvment Benefits

In years prior to 2010, the Seminary provided post employment and postretirement benefits to retired
employees although no formal plan existed. Effective August 1, 2010 the Seminary board of trustees voted to
discontinue payment of future postretirement obligations. Accordingly the postretirement liability of $20,160,363
is reflected as an extraordinary item in the 2010 Statement of Activities.

The Seminary continues to provide postemployment benefits to retired employees. The following table sets
forth the future obligations at July 31:

011 010
Accumulated benefit costs $ 400,706 $§ 354977
Employer contributions (benefits paid) $ 47,729 § 26,587
Net periodic benefit cost A 88,348 3 64,163

Discount rate assumed 4.00% 5.25%
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Notes to Consolidated Financial Statements (Continued)
July 31,2011 and 2010

9 - Net Assets

Unrestricted net assets at July 31, 2011 and 2010 consist of the following:

2011 010
For current operations $ 1,573,112 $§ 1,764,044
Designated for specific purposes 2,977,547 3,775,052
Endowment 17,865,994 16,574,183
Invested in property, plant and equipment 79,670,259 58,236,572
Unfunded postemployment benefits (400.706) (354.977)
Total $101.686.206 $ 79.994.874
Temporarily restricted net assets consist of the following:
Capital projects $ 5,247,840 $ 24,063,139
Scholarships 6,013,601 5,662,109
Other 9,129.363 12,134,842
Total $§ 20,390,804 $ 41,860,090
Permanently restricted net assets consist of the following:
Loan funds $ 1,961,140 $ 1,862,459
Annuity and life income funds 3,380,087 5,284,676
Endowment funds 93.038.647 83.377.106
Total $ 98.379.874 $ 90,524,241

10 - Endowment Investments

The Seminary considers the following factors in making a determination to appropriate or accumulate
donor-restricted endowment funds: the duration and preservation of the fund, the purposes of the Seminary and the
donor-restricted endowment fund, general economic conditions, other resources of the Seminary, and the
investment policies of the Seminary.

The following is a summary of endowment assets at July 31:

2011 2010
Endowment funds (Investments) $ 56,166,142 § 60,488,171
Investments held in trust by third parties:
Endowment funds 47,973,711 43,120,986
Annuity contracts 13,361,563 12,627,376
Annuity liability (9,445.726) (9,032,809
Annuities, net 3.915.837 3.594.567

Endowment assets $108.055.690 $ 107,203,724
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10 - Endowment Investments (continued)

Endowment net assets as of July 31, 2011 are composed of the following:

Page 12

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - 3 - $95,830,194 $ 95,830,194
Board-designated endowment funds 12,225,496 - - 12,225,496
Net Assets $ 12225496 $ - $95.830,194  $108,055.690
The change in endowment net assets for the year ended July 31, 2011 is as follows:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $16376.014 3 - $90.827.710 $107.203.724
Investment income 5,726,108 1,798,816 48,644 7,573,568
Change in value of third-party trusts - - 5.498.193 5.498.193
Total investment income 5,726,108 1,798,816 5,546,837 13,071,761
Transfers 2,853,149 - (2,853,149) -
Contributions - - 2,308,796 2,308,796
Distributions (12.729.775) (1.798.816) - (14,528.591)
Net assets, end of period $ 12225496 § - $95,830,194 $108.,055.690
Endowment net assets as of July 31, 2010 are composed of the following;
Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - 3 - $ 90,827,710 $ 90,827,710
Board-designated endowment funds 16.376.014 - - 16.376.014
Net Assets $16376,014 3 - $90.827.710 $107.203,724




Page 13
SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Notes to Consolidated Financial Statements (Continued)
July 31, 2011 and 2010

10 - Endowment Investments (continued)

The change in endowment net assets for the year ended July 31, 2010 is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $16,761.941 $ 5.249.078 $ 87,178,750 $109.189.769
Investment income 5,106,453 1,040,164 84,298 6,230,915
Change in value of third-party trusts - - 2,196,239 2,196,239
Total investment income 5,106,453 1,040,164 2,280,537 8,427,154
Transfers (249,866) (53,603) 303,469 -
Contributions - 1,064,954 1,064,954
Distributions (5.242.514) (6.235.639) - (11,475,153)
Net assets, end of period $ 16,376,014 ) - $90.827.710 $107,203,724

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in
the fund for perpetual duration.

Funds with Deficiencies -From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall below the level that the donor or UPMIFA requires the Seminary to retain as a fund of
perpetual duration. In accordance with GAAP, deficiencies of this nature are reported in unrestricted net assets.
There were no funds with deficiencies for the years ended July 31, 2011 and 2010. These deficiencies resulted
from unfavorable market fluctuations that occurred shortly after the investment of new permanently restricted
contributions and continued appropriation for certain programs that was deemed prudent by the Seminary.

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as

" board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are

invested in a manner that is intended to produce results that exceed the price and yield results of the S&P 500, or
other recognized market indexes, while assuming moderate level of investment risk. The Seminary expects its
endowment funds, over time, to provide an average rate of return of approximately 8% annually. Actual returns in
any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.
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Notes to Consolidated Financial Statements (Continued)
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10 - Endowment Investments (continued)

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values, with a budgeting lead of seven months.
(That is, the moving average will be determined seven months before the fiscal year in which the funds are to be
spent.) In establishing this policy, the Seminary considers the long-term expected return on its endowment. This is
consistent with the Seminary’s objective to maintain the purchasing power of the endowment assets held in
perpetuity or for a specified term as well as to provide additional real growth through new gifts and investment
return. The Board of Trustees has the right to recommend against expenditure of earnings or gains in any given
year due to factors such as financial market conditions or poor investment performance.

11 - Financial Instruments

Fair value hierarchy is used to disclose the inputs to fair value measurement. This hierarchy prioritizes the
inputs into three broad levels as follows. Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities. Level 2 inputs are quoted prices for similar assets and liabilities in active markets or
inputs that are observable for the asset or liability, either directly or indirectly through market corroboration, for
substantially the full term of the financial instrument. Level 3 inputs are unobservable inputs based on the
Seminary’s assumptions used to measure assets and liabilities at fair value. A financial asset or liability’s
classification within the hierarchy is determined based on the lowest level input that is significant to the fair value
measurement.

Financial instruments by category level at July 31, 2011 are as follows:

Fair Value Level 1 Level 2 Level 3

Investments

Endowment funds $ 56,166,142 § 35,111,332 $ - $ 21,054,810

Other 7,036,692 7,036,692 - -
Investments Held in Trust by Third Parties

Endowment funds 47973,711 47,973,711 - -

Annuities, net 3.915.837 3,915,837 - -
Financial instruments $115.092.382 $ 94,037,572 $ - $ 21,054,810

Financial instruments by category level at July 31, 2010 are as follows:

Fair Value Level 1 Level 2 Level 3
Investments
Endowment funds $ 60,488,172 $ 32,778,663 $ 5,806,814 $ 21,902,695
Other 9,820,143 9,820,143 - -
Investments Held in Trust by Third Parties
Endowment funds 43,120,986 43,120,986 - -
Annuities, net 3.594.,567 3.594.567 - -

Financial instruments $117,023.868 § 89,314,359 $§ 5806814 § 21,902,695




Page 15
SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31, 2011 and 2010

11 - Financial Instruments (continued)

The fair values for investment in partnerships have been estimated using the net asset value per share of the
investments as provided by the fund managers. The change in value of level 3 inputs, which are measured at fair
value on a reoccurring basis using significant unobservable inputs, are as follows:

— Balance at July 31, 2009 $ -
Purchases 21,600,000
Change in estimated fair value — 302,695

a Balance at July 31, 2010 $ 21,902,695

rrrrrr Redemptions (2,104,423)
Change in estimated fair value 1.256.810
Balance at July 31, 2011 $ 21.054.810

- 12 - Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and

— cash equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and

periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk

of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in

common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.

13 - Lease Commitments
The Seminary has non-cancelable operating leases for copier services expiring October 2014. Lease

expenses were $259,380 and $274,000 for the years ended July 31, 2011 and 2010, respectively. The Seminary’s
future minimum lease payments under the lease agreements are as follows for the years ended July 31:

2012 $ 244,640
2013 ’ 226,630
2014 79,357
— 2015 15,664
2016 7.459

Future minimum lease payments $ 573,750
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14 - Accounting for Uncertain Tax Positions

The Seminary is exempt from taxes under Section 501(c)(3) of the Internal Revenue Code and is not
considered a private foundation. Generally accepted accounting principles (GAAP) provide detailed guidance for
the financial statement recognition, measurement and disclosure of uncertain tax positions recognized in an
enterprise’s financial statements. GAAP requires an entity to recognize the financial statement impact of a tax
position when it is more likely than not that the position will be sustained upon examination. The Seminary is
subject to unrelated business income tax on certain rental activities. The Seminary paid no taxes for unrelated
business income tax in 2011 or 2010. Management believes there are no such positions as of December 31, 2011
and, accordingly, no liability has been accrued. The tax years ending in 2009, 2010 and 2011 are open to both
federal and state examination.

15 - Split Interest Agreements

The Seminary has entered into several split interest agreements with donors whereby in exchange for the
gift from the donor the Seminary is obligated to provide an annuity to the donor or other designated beneficiaries
for a specific number of years. Liability under annuity contracts is recognized on the statement of financial position
for the estimated present value of expected future payments to income beneficiaries, and an annuity investment is
recorded at fair market value for the asset. The discount rates used in calculating the annuity obligation are those
provided in Internal Revenue Service guidelines.

16 - Subsequent Events

The Seminary has evaluated subsequent events through October 13, 2011, which is the date the financial
statements were available to be issued.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated statements of financial position of Southwestern
Baptist Theological Seminary (the “Seminary™) (a Texas not-for-profit corporation) as of July 31, 2012
and the related consolidated statements of activities and cash flows for the year then ended. These
financial statements are the responsibility of the Seminary's management. Our responsibility is to express
an opinion on these financial statements based on our audit. The prior year’s summarized comparative
information has been derived from the Seminary’s 2011 financial statements and, in our report dated
October 13, 2011, we expressed an unqualified opinion on those financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31, 2012
and the changes in its net assets and its cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

Radtfy ¢ fnaveiads, ['C

October 5, 2012

3030 Matlock Road, Suite 201 ¢ Arlington, TX 76015 ¢ www.ratliffcpas.com
(817) 795-5046 « (Metro) (817) 461-9164 = Fax (817) 795-5516
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ASSETS

Cash and cash equivalents
Accounts receivable, net
Unconditional promises to give, net
Other assets
Investments

Endowment funds

Other
Split-interest funds

Due from (to) other funds

Property, plant and equipment, net

Total assets

LIABILITIES AND NET ASSETS
Accounts payable
Accrued salaries and benefits
Deposits and agency funds
Deferred income
Notes payable
Liability under annuity contracts
Accrued postretirement benefit obligation
Accrued postemployment benefit obligation
Total liabilities

Net Assets
Unrestricted

Temporarily restricted
Permanently restricted
Total net assets

Total liabilities and net assets

T R

i

Consolidated Statement of Financial Position

i
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July 31, 2012 and 2011

Temporarily Permanently 2012 2011

Unrestricted Restricted Restricted Total Total
$ 3,133,247 $ 1,610,793 ) - ) 4,744,040 § 17,252,562
325,857 33,960 87,027 446,844 900,954
- 384,219 188,609 572,828 3,816,608
3,097,241 - - 3,097,241 570,022
13,646,275 - 87,621,893 101,268,168 104,139,853
5,377,684 3,911,629 - 9,289,313 7,036,692
- - 12,443,169 12,443,169 13,361,563
16,023,959 3,911,629 100,065,062 123,000,650 124,538,108
(14,539,929) 7,928,217 6,611,712 - -
102,740,501 - - 102,740,501 87,468,505
$ 113,780,876 $ 13,868,818 $ 106,952,410 $ 234,602,104 $ 234,546,759
$ 2,650,755 $ - $ - ) 2,650,755 § 3,357,156
541,993 - - 541,993 365,965
153,190 - - 153,190 164,446
503,780 - - 503,780 355,876
6,236,701 - - 6,236,701 -
- - 9,545,716 9,545,716 9,445,726
940,640 - - 940,640 811,444
342,016 - - 342,016 400,706
11,369,075 - 9,545,716 20,914,791 14,901,319
102,411,801 102,411,801 100,874,762
13,868,818 13,868,818 20,390,804
97,406,694 97,406,694 98,379,874
102,411,801 13,868,818 97,406,694 213,687,313 219,645,440
$ 113,780,876 $ 13,868,818 $ 106,952,410 $ 234,602,104 $ 234,546,759

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



Revenues and other additions

Tuition and fees
Scholarships and fellowships

Gifts
Cooperative program

Student aid
Endowment
Other

Change in value of investments

I |
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Consolidated Statements of Activities
For the Years Ended July 31, 2012 and 2011

Change in value of split interest funds -

Auxiliary enterprises
Other

Net assets released from restriction

Expenses and other deductions

Instructional
Institutional support
Student services
Plant operations
Auxiliary enterprises

Total operating expenses

Change in net assets
Net assets at beginning of the year

Net assets at end of the year
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Temporarily Permanently 2012 2011

Unrestricted Restricted Restricted Total Total
$ 10,507,752 $ - h - $ 10,507,752 $ 10,636,761
(3,663,820) - - (3,663,820) (3,349,920)
9,391,679 - - 9,391,679 9,272,738
- 2,456,862 - 2,456,862 2,123,710
- - 1,452,332 1,452,332 2,308,796
714,322 1,196,854 - 1,911,176 4,145,430
1,360,001 3,629,774 (2,325,522) 2,664,253 7,573,568
- (99,990) (99,990) 5,498,193
8,209,097 - - 8,209,097 5,967,804
883,010 - - 883,010 1,762,034
13,805,476 (13,805,476) - - -
41,207,517 (6,521,986) (973,180) 33,712,351 45,939,114
16,374,619 - - 16,374,619 16,488,997
8,724,147 - - 8,724,147 8,932,259
1,087,864 - - 1,087,864 1,120,033
4,484,490 - - 4,484,490 5,342,218
8,999,358 - - 8,999,358 5,977,929
39,670,478 - - 39,670,478 37,861,436
1,537,039 (6,521,986) (973,180) (5,958,127) 8,077,678
100,874,762 20,390,804 98,379,874 219,645,440 211,567,762
$ 102,411,801 $ 13,868,818 $ 97,406,694 $ 213,687,313 $ 219,645,440

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Cash Flows

For the Years Ended July 31, 2012 and 2011

Cash Flows from Operating Activities
Change in Net Assets 3
Adjustments to reconcile change in net assets
to net cash provided (utilized) by operating activities

Depreciation
Contributions restricted for endowment and acquisition
of long-term assets
Non-cash contributions
Change in value of swap liability
Net realized and unrealized losses (gains) on investments
Investment income
Loss (gain) on retirement of assets
Change in value of split-interest funds
Decrease (increase) in operating assets:
Receivables
Unconditional promises to give
Other assets
Increase (decrease) in operating liabilities:
Accounts payable
Other accrued liabilities
Deferred income
Annuity liability
Accrued postretirement benefit obligation
Accrued postemployment benefit obligation
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Net cash provided (utilized) by operating activities

Cash Flows from Investing Activities
Proceeds from sales and maturities of investments
Purchase of investments
Investment in loan closing costs
Proceeds from sales of assets
Investment in construction in progress
Purchase of property, plant and equipment

Net cash utilized by investing activities

Cash Flows from Financing Activities
Proceeds from bond issue
Contributions restricted for endowments and
acquisition of long-term assets

Net cash provided by financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year 3

201 2011
(5,958,127) 8,077,678
2,806,512 2,450,088
(2,348,888) (3,270,584)
(1,164,497) §
936,607 -
4,531,401 (4,257,102)
(988,240) (3,316,466)
(554,250) 471,717
99,990 (5,498,193)
454,110 76,062
3,243,780 5,237,068
(2.285.935) 25.290
(706,401) 1,770,220
164,772 189,150
147,904 (371,286)
- 412,917
129,196 -
(58,690) 45,729
(1,550,756) 2,042,288
22,431,465 58,546,876
(23,272,671) (43,956,547)
(241,284) -
- 7,271
(16,035,569) (20,450,481)
(1,488.,689) (5,346,208)
(18,606,748) (11,199,089)
5,300,094 -
2,348,888 3,270,584
7,648,982 3,270,584
(12,508,522) (5,886,217)
17,252,562 23,138,779
4,744,040 $ 17,252,562

The accompanying notes are an integral part of these financial statements.
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1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to assist the churches of the
Southern Baptist Convention (“SBC”) by the biblical education of God-called men and women for their respective
ministries, which fulfill the Great Commission and glorify God. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the SBC and is an integrated auxiliary of that Convention. The Seminary is
economically dependent on the SBC and others for financial support.

2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Seminary
Development Foundation (“Development™) and Southwestern Seminary Foundation (“Foundation”), Texas non-
profit corporations. Development was formed to aid the Seminary in realizing its religious educational
responsibility by acquiring and providing proper facilities and student housing to meet the needs of the Seminary.
Foundation was formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit
of and to further the purposes of the Seminary and to hold and manage the Seminary’s investment portfolio. The
Foundation’s fiscal year end is June 30, 2012 and is consolidated as of that date. Development and Foundation are
exempt from federal income tax under Section 501(c)(3) of the Internal Revenue Code. In the event of dissolution
of either Development or Foundation, all respective assets they have shall inure to the Seminary. All significant
intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from the donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is received,
the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Revenue recognition - Contributions are recognized as revenues in the period when unconditional promises to give
are received. Conditional promises to give are not recognized until they become unconditional, that is when the
conditions on which they depend are substantially met. Contributions to be received after one year are discounted
at an appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An
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2 - Summary of Significant Accounting Policies (continued)

Revenue recognition (continued)

allowance for uncollectible receivables is provided based upon management’s judgment including such factors as
prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:
* as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;
e as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;
e aschanges in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services — Occasionally, the Seminary receives support in the form of donated services. Those services
are recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets or (b)
require specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by contribution. Contributed services that do not meet these criteria are not recognized as
revenue. No such amounts were recorded in the financial statements for the years ended July 30, 2012 and 2011.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Programs - Southwestern Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in
Scripture, globally minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission
through the execution of these major programs:

Instructional - providing a biblically-based education for both undergraduate and postgraduate degrees in
theology, evangelism and missions, church and family ministries, and church music

Institutional support - providing support for the general operations

Student services - providing placement and employment services to students

Plant operations - providing for the maintenance and care of facilities, grounds, and equipment
Auxiliary enterprises - providing housing, dining, recreational and other services to students and staff

Cash and Cash Equivalents - For purposes of financial reporting, the Seminary considers all short-term investments,
with an original maturity of three months or less, to be cash equivalents.
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2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of each term. Amounts are
reported net of an allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are
considered past due. The Seminary determines its allowance by considering a number of factors, including the
length of time student receivables are past due and the Seminary’s previous loss history. The Seminary writes off
accounts receivable when they are deemed uncollectible, and payments subsequently received on such receivables
are credited to the allowance for doubtful accounts. Students whose accounts are not current are not allowed to
enroll in future classes. Allowance for doubtful accounts for the years ended July 31, 2012 and 2011 was $125,000
and $398,679, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and
unrealized gains and losses of investments are reflected in the Statement of Activities. Investments received by
gift or bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions
from the trusts are recorded as endowment income and the carrying value of the investments is the current market
value of underlying assets.

Split-Interest Agreements - The Seminary is the beneficiary of split-interest agreements which are irrevocable
charitable remainder trusts held by others and charitable gift annuities. At the dates these trusts are established,
assets and contribution revenues are recognized for the present value of the estimated future benefits to be received
when the trust assets are distributed. The receivables are adjusted during the term of the trusts for changes in the
value of assets, accretions of the discount and other changes in the estimates of future benefits which are reflected
in the Statement of Activities as a change in value of split-interest agreements. Liabilities under split-interest
agreements are calculated based upon current actuarial assumptions used by trustees of the agreements.

Other assets - Other assets include current assets that will be expensed within one year. For the year ended July 31,
2012, other assets include $2,466,822 of costs prepaid for the Dead Sea Scroll Exhibit to be expensed during the
exhibit period from August 2012 through January 2013.

Property, Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than $3,000.
Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when incurred.
Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 3 -10 years
Improvements other than buildings 10 years

Impairment of Long-Lived Assets - Management evaluates its long-lived assets for financial impairment whenever
events or changes in circumstances indicate the carrying value of an asset may not be recoverable. An impairment
loss is recognized when the estimated undiscounted future cash flows from the assets are less than the carrying
value of the assets. Assets to be disposed of are reported at the lower of their carrying amount or fair value, less
cost to sell. Management is of the opinion that the carrying amount of its long-lived assets does not exceed their
estimated recoverable amount.
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2 - Summary of Significant Accounting Policies (continued)
Advertising - The Seminary uses advertising to promote its major programs to the general public. The costs of

advertising are expensed as incurred. Advertising expense was $464,470 and $317,519 for the years ended July 31,
2012 and 2011, respectively.

Unconditional Promises to Give - The Seminary records unconditional promises to give when a promise to give is
communicated in writing with specific amounts and due dates for those donors with an established history of
giving. Unconditional promises are evaluated annually as to collectability and reserves for doubtful promises are
provided for estimated uncollectible accounts. Unconditional promises are written off when determined to be
uncollectible.

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the Statement of Activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon the length
of service and other factors. Compensated absences for vacation leave have not been accrued since they cannot be
reasonably estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement - The Seminary uses a derivative to manage risks related to interest rate movements.
The Seminary’s interest-rate swap contracts are reported at fair value. The change in the swap contract's fair value
is reported as a gain or loss in the Statement of Activities. The Seminary’s risk management strategy is to stabilize
cash flow requirements by maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.

3 - Unconditional Promises to Give

Scheduled maturities of unconditional promises to give are as follows:

012 011
Less than one year $ 300,000 $ 3,284,081
One to five years 300,000 600,000
600,000 3,884,081
Less: unamortized discount at 4.0% (27.172) (67.473)
Net unconditional promises to give § 572,88 § 3.816.608

The Seminary evaluates the collectability of promises to give and no allowance for doubtful accounts was
considered necessary at July 31, 2012 or 2011.

4 - Fund-Raising Activities

Fund-raising expense for the years ended July 31, 2012 and 2011 was $1,270,702.94 and $1,290,473,
respectively. These expenses are included in institutional support in the accompanying consolidated Statement of
Activities.
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5 - Cooperative Program

One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches
participating in the Cooperative Program contribute to the SBC, which passes funds (according to an allocation
formula) to the Seminary and other entities. The Seminary received $9,391,679 and $9,272,738 from the SBC for
the years ended July 31, 2012 and 2011, respectively.

6 - Investments

The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. Investments consist of the following:

2012 2011
Mutual funds $ 79,128,230 § 75,660,066
Common stocks 25,177,698 27,344,645
Closed-end funds 207,649 227,824
Investments in partnerships 16,739,266 21,054,810
Cash and cash equivalents 1,747,807 250,763

$ 123,000,650 $ 124.538.108

The “investments in partnerships” category is comprised of interests in certain limited partnerships and
limited liability corporations and is carried at fair value as provided by the investment managers. The amounts
realized upon disposition of these investments may differ from the value reflected in the financial statements and
the differences could be material. Certain partnership agreements are restricted as to resale and may require
advance noticed for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment
activities of the underlying instruments of the partnerships, including market, credit, and currency risk. The
Seminary’s risk of loss as of July 31, 2012 and 2011, in any of its investment partnerships is limited to the value of
the investment at July 31, 2012 or 2011.

The following schedule details investment return for the years ended July 31:

2012 2011
Dividend and interest income $ 088420 § 3,316,466
Net realized gains on investments 2,320,383 3,252,809
Net unrealized gains (losses) on investments (644.,550) 1.004.293

§ 2664253 $ 7.573.568

Investment fees are netted against dividend and interest income.
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7 - Property and Equipment

Property and equipment at July 31, 2012 and 2011 consist of the following:

2012 2011

Land $§ 2,772,891 $ 2,635,079
Buildings 114,922,235 102,159,310
Equipment 14,898,125 13,457,787
Improvements other than buildings 6,077,448 5,467,985
Library books/microfilm/antiquities 13,572,601 13.302.289

152,243,300 137,022,450
Less: accumulated depreciation (49.502,799) (49.553.945)
Total $ 102,740,501 $ 87,468,505

Buildings include construction in progress for the new chapel and student housing facilities, totaling
$7,821,177 and $25,255,530 at July 31, 2012 and 2011, respectively. The Seminary capitalizes interest incurred
during construction and during 2012 approximated $17,000. Additional commitments remaining under
construction contracts total approximately $15,000,000.

8 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. Beginning in January 2009,
the Seminary temporarily suspended contributions to the retirement plan until January 2011 at which time
contributions were restored to 5% of base salary. In January 2012, the contribution was increased to 7% of base
salary, along with a 1% match of employee contribution. The Seminary’s contribution for the years ended July 31,
2012 and 2011 was $878,272 and $374,549, respectively.

Postretirement and Postemployvment Benefits

The Seminary provides postemployment benefits to retired employees. The following table sets forth the
future obligations at July 31:

2012 2011
Accumulated benefit costs $ 342016 $§ 400,706
Employer contributions (benefits paid) $ 41,407 $ 47,729
Net periodic benefit cost (income) $ (17.283) $ 88,348

Discount rate assumed 2.60% 4.00%
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8 — Employee Benefits (continued)

Postretirement and Postemployment Benefits (continued)

The Seminary provides postretirement life insurance benefits to retired employees. The following table
sets forth the future obligations at July 31:

2012 2011
Accumulated benefit costs $ 940,640 $ 811444
Employer contributions (benefits paid) $ 57,410 $ -
Net periodic benefit cost $ 88,348 $ -
Discount rate assumed 3.05% 4.50%

The Seminary cancelled its postretirement health coverage in 2010. The postretirement plan included a life
insurance component which was not cancelled; however, the life liability was written off along with the health
liability. The financial statements include a correction of a prior period error to restate the financial statements of
2010 and reflect the liability for postretirement benefits of $811,444 at July 31, 2011.

9 - Net Assets

Unrestricted net assets at July 31, 2012 and 2011 consist of the following:

2012 011
For current operations $ (6,696,902) $§ 4,550,659
Notes payable (5,995,417) -
Endowment 13,646,275 17,865,994
Invested in property, plant and equipment 102,740,501 79,670,259
Unfunded postretirement benefits (940,640) (811,444)
Unfunded postemployment benefits (342.016) (400.706)
Total $102,411.801 $100,874,762
Temporarily restricted net assets consist of the following:
Capital projects $ 1,375,006 $ 5,247,840
Scholarships 6,404,776 6,013,601
Other 6,089.036 9.129.363
Total $ 13.868.818 $ 20,390,804
Permanently restricted net assets consist of the following:
Loan funds $ 1,911,396 § 1,961,140
Annuity and life income funds 2,852,166 3,380,087
Endowment funds 92.643.132 93.038.647

Total $ 97,406,694 $ 98.379.874
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10 - Endowment Investments

The Seminary considers the following factors in making a determination to appropriate or accumulate
donor-restricted endowment funds: the duration and preservation of the fund, the purposes of the Seminary and the
donor-restricted endowment fund, general economic conditions, other resources of the Seminary, and the
investment policies of the Seminary.

2012 2011
Endowment funds $ 123,000,650 $ 117,501,416
Less: Annuity liability (9.545.716) (9.445.726)
Endowment assets (net) $113.454934 § 108,055,690
Endowment net assets as of July 31, 2012 are composed of the following:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - 3 - $97,406,694 § 97,406,694
Board-designated endowment funds 16.048.240 - - 16.048.240
Net Assets $ 16,048240 $ - $97,406.694 $113.454.934

The change in endowment net assets for the year ended July 31, 2012 is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $ 9.675.816 §$ - $98.379.874 $108.055.690
Investment income (loss) 1,360,001 3,629,774 (2,325,522) 2,664,253
Change in value of third-party trusts - - (99.990) (199.990)
Total investment income 1,360,001 3,629,774 (2,425,512) 2,564,263
Transfers 3,629,774 (3,629,774) - -
Contributions 1,382.659 - 1.452.332 2.834.981
Net assets, end of period $16.048.240 § - $ 97,406,694 $113.454.934

Endowment net assets as of July 31, 2011 are composed of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - $ - $98,379,874 $§ 98,379,874
Board-designated endowment funds 9.675.816 - - 9,675,816

Net Assets $ 9675816 $ - $98379.874  $108.055.690
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10 - Endowment Investments (continued)

The change in endowment net assets for the year ended July 31, 2011 is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $16.679.483 § - $90.524.241 $107.203,724
Investment income 5,726,108 1,798,816 48,644 7,573,568
Change in value of third-party trusts - - 5.498.193 5,498.193
Total investment income 5,726,108 1,798,816 5,546,837 13,071,761
Contributions - - 2,308,796 2,308,796
Distributions (12.729.775) (1,798.816) - (14,528,591)
Net assets, end of period $ 9675816 $ - $98379.874  $108,055.690

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in
the fund for perpetual duration.

Funds with Deficiencies -From time to time, the fair value of assets associated with individual donor-restricted
endowment funds may fall below the level that the donor or UPMIFA requires the Seminary to retain as a fund of
perpetual duration. In accordance with GAAP, deficiencies of this nature are reported in unrestricted net assets.
There were no funds with deficiencies for the years ended July 31, 2012 and 2011. These deficiencies resulted
from unfavorable market fluctuations that occurred shortly after the investment of new permanently restricted
contributions and continued appropriation for certain programs that was deemed prudent by the Seminary.

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce results that exceed the price and yield results of the S&P 500, or
other recognized market indexes, while assuming moderate level of investment risk. The Seminary expects its
endowment funds, over time, to provide an average rate of return of approximately 8% annually. Actual returns in
any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.
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10 - Endowment Investments (continued)

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values, with a budgeting lead of seven months.
(That is, the moving average will be determined seven months before the fiscal year in which the funds are to be
spent.) In establishing this policy, the Seminary considers the long-term expected return on its endowment. This is
consistent with the Seminary’s objective to maintain the purchasing power of the endowment assets held in
perpetuity or for a specified term as well as to provide additional real growth through new gifts and investment
return. The Board of Trustees has the right to recommend against expenditure of earnings or gains in any given
year due to factors such as financial market conditions or poor investment performance.

11 - Fair Value Measurements

Fair value hierarchy is used to disclose the inputs to fair value measurement. This hierarchy prioritizes the
inputs into three broad levels as follows. Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities. Level 2 inputs are quoted prices for similar assets and liabilities in active markets or
inputs that are observable for the asset or liability, either directly or indirectly through market corroboration, for
substantially the full term of the financial instrument. Level 3 inputs are unobservable inputs based on the
Seminary’s assumptions used to measure assets and liabilities at fair value. A financial asset or liability’s
classification within the hierarchy is determined based on the lowest level input that is significant to the fair value
measurement.

Financial instruments by category level at July 31, 2012 are as follows:

Fair Value Level 1 Level 2 Level 3
Investments
Endowment funds $ 101,268,168 § 84,528,902 § 3,307,531 § 13,431,735
Other 9,289,313 9,289,313 - -
Annuities, net 2.897.453 2,897,453 - -
Financial instruments $113.454,934 $ 96,715,668 $ 3.307.531 $ 13.431,735

Financial instruments by category level at July 31, 2011 are as follows:

Fair Value Level 1 Level 2 Level 3
Investments
Endowment funds $ 104,139,853 $ 83,085,043 $ 3,323,936 § 17,730,874
Other 7,036,692 7,036,692 - -
Annuities, net 3.915.837 3,915,837 - -

Financial instruments $115,092.382 $ 94,037,572 § 3323936 $ 17.730.874
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11 - Fair Value Measurements (continued)

Fair value for money market funds, equities, mutual funds, and closed-end funds are determined by
reference to quoted market prices and other relevant information generated by market transactions. The fair values
for investment in partnerships have been estimated using the net asset value per share of the investments as
provided by the fund managers.

The change in value of level 3 inputs, which are measured at fair value on a reoccurring basis using
significant unobservable inputs, are as follows:

Balance at July 31, 2010 § 17,535,586
Redemptions (996,757)
Change in estimated fair value 1,192,045
Balance at July 31, 2011 $ 17,730,874
Redemptions (3,847,457)
Change in estimated fair value (451,682)
Balance at July 31, 2012 $§ 13431735

12 - Notes Payable

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”) with a bank, for the
purpose of paying for construction of 252 new student housing units. The Loan is structured with $16,000,000 of
tax-exempt bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the Loan is amortized
over 20 years, with the final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day
LIBOR rate plus 156 basis points. The 90-day LIBOR rate is 0.35% at July 31, 2012. During the first two years of
the Loan, quarterly payments are for interest only, with both principle reduction and interest payments thereafter.
The taxable portion of the loan is due December 30, 2016, with interest calculated as 90-day LIBOR rate plus 200
basis points. The Loan is secured with deeds of trust on land and buildings in Fort Worth, Texas.

As of July 31, 2012, the Seminary has borrowed $5,300,094 against the Loan.

Scheduled principle payments for loans outstanding at July 31, 2012 for the following five years ended July
31 and thereafter are as follows:

2013 $ -
2014 303,855
2015 416,026
2016 429,080
2017 440,220
Thereafter 3,710,913
Total $ 5.300.094

The Seminary entered into an interest rate swap (“Swap™) as a hedge against exposure to variances in
interest rates applied to the Loan. The differential interest required to be paid or that will be received under this
agreement is accrued consistent with the terms of the agreement and is recognized in the Statement of Activities
and included in the Notes Payable. The notional principal amount of the swap agreement is $16,000,000. The
interest rate for the bonds is the floating weekly interest rate with an average coupon rate projected to be 65% of
LIBOR plus 1.56% (currently 1.79%). The agreement effectively fixes the Seminary’s interest rate exposure at
3.00% for a period of ten years ending December 2021.
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12 - Note Payable (continued)

Generally accepted accounting principles require derivative instruments, such as interest rate swap
agreements, to be recognized at fair value as either assets or liabilities in the Statement of Financial Position.
Accordingly, $936,607, which is representative of the value of the swap agreement at July 31, 2012, is included in
the Notes Payable on the Statement of Financial Position. Value has been measured based on estimate of the
amount needed to settle the agreement as calculated by the counterparty to the swap agreement. Such calculations
were based on changes in market conditions and/or assumptions underlying the valuation models.

13 - Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and
cash equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.

14 - Lease Commitments
The Seminary has non-cancelable operating leases for copier services expiring October 2014. Lease

expenses were $253,341 and $259,380 for the years ended July 31, 2012 and 2011, respectively. The Seminary’s
future minimum lease payments under the lease agreements are as follows for the years ended July 31:

2013 $ 256,199
2014 251,892
2015 235,854
2016 228,540
2017 ‘ 96.941
Future minimum lease payments $ 1,069,426

15 - Accounting for Uncertain Tax Positions

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3)
of the Internal Revenue Code as other than a private foundation, except on net income derived from unrelated
business activities. The Seminary is subject to unrelated business income tax on certain rental activities. The
Seminary paid no taxes for unrelated business income tax in 2012 or 2011 as expenses exceeded revenues. The
Seminary believes that it has appropriate support for any tax positions taken, and as such, does not have any
uncertain tax positions that are material to the financial statements. The tax years ending in 2009, 2010 and 2011
are open to both federal and state examination.
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16 - Split Interest Agreements

The Seminary has entered into several split interest agreements with donors whereby in exchange for the
gift from the donor the Seminary is obligated to provide an annuity to the donor or other designated beneficiaries
for a specific number of years. Liability under annuity contracts is recognized on the Statement of Financial
Position for the estimated present value of expected future payments to income beneficiaries, and an annuity
investment is recorded at fair market value for the asset. The discount rates used in calculating the annuity
obligation are those provided in Internal Revenue Service guidelines.

17 - Subsequent Events
The Seminary has evaluated subsequent events through October 5, 2012, which is the date the financial
statements were available to be issued.

18 - Reclassifications

The Seminary has reclassified certain amounts in the 2011 summarized financial statements in order to
conform to the classifications presented for 2012.




SOUTHWESTERN BAPTIST
THEOLOGICAL SEMINARY

Consolidated Financial Statements

July 31, 2013 and 2012




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Financial Statements
July 31, 2013 and 2012

TABLE OF CONTENTS

Independent Auditor’s Report

Consolidated Statements of Financial Position
Consolidated Statements of Activities
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements




6)6/’9{;:’[/ Sublec: Accowntants
INDEPENDENT AUDITOR’S REPORT

: % Ratlf & Associates, LG,

To the Board of Trustees,
Southwestern Baptist Theological Seminary:

We have audited the accompanying consolidated financial statements of Southwestern Baptist
Theological Seminary (the “Seminary”) (a Texas nonprofit organization) which comprse the
Consolidated Statements of Financial Position as of July 31, 2013, and the related Consolidated
Statements of Activities and Cash flows for the year then ended, and the related notes to the consolidated
financial statements. The prior year’s summarized comparative information has been derived from the
Seminary’s 2012 consolidated financial statements and, in our report dated October 5, 2012, we expressed
an unqualified opinion on those consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are free from material

“misstatement, whether due to error or fraud.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audit. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatements of the financial statements, whether due to
error or fraud. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Southwestern Baptist Theological Seminary as of July 31,
2013,:and the changes in its net assets and its cash flows for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

TWastfyt (rorocealis, [2C.

October 4, 2013

3221 Collinsworth St., Suite 122 ¢ Fort Worth, TX 76107 * www.ratliffcpas.com
(817) 332-3222 + Fax: (855) 406-7174
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Temporarily Permanently 2013 2012

ASSETS Unrestricted Restricted Restricted Total Total
Cash and cash equivalents $ 1,650,961 $ 909,428 $ - $ 2,560,389 $ 4,744,040
Accounts receivable, net 518,658 - 7,133 525,791 446,844
Unconditional promises to give, net - 192,308 96,154 288,462 572,828
Other assets 861,777 - - 861,777 3,097,241

Investments

Endowment funds 14,705,359 - 95,480,143 110,185,502 101,268,168
Split-interest funds - - 13,784,277 13,784,277 12,443,169
Subtotal 14,705,359 - 109,264,420 123,969,779 113,711,337
Other investments 6,710,972 1,032,892 - 7,743,864 9,289,313
Total Investments 21,416,331 1,032,892 109,264,420 131,713,643 123,000,650
Due from (to) other funds (13,525,387) 13,036,829 488,558 - -
Property, plant and equipment, net 115,959,394 - - 115,959,394 102,740,501

Total Assets

LIABILITIES AND NET ASSETS

§$ 126,881,734

$§ 15,171,457

$ 109,856,265

§$ 251,909,456

§$ 234,546,759

Accounts payable $ 2,491,859 $ - $ - $ 2,491,859 $ 2,650,755
Accrued salaries and benefits 615,784 - - 615,784 541,993
Deposits and agency funds 153,890 - - 153,890 153,190
Deferred income 672,139 - - 672,139 503,780
Notes payable 20,053,088 - - 20,053,088 6,236,701
Liability under annuity contracts - - 9,708,175 9,708,175 9,545,716
Accrued postretirement benefit obligation 794,892 - - 794,892 940,640
Accrued postemployment benefit obligation 401,411 - - 401,411 342,016
Total Liabilities 25,183,063 - 9,708,175 34,891,238 20,914,791

Net Assets
Unrestricted 101,698,671 101,698,671 102,411,801
Temporarily restricted 15,171,457 15,171,457 13,868,818
Permanently restricted 100,148,090 100,148,090 97,406,694
Total Net Assets 101,698,671 15,171,457 100,148,090 217,018,218 213,687,313
Total Liabilities and Net Assets 3 126,881,734 $ 15,171,457 §$ 109,856,265 $ 251,909,456 §$ 234,546,759

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




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statements of Activities
For the Years Ended July 31, 2013 and 2012

Revenues and other additions
Tuition and fees
Scholarships and fellowships

Gifts
Cooperative program

Student aid

Endowment

Other
Change in value of investments
Change in value of split interest funds
Auxiliary enterprises
Other

Net assets released from restriction

Total Revenues

Expenses and other deductions

Instructional

Institutional support

Student services

Plant operations

Auxiliary enterprises

Total Operating Expenses

Change in Net Assets
Net Assets at Beginning of Year

Net Assets at End of Year

Page 3

Temporarily Permanently 2013 2012
Unrestricted Restricted Restricted Total Total

$ 10,796,987 A - $ - $ 10,796,987 $ 10,507,752
(3.829,786) - - (3.829,786) (3,663,820)
8,997,213 - - 8,997,213 9,391,679

- 2,654,473 - 2,654,473 2,456,862

- - 2,219,794 2,219,794 1,452,332

1,058,085 1,572,996 - 2,631,081 1,911,176
10,131,627 2,601,575 684,062 13,417,264 2,664,253
- - (162,460) (162,460) (99,990)

8,618,161 - - 8,618,161 8,209,097
583,581 - - 583,581 883,010
5,526,405 (5,526,405) - - -
41,882,273 1,302,639 2,741,396 45,926,308 33,712,351
15,612,392 - - 15,612,392 16,374,619
9,821,881 - - 9,821,881 8,724,147
1,276,840 - - 1,276,840 1,087,864
5,522,784 - - 5,522,784 4,484,490
10,361,506 - - 10,361,506 8,999,358
42,595,403 - - 42,595,403 39,670,478
(713,130) 1,302,639 2,741,396 3,330,905 (5,958,127)
102,411,801 13,868,818 97,406,694 213,687,313 219,645,440

$ 101,698,671 § 15,171,457

$ 100,148,090

$217,018,218

$ 213,687,313

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




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Consolidated Statements of Cash Flows
For the Years Ended July 31, 2013 and 2012

Cash Flows from Operating Activities
Change in Net Assets
Adjustments to reconcile change in net assets
to net cash utilized by operating activities:
Depreciation and amortization
Contributions restricted for endowment and acquisition
of long-term assets
Non-cash contributions
Change in value of swap liability
Net realized and unrealized losses (gains) on investments
Investment income
Loss (gain) on retirement of assets
Change in value of split-interest funds
Decrease (increase) in operating assets:
Receivables
Unconditional promises to give
Other assets
Increase (decrease) in operating liabilities:
Accounts payable
Other accrued liabilities
Deferred income
Accrued postretirement benefit obligation
Accrued postemployment benefit obligation

Net Cash Utilized by Operating Activities

Cash Flows from Investing Activities
Proceeds from sales and maturities of investments
Purchase of investments
Investment in loan closing costs
Investment in construction in progress
Purchase of property, plant and equipment

Net Cash Utilized by Investing Activities
Cash Flows from Financing Activities

Proceeds from bond issue

Proceeds from letter of credit

Payments on note payable

Contributions restricted for endowments and
acquisition of long-term assets

Net Cash Provided by Financing Activities
Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

013

$ 3,330,905

3,263,476

(3,309,916)
(1,566,931)
(656,092)
(9,592,965)
(1,842,488)
197,994
427,131

(78,947)
284,366
2,211,464

(158,896)
74,491
168,359

(145,748)
59,395

(7,334,402)
22,333,152
(18,308,433)

(15,624,773)
(1,031,590)

(12,631,644)

10,699,906
4,147,573
(375,000)

__ 3309916
17,782,395

(2,183,651)
4,744,040

$ 2,560,389

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

$ (5,958,127)

2,806,512

(2,348,888)
(1,164,497)
936,607
4,531,401
(988,240)
(554,250)
99,990

454,110
3,243,780
(2,285,935)
(706,401)
164,772
147,904

129,196
(58,690)

(1,550,756)
22,431,465
(23,272.671)

(241,284)
(16,035,569)

(1,488,689)

(18,606,748)

5,300,094

2,348,888
7,648,982

(12,508,522)
17,252,562

$ 4,744,040



Page 5
SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements
July 31,2013 and 2012

1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary™) is incorporated under the laws of the State of
Texas as a nonprofit religious organization. The Seminary’s primary activities are to assist the churches of the
Southern Baptist Convention (“SBC”) by the biblical education of God-called men and women for their respective
ministries, which fulfill the Great Commission and glorify God. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the SBC and is an integrated auxiliary of the SBC. The Seminary is
economically dependent on the SBC and others for financial support.

2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Theological
Seminary Development Foundation (“Development”) and Southwestern Seminary Foundation (“Foundation™),
Texas nonprofit corporations. Development was formed to aid the Seminary in realizing its religious educational
responsibility by acquiring and providing proper facilities and student housing to meet the needs of the Seminary.
Foundation is organized and operated for the benefit of and to further the purposes of the Seminary and to hold and
manage a portion of the Seminary’s endowment portfolio. Development and Foundation are exempt from federal
income tax under Section 501(c)(3) of the Internal Revenue Code. In the event of dissolution of either
Development or Foundation, all respective assets they have shall inure to the Seminary. All significant
intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received
with donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Revenue Recognition - Contributions are recognized as revenues in the period when unconditional promises to give
are received. Conditional promises to give are not recognized until they become unconditional, that is when the
conditions on which they depend are substantially met. Contributions to be received after one year are discounted
at an appropriate discount rate commensurate with the risks involved. Amortization of discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions. An
allowance for uncollectible receivables is provided based upon management’s judgment including such factors as
prior collection history, type of contribution and nature of fund raising activity.
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SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements (Continued)
July 31,2013 and 2012

2 - Summary of Significant Accounting Policies (continued)

Revenue Recognition (continued)

Investment returns on endowment and similar funds are reported as follows:

e as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;

e as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;

e as changes in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - Occasionally, the Seminary receives support in the form of donated services. Those services are
recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets or (b) require
specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if
not provided by contribution. Contributed services that do not meet these criteria are not recognized as revenue.
No such amounts were recorded in the consolidated financial statements for the years ended July 30, 2013 and
2012.

Estimates - The preparation of consolidated financial statements in conformity with United States generally
accepted accounting principles (“GAAP”) requires management to make estimates and assumptions that affect
certain reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the
consolidated financial statements and the reported amounts of revenue and expenses during the reporting period.
Accordingly, actual results could differ from those estimates.

Programs - The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture,
globally minded, supportive of the local church, encouraging of Godly character, in pursuit of lifelong
relationships, and dedicated to professional excellence and lifelong learning. The Seminary fulfills its mission
through the execution of these major programs:

Instructional - providing a biblically-based education for both undergraduate and postgraduate degrees in
theology, evangelism and missions, church and family ministries, and church music

Institutional support - providing support for general operations

Student services - providing placement and employment services to students

Plant operations - providing for maintenance and care of facilities, grounds, and equipment

Auxiliary enterprises - providing housing, dining, recreational and other services to students and staff

Cash and Cash Equivalents - For purposes of financial reporting, the Seminary considers all short-term investments,
with an original maturity of three months or less, to be cash equivalents.
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Notes to Consolidated Financial Statements (Continued)
July 31, 2013 and 2012

2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of each term. Amounts are
reported net of an allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are
considered past due. The Seminary determines its allowance by considering a number of factors, including the
length of time student receivables are past due and the Seminary’s previous loss history. The Seminary writes off
accounts receivable when they are deemed uncollectible, and payments subsequently received on such receivables
are credited to the allowance for doubtful accounts. Typically, students whose accounts are not current are not
allowed to enroll in future classes. Allowance for doubtful accounts for the years ended July 31, 2013 and 2012,
was $230,095 and $125,000, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and
unrealized gains and losses of investments are reflected in the Consolidated Statements of Activities. Investments
received by gift or bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable
at date of effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the
fair value is determinable. Purchased investments or debt securities which are not marketable with readily
determinable fair values are carried at cost unless there has been an impairment of value considered to be other than

temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties.
Distributions from the trusts are recorded as endowment income and the carrying value of the investments is the
current market value of underlying assets.

Split-Interest Funds - The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable
remainder trusts held by others and charitable gift annuities. At the dates these trusts are established, assets and
contribution revenues are recognized at the present value of the estimated future benefits to be received when the
trust assets are distributed. The receivables are adjusted during the term of the trusts for changes in the value of
assets, accretions of the discount and other changes in the estimates of future benefits which are reflected in the
Consolidated Statements of Activities as a change in value of split-interest funds. Liabilities under annuity
contracts are calculated based upon current actuarial assumptions used by trustees of the agreements. The discount
rates used in calculating the annuity obligation are those provided in Internal Revenue Service guidelines.

Other Assets - Other assets include current assets that will be expensed within one year. For the year ended July
31, 2012, other assets included $2,466,822 that were expensed during fiscal year 2013.

Property. Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500.
Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when incurred.
Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 5-10 years
Improvements other than buildings 30 years

Impairment of Long-Lived Assets - Management evaluates its long-lived assets for financial impairment whenever
events or changes in circumstances indicate the carrying value of an asset may not be recoverable. An impairment
loss is recognized when the estimated undiscounted future cash flows from the assets are less than the carrying
value of the assets. Assets to be disposed of are reported at the lower of their carrying amount or fair value, less
cost to sell. Management is of the opinion that the carrying amount of its long-lived assets does not exceed their
estimated recoverable amount.
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Notes to Consolidated Financial Statements (Continued)
July 31, 2013 and 2012

2 - Summary of Significant Accounting Policies (continued)

Advertising - The Seminary uses advertising to promote its major programs to the general public. The costs of
advertising are expensed as incurred. Advertising expense was $1,372,611 and $464,470 for the years ended July
31,2013 and 2012, respectively.

Unconditional Promises to Give - The Seminary records unconditional promises to give when a promise to give is
communicated in writing with specific amounts and due dates for those donors with an established history of
giving. Unconditional promises are evaluated annually as to collectability and reserves for doubtful promises are
provided for estimated uncollectible accounts. Unconditional promises are written off when determined to be
uncollectible.

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the Consolidated Statements of Activities. Accordingly, certain expenses have
been allocated among the programs and supporting services benefited.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon their
length of service and other factors. Compensated absences for vacation leave have not been accrued since they
cannot be reasonably estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement - The Seminary uses a derivative to manage risks related to interest rate movements.
The Seminary’s interest rate swap contract (“swap”) is reported at fair value. The Seminary’s risk management
strategy is to stabilize cash flow requirements by maintaining a swap contract which effectively converts variable-
rate debt to a fixed rate. The change in the swap contract's fair value is reported as a gain or loss in the
Consolidated Statements of Activities.

3 - Unconditional Promises to Give

Scheduled maturities of unconditional promises to give are as follows:

2013 2012
Less than one year $ 300,000 $ 307,000
One to five years - 300,000
300,000 607,000
Less: unamortized discount at 4.0% (11.538) (34.172)
Net unconditional promises to give $§ 288462 § 572.828

The Seminary evaluates the collectability of promises to give, and no allowance for doubtful accounts was
considered necessary at July 31, 2013 or 2012.

4 - Fund-Raising Activities
Fund-raising expense for the years ended July 31, 2013 and 2012, was $1,351,339 and $1,270,702,

respectively. These expenses are included in institutional support in the accompanying Consolidated Statements of
Activities.
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Notes to Consolidated Financial Statements (Continued)
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5 - Cooperative Program

A significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating
in the Cooperative Program contribute to the SBC, which passes funds (according to an allocation formula) to the
Seminary and other entities. The Seminary received $8,997,213 and $9,391,679 from the SBC for the years ended
July 31, 2013 and 2012, respectively.

Distributions by state, as provided by the Executive Committee of the Southern Baptist Convention for
years ended July 31 are as follows:

2013 2012
Alabama $ 829,549 $ 870,884
Alaska 10,737 10,756
Arizona 38,385 39,164
Arkansas 422,385 425,251
California 97,717 104,338
Colorado 25217 28,754
Dakota 2,210 2,185
District of Columbia 1,542 1,628
Florida 595,087 626,968
Georgia 776,180 952,113
Hawaii Pacific 18,440 17,870
Illinois 123,084 116,672
Indiana , 39,955 45,276
Towa 4,577 4728
Kansas-Nebraska 29,836 30,184
Kentucky 456,949 464,781
Louisiana 372,059 386,123
Maryland-Delaware 88,196 87,660
Michigan 12,872 15,460
Minnesota-Wisconsin 3,205 3,093
Mississippi 560,260 558,610
Missouri 257,914 271,687
Montana 5,158 5,099
Nevada 12,675 10,711
New England 4,777 4,233
New Mexico 42,731 45,889
New York 9,101 10,224
North Carolina , 490,984 505,953
Northwest 33,349 33,012
Ohio 86,098 83,075
Oklahoma 560,057 499,668
Pennsylvania-South Jersey 9,902 9,935
Puerto Rico/U.S. Virgin Islands 229 242
South Carolina 540,369 565,088
Tennessee 675,074 718,417
Texas-BGCT 529,888 558,956
Texas-SBTC 708,109 708,351
Utah-Idaho 7,104 8,361

Virginia-BGAV 74,399 84,580
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Notes to Consolidated Financial Statements (Continued)
July 31, 2013 and 2012

5 - Cooperative Program (continued)

Virginia-SBCV 190,072 198,027
West Virginia 21,868 22,329
Wyoming 6.077 7.059
8,774,377 9,143,394

Churches and individuals 222.836 248.285
Total Cooperative Program Allocation $§ 8997213 § 9.391.679

6 - Investments

The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Consolidated Statements of Activities. Investments consist of the following:

2013 2012

Mutual funds $ 88,576,419 § 79,128,230
Common stocks 23,774,263 25,177,698
Closed-end funds 1,832,150 207,649
Investments in partnerships 13,765,693 16,739,266
Cash and cash equivalents 3,557,229 1,747,807
Other 207.889 -

Total $131.713.643 $ 123,000,650

The “Investments in partnerships™ category is comprised of interests in certain limited partnerships and
limited liability corporations and is carried at fair value as provided by the investment managers. The amounts
realized upon disposition of these investments may differ from the value reflected in the consolidated financial
statements and the differences could be material. Certain partnership agreements are restricted as to resale and may
require advance notice for redemption or withdrawal. These investments are subject to various risk factors arising
from the investment activities of the underlying instruments of the partnerships, including market, credit, and
currency risk. The Seminary’s risk of loss as of July 31, 2013 and 2012, in any of its investment partnerships is
limited to the value of the investment at July 31, 2013 or 2012.

The following schedule details investment return for the years ended July 31:

2013 2012
Dividend and interest income, net of fees $ 1,842,488 % 988,420
Net realized gains on investments 1,368,972 2,320,383
Net unrealized gains (losses) on investments 10,205,804 (644.550)

Total § 13417264 § 2.664.253
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7 - Property and Equipment

Property and equipment at July 31, 2013 and 2012, consist of the following:

2013 2012

Land $ 2,837,827 $ 2,772,891
Buildings 129,495,784 114,922,235
Equipment 13,997,500 14,898,125
Improvements other than buildings 6,142,870 6,077,448
Library books/microfilm/antiquities 13,703,220 13.572.601
166,177,201 152,243,300

Less: accumulated depreciation {( 50.217.807) ( 49.502.799)
Total $115959.394 §102,740,501

Buildings include construction in progress for student housing facilities, totaling $7,157,449 and
$7,821,177 at July 31, 2013 and 2012, respectively. The Seminary capitalizes interest incurred during construction,
which amounted to $159,486 and $17,000 during 2013 and 2012, respectively. Additional scope remaining under
construction contracts total approximately $900,000 at July 31, 2013.

8 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary’s contribution
for the years ended July 31, 2013 and 2012, was $1,013,070 and $878,272, respectively.

Postretirement and Postemployment Benefits

The Seminary provides postemployment benefits to retired employees. The following table sets forth
future obligations at July 31:

2013 2012
Accumulated benefit costs $ 401,411 3 342,016
Employer contributions A 39.655 3 41.407
Net periodic benefit cost (income) $ 99,050 $ (17.283)
Discount rate assumed 3.45% 2.60%

The Seminary provides postretirement life insurance benefits to retired employees. The following table
sets forth future obligations at July 31:

2013 2012
Accumulated benefit costs $ 794,892 $ 940,640
Employer contributions $ 58.253 $ 57,410
Net periodic benefit cost $ 41,623 $ 88,348

Discount rate assumed 4.10% 3.05%
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Notes to Consolidated Financial Statements (Continued)

July 31, 2013 and 2012

9 - Net Assets

Net assets at July 31:

Unrestricted net assets consist of the following:

For current operations

Notes payable

Endowment

Invested in property, plant and equipment
Unfunded postretirement benefits
Unfunded postemployment benefits

Total

Temporarily restricted net assets consist of the following:
Capital projects
Scholarships
Other

Total

Permanently restricted net assets consist of the following:

Loan funds
Annuity and life income funds
Endowment funds

Total

Net assets released during the year ended July 31, 2013, are for the following purposes:

Scholarships
Capital projects
Other

Total

[\
]
—
(O]

|

$ (7,716,691)
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$ (6,696,902)

(20,053,088) (5,995,417)
14,705,359 13,646,275
115,959,394 102,740,501

(794,892) (940,640)

(401.411) (342,016)
$101.698,671  $102.411.801

§ 4,341,631

$ 1,375,006

8,043,924 6,404,776
2,785,902 6.089.036

$ 15171457 $§ 13,868,818
$ 591,845 § 1,911,396
4,076,102 2,852,166
95.480.143 92,643.132
$100,148,090 $ 97.406,694
§ 3,829,786

875,337

_ 82128

$ 5526405
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10 - Endowment Investments

The Seminary considers the following factors in making a determination to appropriate or accumulate
donor-restricted endowment funds: the duration and preservation of the fund, the purposes of the Seminary and the
donor-restricted endowment fund, general economic conditions, other resources of the Seminary, and the
investment policies of the Seminary.

2013 012
Endowment funds $ 123,969,779  $113,711,337
Less: Annuity liability (9.708.175) (9.545.716)
Endowment assets (net) 114,261,604 §$104.165,621
Endowment net assets as of July 31, 2013, are composed of the following:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds  $ - $ - % 99,556,245 $ 99,556,245
Board-designated endowment funds 14,705,359 - - 14,705.359
Net Assets $ 14705359 3 - 3§ 99556245 $114.261.604

The change in endowment net assets for the year ended July 31, 2013, is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period $§ 7350772 § - $ 96814849 3104,165.621
Investment income 7,354,587 - 684,062 8,038,649
Change in value of third-party trusts - - (162.460) (162.460)
Total investment income 7,354,587 - 521,602 7,876,189
Contributions - - 2,219,794 2,219,794
Net assets, end of period $ 14705359 § - § 99,556,245 $114.261.604

Endowment net assets as of July 31, 2012, are composed of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds  $ - $ - % 96,814849 $ 96,814,849
Board-designated endowment funds 7.350,772 - - 7,350,772

Net Assets § 7350772 § - $ 96,814,849 $104,165,621
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10 - Endowment Investments (continued)

The change in endowment net assets for the year ended July 31, 2012, is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Net assets, beginning of period § 9675815 § - §$ 98379.874  $108.055.689
Investment loss (2,325,043) - (2,917,367) (5,242,410)
Change in value of third-party trusts - - (99.990) (99.990)
Total investment loss (2,325,043) - (3,017,357) (5,342,400)
Contributions - - 1.452.332 1.452.332
Net assets, end of period $§ 7350772 % - $ 96,814,849 $104.165.621

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in
the fund for perpetual duration.

Underwater Funds - From time to time, the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and the
Texas Uniform Prudent Management of Institutional Funds Act (“TUPMIFA”), deficiencies of this nature are
reported in unrestricted net assets.

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while assuming
moderate level of investment risk. The Seminary expects its endowment funds, over time, to provide an average
rate of return of approximately 8% annually. Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values, with a budgeting lead of seven months.
This is consistent with the Seminary’s objective to maintain purchasing power of endowment assets held in
perpetuity or for a specified term as well as to provide additional real growth through new gifts and investment
return. The Board of Trustees has the right to recommend against expenditure of earnings or gains in any given
year due to factors such as financial market conditions or poor investment performance.
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11 - Fair Value Measurements

Fair value hierarchy is used to disclose the inputs to fair value measurement. This hierarchy prioritizes the
inputs into three broad levels as follows. Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities. Level 2 inputs are quoted prices for similar assets and liabilities in active markets or
inputs that are observable for the asset or liability, either directly or indirectly through market corroboration, for
substantially the full term of the financial instrument. Level 3 inputs are unobservable inputs based on the
Seminary’s assumptions used to measure assets and liabilities at fair value. A financial asset or liability’s
classification within the hierarchy is determined based on the lowest level input that is significant to the fair value
measurement. Transfers between levels in the fair value hierarchy are recognized at the end of the reporting period.

Financial instruments by input level at July 31, 2013, are as follows:

Fair Value Level 1 Level 2 Level 3
Investments
Endowment funds $ 110,185,502 § 96,014,326 $ 1,148,791 $ 13,022,385
Other 7,743,864 7,743,864 - -
Annuities, net 4.076.102 4.076.102 - -
Financial instruments $ 122,005,468 $107.834292 § 1,148.79] $ 13.022.385

Financial instruments by input level at July 31, 2012, are as follows:

Fair Value Level 1 Level 2 Level 3
Investments
Endowment funds $ 101,268,168 § 84,528,902 $ 3,307,531 $ 13,431,735
Other 9,289,313 9,289,313 - -
Annuities, net 2.897.453 2,897,453 - -
Financial instruments $ 113454934 $ 96715668 $ 3307531 $ 13431735

Fair value for money market funds, equities, mutual funds, and closed-end funds are determined by
reference to quoted market prices and other relevant information generated by market transactions. The fair values
for investment in partnerships have been estimated using the net asset value per share of the investments as
provided by the fund managers.

The change in value of level 3 inputs, which are measured at fair value on a reoccurring basis using
significant unobservable inputs, are as follows:

Balance at July 31, 2011 $ 17,730,874
Redemptions (3,847,457)
Change in estimated fair value (451.682)
Balance at July 31,2012 13,431,735
Redemptions (4,571,242)
Change in estimated fair value 4,161,892

Balance at July 31, 2013 $ 13.022,385
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12 - Notes Payable

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”) with a bank, for the
purpose of paying for construction of 252 student housing units. The Loan is structured with $16,000,000 of tax-
exempt bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the Loan is amortized over
20 years, with the final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day
LIBOR rate plus 156 basis points. The 90-day LIBOR rate is 0.27% at July 31, 2013. During the first two years of
the Loan, quarterly payments are for interest only, with both principal reduction and interest payments thereafter.
The taxable portion of the loan is due December 30, 2016, with interest calculated as 90-day LIBOR rate plus 200
basis points. The Loan is secured with securities and deeds of trust on land and buildings in Fort Worth, Texas.

As of July 31, 2013, the total amount borrowed is $19,772,573. Scheduled principal payments for loans
outstanding at July 31, 2013, for the following five years ended July 31 and thereafter are as follows:

2014 $ 647,389
2015 669,212
2016 690,425
2017 7,715,046
2018 739,151
Thereafter 9.311.350
Total $ 19772573

The Seminary entered into an interest rate swap agreement as a hedge against exposure to variances in
interest rates applied to the Loan. The differential interest required to be paid or that will be received under this
agreement is accrued consistent with the terms of the agreement and is recognized in the Consolidated Statements
of Activities. The notional principal amount of the swap agreement is $16,000,000. The interest rate is determined
quarterly based upon 65% of the 90-Day LIBOR plus 1.56% (1.74% at July 31, 2013). The agreement effectively
fixes the Seminary’s interest rate exposure at 3.25% for a period of ten years ending December 2021.

Generally accepted accounting principles require derivative instruments, such as interest rate swap
agreements, to be recognized at fair value as either assets or liabilities in the Consolidated Statements of Financial
Position. Accordingly, liabilities of $280,515 and $936,607, which is representative of the value of the swap
agreement at July 31, 2013 and 2012, respectively, is included in Notes Payable on the Consolidated Statements of
Financial Position. Value has been measured based on estimate of the amount needed to settle the agreement as
calculated by the counterparty to the swap agreement. Such calculations were based on changes in market
conditions and/or assumptions underlying the valuation models.

The Seminary incurred total interest expense for the years ending July 31, 2013 and 2012, of $353,331 and
$17,000, respectively, of which $159,486 and $17,000 was capitalized in each respective year.

13 - Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and
cash equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Seminary currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.
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14 - Lease Commitments

The Seminary has non-cancelable operating leases for various office equipment expiring in 2017. Lease
expenses were $264,274 and $253,341 for the years ended July 31, 2013 and 2012, respectively. The Seminary’s
future minimum lease payments under the lease agreements are as follows for the years ended July 31:

2014 § 253,329
2015 234,923
2016 225,812
2017 93.766

Future minimum lease payments $  807.830

15 - Accounting for Uncertain Tax Positions

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3)
of the Internal Revenue Code as other than a private foundation, except on net income derived from unrelated
business activities. For the years ended July 31, 2013 and 2012, the Seminary has not conducted unrelated business
activities that are material to the financial statements taken as a whole. Accordingly, no provision for income taxes
is included in the consolidated financial statements. The Seminary believes that it has appropriate support for any
tax positions taken, and as such, does not have any uncertain tax positions that are material to the consolidated
financial statements. The tax years ending in 2010, 2011 and 2012 are open to both federal and state examination.

16 - Contingency

The Tarrant County Appraisal District has assessed property taxes of approximately $440,000 on certain
Seminary properties. Management is contesting these assessments vigorously through its legal counsel and
believes it is more likely than not that it will be able to achieve a favorable determination that these properties are in
fact exempt from property taxes. Accordingly, no liability is recorded for these tax assessments.

17 - Subsequent Events

The Seminary has evaluated subsequent events through October 4, 2013, which is the date the consolidated
financial statements were available to be issued.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees,
Southwestern Baptist Theological Seminary

We have audited the accompanying consolidated financial statements of Southwestern Baptist Theological
Seminary (the “Seminary”), a Texas nonprofit organization, which comprise the Consolidated Statements of
Financial Position as of July 31, 2014, and the related Consolidated Statements of Activities and Cash flows for the
year then ended, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of consolidated financial statements that are free from material misstatement, whether due to error or
fraud.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatements of the financial statements, whether due to error or fraud. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Southwestern Baptist Theological Seminary as of July 31, 2014, and the changes
in its net assets and its cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Report on Summarized Comparative Information

We have previously audited the Seminary’s 2013 consolidated financial statements, and we expressed an
unmodified audit opinion on those audited financial statements in our report dated October 3, 2013. In our opinion,
the summarized comparative information presented herein as of and for the year ended July 31, 2013, is consistent,
in all material respects, with the audited financial statements from which it has been derived.

Eaf] ¢ aociates, fC-

October 6, 2014

3221 Collinsworth St., Suite 122 ¢ Fort Worth, TX 76107 ¢ www.ratliffcpas.com
(817) 332-3222 <+ Fax: (855) 406-7174
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Temporarily Permanently 2014 2013
ASSETS Unrestricted Restricted Restricted Total Total
Cash and cash equivalents $ 3,086,712 $ 226,143 $ - $ 3,312,855 $ 2,560,389
Accounts receivable, net 643,611 - 7,132 650,743 525,791
Unconditional promises to give, net - 3,809,266 309,717 4,118,983 288,462
Other assets 1,158,342 - - 1,158,342 861,777
Investments
Endowment funds 17,793,787 - 107,722,340 125,516,127 110,185,502
Split-interest funds - - 14,535,057 14,535,057 13,784,277
Subtotal 17,793,787 - 122,257,397 140,051,184 123,969,779
Other 6,588,768 1,191,439 - 7,780,207 7,743,864
24,382,555 1,191,439 122,257,397 147,831,391 131,713,643
Due from (to) other funds (15,817,335) 15,311,147 506,188 - -
Property, plant and equipment, net 115,670,997 - - 115,670,997 115,959,394
Total assets $ 129,124,882 $ 20,537,995 $ 123,080,434 $ 272,743,311 $ 251,909,456
LIABILITIES AND NET ASSETS
Accounts payable 3 460,567 $ - $ - $ 460,567 $ 2,491,859
Accrued salaries and benefits 1,179,176 - - 1,179,176 615,784
Deposits and agency funds 708,144 - - 708,144 696,465
Deferred income 249,834 - - 249,834 129,564
Notes payable 22,805,312 - - 22,805,312 20,053,088
Liability under annuity contracts - - 10,111,895 10,111,895 9,708,175
Accrued postretirement benefit obligation 772,365 - - 772,365 794,892
Accrued postemployment benefit obligation 461,157 - - 461,157 401,411
Total liabilities 26,636,555 - 10,111,895 36,748,450 34,891,238
Net Assets
Unrestricted 102,488,327 102,488,327 101,698,671
Temporarily restricted 20,537,995 20,537,995 15,171,457
Permanently restricted 112,968,539 112,968,539 100,148,090
Total net assets 102,488,327 20,537,995 112,968,539 235,994,861 217,018,218
Total liabilities anci net assets $ 129,124,882 $ 20,537,995 $ 123,080,434 $ 272,743,311 $ 251,909,456

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



SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statements of Activities
For the Years Ended July 31, 2014 and 2013

Revenues and other additions
Tuition and fees

Scholarships and fellowships

Gifts
Cooperative program

Student aid

Endowment

Other
Change in value of investments
Change in value of split interest funds
Auxiliary enterprises
Other

Net assets released from restriction

Expenses and other deductions
Instructional

Institutional support
Student services
Plant operations
Auxiliary enterprises
Total operating expenses
Change in net assets
Net assets at beginning of the year

Net assets at end of the year
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Temporarily Permanently 2014 2013
Unrestricted Restricted Restricted Total Total

$ 11,141,941 3 - $ - § 11,141,941 $ 10,796,987
(4,095,633) - - (4,095,633) (3.829,786)
8,590,576 - - 8,590,576 8,997,213

- 3,889,302 - 3,889,302 2,654,473

- - 7,544,264 7.544,264 2,219,794

3,410,691 5,421,783 - 8,832,474 2,631,081
7,514,579 1,832,108 5,669,923 15,016,610 13,417,264
- - (393,738) (393,738) (162,460)

7,150,466 - - 7.150,466 8,618,161
783,347 - - 783,347 583,581
5,776,655 (5,776,655) - - -
40,272,622 5,366,538 12,820,449 58,459,609 45,926,308
15,413,702 - - 15,413,702 15,612,392
9,126,707 - - 9,126,707 9,821,881
1,330,770 - - 1,330,770 1,276,840
6,029,382 - - 6,029,382 5,522,784
7,582,405 - - 7,582,405 10,361,506
39,482,966 - - 39,482,966 42,595,403
789,656 5,366,538 12,820,449 18,976,643 3,330,905
101,698,671 15,171,457 100,148,090 217,018,218 213,687,313

$ 102,488,327

$ 20,537,995

$ 112,968,539

§ 235,994,861

$217,018,218

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




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Consolidated Statements of Cash Flows

For the Years Ended July 31, 2014 and 2013

Cash Flows from Operating Activities
Change in Net Assets
Adjustments to reconcile change in net assets
to net cash utilized by operating activities
Depreciation and amortization
Contributions restricted for endowment and acquisition
of long-term assets
Non-cash contributions
Change in value of swap liability
Net realized and unrealized gains on investments
Investment income
Loss on retirement of assets
Change in value of split-interest funds
Decrease (increase) in operating assets:
Receivables
Unconditional promises to give
Other assets
Increase (decrease) in operating liabilities:
Accounts payable
Other accrued liabilities
Deferred income
Accrued postretirement benefit obligation
Accrued postemployment benefit obligation

Net cash utilized by operating activities

Cash Flows from Investing Activities

Proceeds from sales and maturities of investments
Purchase of investments

Investment in construction in progress

Purchase of property, plant and equipment

Net cash utilized by investing activities

Cash Flows from Financing Activities
Proceeds from bond issue
Proceeds from letter of credit
Payments on note
Contributions restricted for endowments and

acquisition of long-term assets
Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The accompanying notes are an integral part of these financial statements.
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2014 2013
18,976,643 3,330,905
3,656,139 3,263,476
(8,125,504) (3,309,916)
(1,573,432) (1,566,931)
9,377 (656,092)
(10,411,480) (9,592,965)
(1,549,270) (1,842,488)
- 197,994
780,310 427,131
(124,952) (78,947)
(3,830,521) 284,366
(320,565) 2,211,464
(2,031,292) (158,896)
575.071 74,491
120,270 168,359
(22,527) (145.748)
59,746 59,395
(3,811,987) (7,334,402)
25,570,428 22,333,152
(29,530,584) (18,308,433)
(1,357.883) (15,624,773)
(985,859) (1,031,590)
(6,303,898) (12,631,644)
- 10,699,906
3,227,427 4,147,573
(484.580) (375,000)
8,125,504 3,309,916
10,868,351 17,782,395
752,466 (2,183,651)
2,560,389 4,744,040
3,312,855 2,560,389
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1 - Nature of Organization

Southwestern Baptist Theological Seminary (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to assist the churches of the
Southern Baptist Convention (“SBC”) by the biblical education of God-called men and women for their respective
ministries, which fulfill the Great Commission and glorify God. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the SBC and is an integrated auxiliary of that Convention. The Seminary is
economically dependent on the SBC and others for financial support.

2 - Summary of Significant Accounting Policies

A summary of the Seminary's significant accounting policies consistently applied in the preparation of the
accompanying consolidated financial statements follows:

Principles of Consolidation - The Seminary consolidates the accounts of The Southwestern Baptist Theological
Seminary Development Foundation, Inc. (“Development”) and Southwestern Seminary Foundation (“Foundation™),
Texas non-profit corporations. Development was formed to aid the Seminary in realizing its religious educational
responsibility by acquiring and providing proper facilities and student housing to meet the needs of the Seminary.
Foundation was formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit
of and to further the purposes of the Seminary and to hold and manage a portion of the Seminary’s endowment
portfolio. Development and Foundation are exempt from federal income tax under Section 501(c)(3) of the Internal
Revenue Code. In the event of dissolution of either Development or Foundation, all respective assets they have
shall inure to the Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting - The consolidated financial statements of the Seminary have been prepared on the accrual
basis of accounting. Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenues and Support - Revenues and support for the Seminary are primarily derived from tuition, fees and
contributions from donors and supporters of the Seminary. Contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support depending on the existence and/or nature of donor
restrictions.

Recognition of Donor Restrictions - The Seminary reports gifts of cash and other assets as temporarily restricted
support if they are received with donor stipulations limiting the use of the donated assets if the restrictions are not
met in the period of receipt. A donor restriction expires when a stipulated time restriction ends or a purpose
restriction is accomplished. At that time temporarily restricted net assets are reclassified to unrestricted net assets.
If a stipulated time restriction ends or a purpose restriction is accomplished during the year the donation is received,
the donation is recognized as unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received
with donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Revenue Recognition - Contributions are recognized as revenues in the period when unconditional promises to give
are received. Conditional promises to give are not recognized until they become unconditional, that is when the
conditions on which they depend are substantially met. Contributions to be received after one year are discounted
at an appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.
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2 - Summary of Significant Accounting Policies (continued)

Revenue Recognition (continued)

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:

e as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;

e as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose
restriction on the use of the income;

e as changes in unrestricted net assets in all other cases.

Donated Assets - Donated property is recorded at fair market value on the date of receipt in the appropriate
investment, equipment or expense account. In the absence of donor restrictions, donated assets are reported as
unrestricted revenue.

Donated Services - Occasionally, the Seminary receives support in the form of donated services. Those services are
recognized as unrestricted revenues if the services received (a) create or enhance non-financial assets or (b) require
specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if
not provided by contribution. Contributed services that do not meet these criteria are not recognized as revenue.
No such amounts were recorded in the financial statements for the years ended July 30, 2014 and 2013.

Estimates - The preparation of financial statements in conformity with United States generally accepted accounting
principles (“GAAP”) requires management to make estimates and assumptions that affect certain reported amounts
of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ
from those estimates. The most significant estimates included in these financial statements are depreciation, the
valuation of certain level 3 investments, the interest rate swap agreement, the accrued benefit obligations, and
allocation of certain expenses.

Programs - The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture,
globally minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships,
and dedicated to professional excellence and lifelong learning. The Seminary pursues its mission through the
execution of these major programs:

Instructional - providing a biblically-based education for undergraduate, graduate, and postgraduate degrees
in theology, evangelism and missions, church and family ministries, and church music

Institutional support - providing support for general operations

Student services - providing campus life activities, placement and employment services to students
Plant operations - providing for maintenance and care of facilities, grounds, and equipment

Auxiliary enterprises - providing housing, dining, recreational and other services to students and staff

Cash and Cash Equivalents - For purposes of financial reporting, the Seminary considers all short-term investments,
with an original maturity of three months or less, to be cash equivalents.




Page 7
SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY
Notes to Consolidated Financial Statements
July 31, 2014 and 2013

2 - Summary of Significant Accounting Policies (continued)

Accounts Receivable - The Seminary’s accounts receivable are due primarily from students. Credit is extended to
students and collateral is not required. Accounts receivable are due at the beginning of each term. Amounts are
reported net of an allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are
considered past due. The Seminary determines its allowance by considering a number of factors, including the
length of time student receivables are past due and the Seminary’s previous loss history. The Seminary writes off
accounts receivable when they are deemed uncollectible, and payments subsequently received on such receivables
are credited to the allowance for doubtful accounts. Typically, students whose accounts are not current are not
allowed to enroll in future classes. Allowance for doubtful accounts for the years ended July 31, 2014 and 2013
was $405,000 and $230,095, respectively.

Investments - Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and
unrealized gains and losses on investments are reflected in the Statement of Activities. Investments received by
gift or bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties.
Distributions from the trusts are recorded as endowment income and the carrying value of the investments is the
current market value of underlying assets.

Split-Interest Agreements - The Seminary is the beneficiary of split-interest agreements which are irrevocable
charitable remainder trusts and charitable gift annuities. At the dates these trusts are established, assets and
contribution revenues are recognized at the present value of the estimated future benefits to be received when the
trust assets are distributed. The receivables are adjusted during the term of the trusts for changes in the value of
assets, accretions of the discount and other changes in the estimates of future benefits which are reflected in the
Statement of Activities as a change in value of split-interest agreements. Liabilities under split-interest agreements
are calculated based upon current actuarial assumptions used by trustees of the agreements.

Other Assets - Other assets include notes receivable given by bequest to the Seminary in 2014. The Seminary holds
a 50% interest in the total face value of the notes. The Seminary receives monthly payments from the obligors as
defined in the original note agreements. The Seminary’s share in the face value of the notes receivable at July 31 is
as follows:

2014

Note 1, maturity 01/2027, 0% interest h 22,500
Note 2, maturity 02/2019, 0% interest 102,000
Note 3, maturity 06/2031, 6% interest 24,967
Note 4, maturity 07/2039, 4% interest 227,863

377,330
Unamortized discount on notes 1 & 2 at 3.32% (64,679)
Allowance for uncollectible notes (88,684)
Notes receivable, net of discount and allowance $ 223,967

Advertising - The Seminary uses advertising to promote its major programs to the general public. The costs of
advertising are expensed as incurred. Advertising expense was $329,863 and $1,372,611 for the years ended July
31, 2014 and 2013, respectively.
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2 - Summary of Significant Accounting Policies (continued)

Property, Plant and Equipment - Property, plant and equipment are recorded at acquisition cost. Donated assets are
recorded at fair market value at the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500.
Betterments and renewals are capitalized. Maintenance and repairs are charged to operations when incurred.
Depreciation is computed using the straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 5-10 years
Improvements other than buildings 30 years

Impairment of Long-Lived Assets - Management evaluates its long-lived assets for financial impairment whenever
events or changes in circumstances indicate the carrying value of an asset may not be recoverable. An impairment
loss is recognized when the estimated undiscounted future cash flows from the assets are less than the carrying
value of the assets. Assets to be disposed of are reported at the lower of their carrying amount or fair value, less
cost to sell. Management is of the opinion that the carrying amount of its long-lived assets does not exceed their
estimated recoverable amount.

Unconditional Promises to Give - The Seminary records unconditional promises to give when a promise to give is
communicated in writing with specific amounts and due dates for those donors with an established history of
giving. Unconditional promises are evaluated annually as to collectability and reserves for doubtful promises are
provided for estimated uncollectible accounts. Unconditional promises are written off when determined to be
uncollectible.

Functional Allocation of Expenses - The costs of providing the various programs and other activities have been
summarized on a functional basis in the Statement of Activities. Accordingly, certain expenses have been allocated
among the programs and supporting services benefited.

Compensated Absences - Employees of the Seminary are entitled to paid vacation leave depending upon their
length of service and other factors. Compensated absences for vacation leave have not been accrued since they
cannot be reasonably estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement - The Seminary uses a derivative to manage risks related to interest rate movements.
The Seminary’s interest-rate swap contracts are reported at fair value. The change in the swap contract's fair value
is reported as a gain or loss in the Statement of Activities. The Seminary’s risk management strategy is to stabilize
cash flow requirements by maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.

3 - Unconditional Promises to Give

Scheduled maturities of unconditional promises to give at July 31 are as follows:

2014 2013
Less than one year $ 2,320,000 h 300,000
One to five years 2,000,000 -
4,320,000 300,000
Unamortized discount at 3.32% and 4.0%, respectively (201,017) (11,538)

Net unconditional promises to give § 4,118,983 $ 288,462
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3 - Unconditional Promises to Give (continued)

The Seminary evaluates the collectability of promises to give and no allowance for doubtful accounts was
considered necessary at July 31, 2014 or 2013.
4 - Fundraising Activities

Fundraising expense for the years ended July 31, 2014 and 2013, was $1,576,457 and $1,351,339,
respectively. These expenses are included in institutional support in the accompanying Statement of Activities.
5 - Cooperative Program

One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches
participating in the Cooperative Program contribute to the SBC, which passes funds (according to an allocation
formula) to the Seminary and other entities. The Seminary received $8,590,576 and $8,997,213 from the SBC for

the years ended July 31, 2014 and 2013, respectively.

Distributions by state, as provided by the Executive Committee of the SBC for years ended July 31 are as
follows:

2014 2013
Alabama $ 790,930 $ 829,549
Alaska 10,465 10,737
Arizona 36,632 38,385
Arkansas 403,680 422385
California 95,963 97,717
Colorado 23,166 25,217
Dakota 2,964 2,210
District of Columbia 1,025 1,542
Florida 524,698 595,087
Georgia 752,079 776,180
Hawaii Pacific 15,838 18,440
Ilinois 114,633 123,084
Indiana 33,342 39,955
Jowa 4,216 4,577
Kansas-Nebraska 28,070 29,836
Kentucky 449,636 456,949
Louisiana 358,351 372,058
Maryland-Delaware 83,257 88,196
Michigan 15,534 12,872
Minnesota-Wisconsin 3,110 3,205
Mississippi 533,331 560,260
Missouri 251,127 257,914
Montana 5,706 5,158
Nevada 13,647 12,675
New England 4,946 4,777
New Mexico 37,962 42,731
New York 8,882 9,101
North Carolina ' 484,394 490,984

Northwest 31,070 33,349
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5 - Cooperative Program (continued)

2014
Ohio 78,475
Oklahoma 473,046
Pennsylvania-South Jersey 9,506
Puerto Rico/U.S. Virgin Islands 276
South Carolina 519,646
Tennessee 647,293
Texas-BGCT 520,815
Texas-SBTC 691,208
Utah-Idaho 7,512
Virginia-BGAV 54,078
Virginia-SBCV 187,311
West Virginia 20,933
Wyoming 5,840

8,334,593
Churches and individuals 255,983
Total Cooperative Program Allocation 8,590,576

6 - Investments
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2013

86,098
560,057
9,902
229
540,369
675,074
529,888
708,109
7,104
74,399
190,072
21,868

6,077

8,774,376

222,837

58997213

The Seminary carries marketable securities at fair market value and realized and unrealized gains and
losses are recorded in the Statement of Activities. Investments consist of the following:

Mutual funds

Common stocks
Closed-end funds
Investments in partnerships
Cash and cash equivalents

Other

014

$ 111,377,315
13,608,384

1,801,856

13,370,725

7,673,111

$ 147.831.391

2013
$ 88,576,419
23,774,263
1,832,150
13,765,693
3,557,229

_ 207889

$ 131,713,643

The “Investments in partnerships” category is comprised of interests in certain limited partnerships and
limited liability corporations and is carried at fair value as provided by the investment managers. The amounts
realized upon disposition of these investments may differ from the value reflected in the financial statements and
the differences could be material. Certain partnership agreements are restricted as to resale and may require

advance noticed for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment
activities of the underlying instruments of the partnerships, including market, credit, and currency risk. The
Seminary’s risk of loss as of July 31, 2014 and 2013, in any of its investment partnerships is limited to the value of

the investment at July 31, 2014 or 2013.
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6 - Investments (continued)

The following schedule details investment return for the years ended July 31:

2014 2013
Dividend and interest income $ 3,958,079 $ 1,842,488
Net realized gains on investments 6,069,531 1,368,972
Net unrealized gains on investments 4.989.000 10,205.804
$_15016610  $ 13.417.264
B Investment fees are netted against dividend and interest income.
B 7 - Property and Equipment
Property and equipment at July 31 consist of the following:
h 014 2013
Land $ 2,970,331 $ 2,837,827
- Buildings 131,588,362 129,495,784
Equipment 14,658,708 13,997,500
Improvements other than buildings 6,185,590 6,142 870
_ Library books/microfilm/antiquities 13,843,823 13,703,220
169,246,814 166,177,201
Less: accumulated depreciation (53,575,817) (50,217,807)
Total $ 115,670,997 $ 115,959,394

Buildings include construction in progress for new student housing facilities, totaling $0 and $7,157,449 at
July 31, 2014 and 2013, respectively. The Seminary capitalizes interest incurred during construction, which
amounted to $0 and $159,486 during 2014 and 2013, respectively.

8 - Employee Benefits

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution
retirement plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention
under Internal Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary’s contribution

- for the years ended July 31, 2014 and 2013, was $1,004,222 and $1,013,070, respectively.
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8 - Employee Benefits (continued)

Postretirement and Postemployment Benefits
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The Seminary provides postemployment benefits to retired employees. The following table sets forth

future obligations at July 31:

Accumulated benefit costs
Employer contributions (benefits paid)

Net periodic benefit cost
Discount rate assumed

Postretirement Benefits

The Seminary provides postretirement life insurance benefits to retired employees.

sets forth future obligations at July 31:

Accumulated benefit costs
Employer contributions (benefits paid)

Net period benefit cost
Discount rate assumed

9 - Net Assets

Unrestricted net assets consist of the following:

For current operations

Notes payable

Endowment

Invested in property, plant and equipment
Unfunded postretirement benefits

Unfunded postemployment benefits

Total
Temporarily restricted net assets consist of the following:
Capital projects

Scholarships
Other

Total

2014
$ 461,157
$ 45,193
$ 104939
3.60%

2014

$ 772,365

&

48,985

$ 38,424

3.70%

2014

$  (6,937,623)
(22,805,312)
17,793,787
115,670,997
(772,365)
(461,157)

S 102,488,327

$ 4,570,572
9,507,878
6,459,545

820,537,095

2013
$ 401,411
$ 39,655
$ 99,050
3.45%

The following table

2013

$ 794,892
$ 41,623

4.10%

2013

$  (7.716,691)
(20,053,088)
14,705,359
115,959,394
(794,892)
(401,411)

$ 101,698,671

$ 4,341,631
8,043,924
2,785,902

$ 15,171,457
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9 - Net Assets (continued)

2014 2013
Permanently restricted net assets consist of the following:
Loan funds h - h 591,845
Annuity and life income funds 4,423,162 4,076,102
Endowment funds 107,722,340 95,480,143
Other 823,037 -
Total $ 112,968,539 $ 100,148,090
Net assets released during the years ended July 31 are for the following purposes:
Scholarships $ 4,095,633 $ 3,829,786
Capital projects 686,648 875,337
Other 994,374 821,282
Total $§ 5,776,655 $ 5,526,405

10 - Endowment Investments

The Seminary considers the following factors in making a determination to appropriate or accumulate
donor-restricted endowment funds: the duration and preservation of the fund, purposes of the Seminary, purpose of
the donor-restricted endowment fund, general economic conditions, other resources of the Seminary, and
investment policies of the Seminary.

2014 2013

Endowment funds $ 140,051,184 $ 123,969,779

Less: annuity liability (10,111,895) (9,708,175)

Endowment assets, net $ 129,939,289 $ 114,261,604

Endowments as of July 31, 2014, are composed of the following:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted endowment funds h - $ - $ 112,145,502 $ 112,145,502
Board-designated endowment funds 17,793,787 - - 17,793,787

Total $17,793,787 $ $ 112,145,502 $ 129,939,289




SOUTHWESTERN BAPTIST THEOLOGICAL SEMINARY

Notes to Consolidated Financial Statements
July 31, 2014 and 2013

10 - Endowment Investments (continued)

The change in endowments for the year ended July 31, 2014, is as follows:
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Temporarily Permanently
Unrestricted Restricted Restricted Total
Beginning of period $ 14,705,359 $ - $ 99,556,245 $ 114,261,604
Investment income 3,088,428 - 5,438,731 8,527,159
Change in value of third-party trust - - (393.738) (393.738)
Total investment income 3,088,428 - 5,044,993 8,133,421
Contributions - - 7,544,264 7,544,264
End of period $ 17,793,787 5 - $ 112,145,502 $ 129,939,289
Endowments as of July 31, 2013, are composed of the following:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - $ - $ 99,556,245 $ 99,556,245
Board-restricted endowment funds 14,705,359 - - 14,705,359
Total $ 14,705,359 $ - $ 99,556,245 $ 114,261,604

The change in endowments for the year ended July 31, 2013, is as follows:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Beginning of period $ 7,350,772 $ - $ 96,814,849 $ 104,165,621
Investment income 7,354,587 - 684,062 8,038,649
Change in value of third-party trust - - (162,460) (162,460)
Total investment income 7,354,587 - 521,602 7,876,189
Contributions - - 2,219,794 2,219,794
End of period $ 14,705,359 $ - $ 99,556,245 $ 114,261,604

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in

the fund for perpetual duration.
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10 - Endowment Investments (continued)

Underwater Funds - From time to time, the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and the
Texas Uniform Prudent Management of Institutional Funds Act (“TUPMIFA”), deficiencies of this nature are
reported in unrestricted net assets.

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while assuming
moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide an average
rate of return of approximately 8% annually. Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the Seminary’s
objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return. The Board of Trustees has the right to
recommend against expenditure of earnings or gains in any given year due to factors such as financial market
conditions or poor investment performance.

11 - Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e.,
the “exit price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Seminary uses various valuation approaches. A fair value hierarchy for
inputs is used in measuring fair value that maximizes the use of observable inputs and minimizes the use of
unobservable inputs by requiring that the most observable inputs are to be used when available. The fair value
hierarchy is categorized into three levels based on the inputs as follows:

Level 1 - Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities
that the Foundation has the ability to access.

Level 2 - Valuations based on inputs, other than quoted prices included in Level 1, which are observable
either directly or indirectly.

Level 3 - Valuations based on inputs that are unobservable and significant to the overall fair value
measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by
reference to quoted market prices and other relevant information generated by market transactions.
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11 - Fair Value Measurements (continued)

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of
the investments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are
available according to the type of investment strategy in use.

Multi-strategy and long/short hedge funds typically utilize the NAV provided by the underlying investee.
The Valuation Committee established by each fund manager also takes into account information provided within
audited and un-audited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other alternative valuation techniques may be utilized by the
fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not
publicly traded. The fair value of these securities is not readily determinable. These investments are valued on at
least a quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting
principles generally accepted in the United States (“US GAAP”). The Board of Directors or Valuation Committee
determines the fair value in good faith based on the input of their Investment Advisor and the respective third-party
valuation firms.

Private equity fund fair values are supported by information received from the investee funds such as
monthly net asset values, investor reports, and audited financial statements, when available. The fund Valuation
Committee may consider other factors, including subscription and redemption rights, expected discounted cash
flows, transactions in the secondary market, bids received from potential buyers, and overall market conditions in
its determination of fair value.

Investments by category level at July 31, 2014, are as follows:

Fair Value Level 1 Level 2 Level 3
Endowment funds $ 125,516,127 $ 112,145,402 $ 1,193,160 $ 12,177,565
Other 7,780,207 7,780,207 - -
Annuities, net 4,423.162 4,423,162 - -
Total $ 137,719,496 $ 124,348,771 $ 1,193,160 $ 12,177,565

Investments by category level at July 31, 2013, are as follows:

Fair Value Level 1 Level 2 Level 3
Endowment funds $ 110,185,502 $ 96,014,326 $ 1,148,791 $ 13,022,385
Other 7,743,864 7,743,864 - -
Annuities, net 4,076,102 4,076,102 - -

Total $ 122,005,468 $ 107,834,292 § 1,148,791 $ 13,022,385
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The change in value of level 3 inputs, which are measured at fair value on a recurring basis using
significant unobservable inputs, are as follows:

Balance at July 31, 2012 $ 13,431,735
Redemptions (4,571,242)
Subscriptions 2,232,000
Change in estimated fair value 1,929,892
Balance, July 31, 2013 13,022,385
Redemptions (3,050,000)
Subscriptions 1,468,450
Change in estimated fair value 736,730
Balance, July 31, 2014 $ 12,177,565

12 - Notes Payable

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”) with a bank, for the
purpose of paying for construction of 252 new student housing units. The Loan is structured with $16,000,000 of
tax-exempt bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the Loan is amortized
over 20 years, with the final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day
LIBOR rate plus 156 basis points. The 90-day LIBOR rate is 0.24% and 0.27% at July 31, 2014 and 2013,
respectively. From December 2011 to December 2013, quarterly payments were for interest only, with both
principal reduction and interest payments beginning in January 2014. The taxable portion of the loan is due
December 30, 2016, with interest calculated as 90-day LIBOR rate plus 200 basis points. The Loan is secured with
securities and deeds of trust on land and buildings in Fort Worth, Texas.

Scheduled principal payments and total loans outstanding at July 31, 2014, for the following five years
ended July 31 and thereafter are as follows:

2015 $ 663,643
2016 684,680
2017 7,709,095
2018 733,000
2019 757,708
Thereafter 11.967.294

Total scheduled payments 22,515,420
Liability on swap agreement 289.892
Total amount outstanding § 22.805.312

The Seminary entered into an interest rate swap as a hedge against exposure to variances in interest rates
applied to the Loan. The differential interest required to be paid or that will be received under this agreement is
accrued consistent with the terms of the agreement and is recognized in the Statement of Activities and included in
the Notes Payable. The notional principal amount of the swap agreement is $16,000,000. The interest rate for the
bonds is established quarterly based upon 65% of the 90-Day LIBOR plus 1.56% (1.72% and 1.79% at July 31,
2014 and 2013, respectively). The agreement effectively fixes the Seminary’s interest rate exposure at 3.25% for a
period of ten years ending December 2021.
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12 - Notes Payable (continued)

Generally accepted accounting principles require derivative instruments, such as interest rate swap
agreements, to be recognized at fair value as either assets or liabilities in the Statement of Financial
Position. Accordingly, $289,892 and $280,515, which is representative of the value of the swap agreement at July
31, 2014 and 2013, respectively, is included in Notes Payable on the Statement of Financial Position. Value has
been measured based on estimate of the amount needed to settle the agreement as calculated by the counterparty to
the swap agreement. Such calculations were based on changes in market conditions and/or assumptions underlying
the valuation models.

The Seminary paid interest for the years ending July 31, 2014 and 2013, of $675,933 and $353,331,
respectively, of which $0 and $159,486 was capitalized in each respective year.

13 - Charitable Gift Annuities

The Seminary, through the Foundation, enters into split interest agreements with donors whereby, in
exchange for the gift from the donor, the Seminary is obligated to provide an annuity to the donor or other
designated beneficiaries during their lifetimes. At July 31, 2014, two annuities are active. The assets and liabilities
associated with these annuities are accounted for as indicated in Note 2, Split-Interest Agreements.

14 - Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and
cash equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.

15 - Lease Commitments
The Seminary has non-cancelable operating leases for various office equipment expiring in 2017. Lease

expenses were $278,831 and $264,274 for the years ended July 31, 2014 and 2013, respectively. The Seminary’s
future minimum lease payments under the lease agreements are as follows for the three years ended July 31:

2015 $ 251,907
2016 244,507
2017 108.944
Future minimum lease payments N 605,358

16 - Contingency

The Tarrant County Appraisal District has assessed property taxes of approximately $440,000 on certain
Seminary properties. Management is contesting these assessments vigorously through its legal counsel and
believes it is more likely than not that it will be able to achieve a favorable determination that these properties are,
in fact, exempt from property taxes. Accordingly, no liability is recorded for these tax assessments.
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17 - Accounting for Uncertain Tax Positions

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3)
of the Internal Revenue Code as other than a private foundation, except on net income derived from unrelated
business activities. The Seminary is subject to unrelated business income tax on certain rental activities. The
Seminary paid no taxes for unrelated business income tax in 2014 or 2013 as expenses exceeded revenues. The
Seminary believes that it has appropriate support for any tax positions taken, and as such, does not have any
uncertain tax positions that are material to the financial statements. Tax returns for the years 2012, 2011 and 2010
are subject to examination by tax authorities, and may change upon examination.

18 - Reclassifications

Certain reclassifications have been made to the 2013 consolidated statement of financial position to
correspond to the current year’s format. Net assets and changes in net assets are unchanged due to these
reclassifications.

19 - Subsequent Events

The Seminary has evaluated subsequent events through October 6, 2014, which is the date the financial
statements were available to be issued.
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Independent Auditors' Report

To the Board of Trustees
The Southwestern Baptist Theological Seminary
Fort Worth, Texas

We have audited the accompanying consolidated financial statements of The Southwestern Baptist Theological Seminary (a
Texas nonprofit corporation) which comprise the consolidated statement of financial position as of July 31, 2015, and the related
consolidated statements of activities and cash flows for the year then ended, and the related notes to the consolidated financial
statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our aundit
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 consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk asscssments, the
auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements
in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of The Southwestern Baptist Theological Seminary, as of July 31, 2015, and the changes in their net assets and their
cash flows for the year then ended in accordance with accounting principles generally accepted in the United States of America.

Prior Period Financial Statements

The financial statements of The Southwestern Baptist Theological Seminary as of July 31, 2014, were audited by other auditors
whose report dated October 6, 2014, expressed an unmodified opinion on those statements.

ﬁmé@é LA

Trving, Texas
October 2, 2015
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Consolidated Statements of Financial Position
July 31, 2015
2015
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Assets;
Cash and cash equivalents .........c..coccveviienvncnininnen, $ 1,216673 $ 210,684 §$ - $ 1,427,357
Accounts receivables, Net.........cccevvvvvinverniiveniiinnenne. 823,201 - 7,132 830,333
Unconditional promises to give, net..........cecovvvevveeunns - 9,881,735 - 9,881,735
Other ASSELS...uviireririireriirenieer s rreresteeererentee e esanennees 804,938 - - 804,938
Investments:
Endowment funds...........ccccecviiviennnnnicrecnnnionennns 15,714,372 - 109,133,871 124,848,243
Split-interest funds........ccceevvrniniicciniinnn - - 14,561,757 14,561,757
Other INVEStMENtS.....c..civeeieeeeevireeireeeesreerereeenes 11.384.712 6,132,601 - 17,517,313
Total INVEStMENTS......ovveeeiireeerrarerennreriens 27,099,084 6,132,601 123,695,628 156,927,313
Due from (t0) other funds.........ccooovevveniicnencerennnnen. (19,465,047) 18,945,837 519,210 -
Property, plant, and equipment, net...........ccccovveencen 114.476.106 - - 114,476,106
Total @SSELS.....c.creeeerrererereirrerererenseneen: $124.954,955 $_35,170,857 $124,221,970 $284,347.782
Liabilities and net assets:
Liabilities:
AcCcounts payable......c.ovveveervvirerveser e $ 1,104,956 $ - $ - $ 1,104,956
Accrued salaries and benefits.............oecverennennen. 466,306 - - 466,306
Deposits and agency funds.........ccovevieiiivninnnne 675,816 - - 675,816
Deferred iNCOME......cccveeevvvireeeiiiinirceeceeienes 313,648 - - 313,648
Notes payable.......coocverieneniinvninens 22,305,052 - - 22,305,052
Liability under annuity contracts........c..cocoevnene - - 10,118,284 10,118,284
Accrued postretirement benefit obligation.......... 965,386 - - 965,386
Accrued postemployment benefit obligation...... 644,273 - - 644,273
Total Habilities........cceveeriieienireiriereseenens 26475437 - 10,118,284 36,593.721
INEE ASSELS..ovveriivriererivtesterrivterertesressecresrenresnesnasnarens 98,479,518 35,170,857 114,103,686 247,754,061
Total liabilities and net assets............... $124,954,955 $_35,170,857 $124221,970 $284,347,782

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

Consolidated Statements of Financial Position
July 31, 2014
2014
Temporarily  Permanently
Unrestricted Restricted Restricted Total
Assets:
Cash and cash equivalents ..........c..cccerrererrrccrnneennee, $ 3,086,712 $§ 226,143 § - $ 3,312,855
Accounts receivables, Net........ocveververenieneecienre e 643,611 - 7,132 650,743
Unconditional promises to give, net..........cceevvveeeennne - 3,809,266 309,717 4,118,983
OLREr @SSETS. uverieiieriitierirereriireeer e sinrer e ssiere e s sessaees 1,158,342 - - 1,158,342
Investments:
Endowment Tunds.......covveveneicennenenininne. 17,793,787 - 107,722,340 125,516,127
Split-interest funds........coooevveenrivrerenenieninn: - - 14,535,057 14,535,057
Other INVESUNENTS.....vceeviveerieeeiriiieserereseennes 6.588.768 1,191,439 - 7.780.207
Total INVEStMENTS......cveeeririerenriirrercarenens 24,382,555 1,191,439 122,257,397 147,831,391
Due from (to) other funds.........cocoevviericinvencenenneene. (15,817,335) 15,311,147 506,188 -
Property, plant, and equipment, net.........c..c.coeverernne, 115.670,997 - - 115,670,997
TOtal @SSELS.....cvevererevivieieriesriteesrsereenas $129.124.882 $_20,537,995 $123,080,434 $272,743311
Liabilities and net assets:
Liabilities:
Accounts payable..........oeeeeiriiceieincneneneinens $ 460,567 $ - $ - $ 460,567
Accrued salaries and benefits.......ccococovvecireenneenn 1,179,176 - - 1,179,176
Deposits and agency funds........ccoeeevvveverernienennne 708,144 - - 708,144
Deferred iNCOME.....covvivriviriiirce e cesesr e eerenes 249,834 - - 249,834
Notes payable........coceecmrireciniiivecnrcninnr oo 22,805,312 - - 22,805,312
Liability under annuity contracts.............ccoevruvene. - - 10,111,895 10,111,895
Accrued postretirement benefit obligation........... 772,365 - - 772,365
Accrued postemployment benefit obligation....... 461,157 - - 461,157
Total HabilitieS. .ovvvrierieriirerierisiereeereeseee 26,636,555 - 10.111.895 36.748.450
INEE BSSELS..veivvereirrerierrerreeseertesseesresreessensenseasseonsressenns 102,488,327 20,537,995 112,968,539 235,994,861
Total liabilities and net assets................ $129,124,882 $ 20,537,995 $123,080.434 $272,743.311

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2015

2015

Temporarily ~ Permanently
Changes in net assets: Unrestricted Restricted Restricted

Total

Revenues and other additions:

Tuition and fEes.......ccceveivirreirierenricreerenieennes $ 12,275,124 $ - $ - $ 12,275,124
Scholarship and fellowships.........cccoccevenrvenens (4,398,953) - - (4,398,953)
Gifts:
Cooperative program........cccovveereervincrsrenen, 8,467,487 - - 8,467,487
Student aid.....coovvivceericiieee e - 2,806,455 - 2,806,455
ENndOWMmeENt.......cccovverievearienreeeiicennecrerennns - - 1,703,194 1,703,194
OhET oottt e enees 4,322,058 16,862,927 - 21,184,985
Change in value of investments............cc.coeceurene. 2,179,961 2,068,331 (561,658) 3,686,634
Change in value of split interest funds............... - - (6,389) (6,389)
Auxiliary enterprisSes........ccvereceerrenereesnreeeenn 7,422,182 - - 7,422,182
1011 T<) TR 741,101 - - 741,101
Net assets released from restriction................... 7,104,851 (7,104,851) - -
Total FEVENUE........covvicreerrireieeerieercre v $ 38,113,811 $ 14,632,862 $ 1,135,147 $ 53,881,820
Expenses and other deductions:
Instructional ........c.cccooeveeivieeiiinierirvee s 15,882,872 - - 15,882,872
Institutional SUPPOTT .....cocvvecirerieririnerenas 9,631,059 - - 9,631,059
Student SErVICES ..oivvvivervierirrerrienrerivinenenns 1,626,785 - - 1,626,785
Plant operations.........ocveeivecrrereeiereeenenns 7,085,192 - - 7,085,192
Auxiliary enterprises......cooeveveereivreererionenne 7.896.712 - - _7.896.712
Total operating expenses.........co....... 42,122,620 - - 42,122,620
Change in net @ssetS.......eceervveecericrvercereieneereeeennes (4,008,809) 14,632,862 1,135,147 11,759,200
Net assets, beginning of year......co.cocvcervnivereinnnene 102,488,327 20,537,995 112,968,539 235,994,861
Net assets, end of Year.......cvvvvvverrinvcireeriniieeinienne $ 98.479,518 $_ 35,170,857 $114,103.686 $247,754,061

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

Page 4 of 20




THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2014

2014
Temporarily ~ Permanently
Changes in net assets: Unrestricted Restricted Restricted Total
Revenues and other additions:
Tuition and fEeS....c..ccvvrmriireirerineeer e senrenns $ 11,141,941 § - $ - $ 11,141,941
Scholarship and fellowships.........cccoecveriiiennns (4,095,633) - - (4,095,633)
Gifts:
Cooperative program.........cceeervesrecrvneenenn, 8,590,576 - - 8,590,576
Student aid.........coovereeiienninrenrrrr e - 3,889,302 - 3,889,302
EndOWment.......occeeuvicininnveeneeeeiiieeecneennreenens - - 7,544,264 7,544,264
101111 RO TP 3,410,691 5,421,783 - 8,832,474
Change in value of investments........c..ccocvveereenne. 7,514,579 1,832,108 5,669,923 15,016,610
Change in value of split interest funds............... - - (393,738) (393,738)
Auxiliary enterprises.........ccvvecreiinrenrenrneninnes 7,150,466 - - 7,150,466
1O 1 1 =1 RSP S 783,347 - - 783,347
Net assets released from restriction..............o..... 5,776,655 (5,776,655) - -
Total revenue........cooveveveevmnercrnenvierieriennes 40,272,622 5,366,538 12,820,449 58,459,609
Expenses and other deductions:
Instructional .....ccvcevvvecenieie e 15,413,702 - - 15,413,702
Institutional SUPPOLt .....ccvvvrerrervrrrriererennenes 9,126,707 - - 9,126,707
Student SErvices ....o.cocvvveriiveenericeenrienenns 1,330,770 - - 1,330,770
Plant operations.........cccoveeeincrnerincrennenne 6,029,382 - - 6,029,382
Auxiliary enterprises........c.ceeercerreeeeirereens 7,582,405 - - 7.582.405
Total operating expenses.................. 39,482,966 - - 39,482,966
Change in Net aSSEtS.....cuvvvrvrierreierienesierreneeresnneerens 789,656 5,366,538 12,820,449 18,976,643
Net assets, beginning of year.......cccecceeivveirnencane. 101,698,671 15,171,457 100,148,090 217,018,218
Net assets, end of Year.......occevvevverereniiennnennenenes $102,488,327 $_20,537,995 $112,968,539 $235,994,861

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Cash Flows
For the Years Ended July 31, 2015 and 2014

2015 2014
Change QN NEE @SSELS...vecvererieiererirtiiriiieerestsesseereeiesesraesrsetessssesseasssessesassaressansenserssaesen $ 11,759,200 $ 18,976,643
Adjustments to reconcile change in net assets to net cash utilized by
operating activities:
Depreciation and amortization............cecueeeerieerrenreienieereereenninesiesseereniesseeseeserenses 3,668,135 3,656,139
Contributions restricted for endowment and acquisition of long-term assets....... (17,729,401) (8,125,504)
Non-cash contribUtioNs.........ccovieerinceiniie e (894,512) (1,573,432)
Change in value of swap liability........covceeericininer e 163,383 9,377
Net realized and unrealized gains on investments..........coccoveevrvereerenerneseereeaninenne 1,336,306 (10,411,480)
INVESTMENE INCOIME....e.eeeverirrieieeiniisiniieseesesenseseebereses e st e e eanesee e sbesresaesraenenees (1,817,113) (1,549,270)
Change in value of split-interest funds....c....coconiiiniii 190,424 780,310
Changes in operating assets and liabilities:
RECEIVADIES.....viiitiiierieiircce e se e b e e vesea e rn e b e sse e neene (179,590) (124,952)
Unconditional promises t0 giVe.........covervierennensienenenne e (5,762,752) (3,830,521)
(0111 1T £ OO PV SUUR R 329,404 (320,565)
ACCOUNLES PAYADIE....viivrierieereeiririi ettt siesre st be st e saesis e e sa e saeneeee 644,389 (2,031,292)
Other acCrued BXPENSES....cvveerriicreerrireisiereere e saeresessseeseesessesresessenene (745,198) 575,071
Deferred INCOME.......cvveiiiieeieeriiei st cres s etb e e e eesbbee s sereeeeesnsessanees 63,814 120,270
Accrued postretirement benefit obligation.........cocvevinceerniiiiiinnn 193,021 (22,527)
Accrued postemployment benefit obligation.......c.ccccoovirrcerercirinnercniniicnnnen. 183.116 59,746
Total AdJUSTMENES...c.vcvvreeririiienie e (20,356.574) (22.788.630)
Net cash utilized by operating activities.........ccvvvereesiernirevenriniereerinennen, (8,597,374) (3,811,987)
Cash flows from investing activities:
Proceeds from sale and maturities of iINVEStMENLS.........cceecreieeereiireiienrierirecveereeereennens 13,306,013 25,570,428
Purchase of INVESIMENES ......ccivvieiiieiiiiieiire sttt e e aee bt s s aesssbbesseeesene s (21,980,651)  (29,530,584)
Investment in cONSrUCLION iN PrOBIESS v..ceverreriiiersrerenieieriereeie ettt eenienres (695,438) (1,357,883)
Purchase of property, plant and equipment ............cocoeviierreienriiniecinc e (983.806) (985.859)
Net cash utilized by investing activities.........c.coneivrnnrcncierciiinenas (10,353.882) _(6,303.898)
Cash flows from financing activities:
Proceeds from letter of Credit.......cccvvievriiieeiiiiiecee et e e rbresbee i - 3,227,427
Payment 0N NOLE.........coiverininiinecinii e s (663,643) (484,580)
Contribution restricted for endowments and acquisition of long-term assets.............. 17.729.401 8.125.504
Net cash provided by financing activities........c..eocernerercrirninnennenennennen. 17.065.758 10.868.351
Net (decrease) increase in cash and cash equivalents..........cccooccvevrieiiiiecnnnrnnenenn. (1,885,498) 752,466
Cash and cash equivalents, beginning of Year........cc.cceccrinenirineinievienenenneseienercvenenns 3.312.855 2.560.389
Cash and cash equivalents, end of year.........cccoovvcininninncnnnnine e $ 1427357 $_3.312.855

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

1. NATURE OF ORGANIZATION

The Southwestern Baptist Theological Seminary, (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to assist the churches of the
Southern Baptist Convention (“SBC”) by the biblical education of God-called men and women for their respective
ministries, which fulfill the Great Commission and glorify God. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the SBC and is an integrated auxiliary of that Convention. The Seminary is
economically dependent on the SBC and others for financial support.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of The Southwestern Baptist Theological Seminary Development
Foundation, Inc. (“Development”) and Southwestern Seminary Foundation (“Foundation™), Texas non-profit
corporations. Development was formed to aid the Seminary in realizing its religious educational responsibility by
acquiring and providing proper facilities and student housing to meet the needs of the Seminary. Foundation was
formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit of and to further
the purposes of the Seminary and to hold and manage a portion of the Seminary’s endowment portfolio.
Development and Foundation are exempt from federal income tax under Section 501(c)(3) of the Internal Revenue
Code. In the event of dissolution of either Development or Foundation, all respective assets they have shall inure to
the Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting

The consolidated financial statements of the Seminary have been prepared on the accrual basis of accounting.
Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenue and Support

Revenues and support for the Seminary are primarily derived from tuition, fees and contributions from donors and
supporters of the Seminary. Contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support depending on the existence and/or nature of donor restrictions.

Recognition of Donor Restrictions

The Seminary reports gifts of cash and other assets as temporarily restricted support if they are received with donor
stipulations limiting the use of the donated assets if the restrictions are not met in the period of receipt. A donor
restriction expires when a stipulated time restriction ends or a purpose restriction is accomplished. At that time
temporarily restricted net assets are reclassified to unrestricted net assets. If a stipulated time restriction ends or a
purpose restriction is accomplished during the year the donation is received, the donation is recognized as
unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with

donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

i

Revenue Recognition

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

[nvestment returns on endowment and similar funds are reported as follows:

o as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal ot a permanent endowment fund;

. as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;

. as changes in unrestricted net assets in all other cases.

Donated Assets

Donated property is recorded at fair market value on the date of receipt in the appropriate investment, equipment or
expense account. [n the absence of donor restrictions, donated assets are reported as unrestricted revenue.

Donated Services

Occasionally, the Seminary receives support in the form of donated services. Those services are recognized as
unrestricted revenues if the services received (a) create or enhance nonfinancial assets or (b) require specialized
skills, are provided by individuals possessing those skills, and would typically need to be purchased if not provided
by contribution. Contributed services that do not meet these criteria are not recognized as revenue. No such
amounts were recorded in the financial statements for the years ended July 31, 2015 and 2014.

Estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect certain reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. The most significant estimates included in these financial statements are depreciation, the valuation of
certain level 3 investments, the interest rate swap agreement, the accrued benefit obligations, and allocation of
certain expenses.

Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and cash
equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Programs

The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture, globally
minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships, and
dedicated to professional excellence and lifelong learning. The Seminary pursues its mission through the execution
of these major programs:

Instructional - providing a biblically-based education for undergraduate, graduate, and postgraduate degrees in
theology, evangelism and missions, church and family ministries, and church music

Institutional support-- providing support for general operations

Student services - providing campus life activities, placement and employment services to students
Plant operations - providing for maintenance and care of facilities, grounds, and equipment

Auxiliary enterprises - providing housing, dining, recreational and other services to students and staff

Cash and Cash Equivalents

For the purposes of financial reporting, the Seminary considers all short-term investments, with an original
maturity of three months or less, to be cash equivalents.

Accounts Receivable

The Seminary’s accounts receivable are due primarily from students, Credit is extended to students and collateral
is not required. Accounts receivable are due at the beginning of each term. Amounts are reported net of an
allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are considered past due.
The Seminary determines its allowance by considering a number of factors, including the length of time student
receivables are past due and the Seminary’s previous loss history. The Seminary writes off accounts receivable
when they are deemed uncollectible, and payments subsequently received on such receivables are credited to the
allowance for doubtful accounts. Typically, students whose accounts are not current are not allowed to enroll in
future classes. Allowance for doubtful accounts for the years ended July 31, 2015 and 2014 was $390,000 and
$405,000, respectively.

Investments

Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and unrealized
gains and losses on investments are reflected in the Statement of Activities. Investments received by gift or
bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions

from the trusts are recorded as endowment income and the carrying value of the investments is the current market
value of underlying assets.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Split-Interest Agreements

The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable remainder trusts and
charitable gift annuities. At the dates these trusts are established, assets and contribution revenues are recognized
at the present value of the estimated future benefits to be received when the trust assets are distributed. The
receivables are adjusted during the term of the trusts for changes in the value of assets, accretions of the discount
and other changes in the estimates of future benefits which are reflected in the Statement of Activities as a change
in value of split-interest agreements. Liabilities under split-interest agreements are calculated based upon current
actuarial assumptions used by trustees of the agreements.

Advertising Costs

The Seminary uses advertising to promote its major programs to the general public. The costs of advertising are
expensed as incurred. Advertising expense was $299,157 and $329,863 for the years ended July 31, 2015 and
2014, respectively.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at acquisition cost. Donated assets are recorded at fair market value at
the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500. Betterments and renewals are
capitalized. Maintenance and repairs are charged to operations when incurred. Depreciation is computed using the
straight-line method over the following estimated useful lives:

Buildings 30 - 40 years
Equipment 5-10 years
Improvements other than buildings 30 years

Impairment of Long-lived Assets

Management evaluates its long-lived assets for financial impairment whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. An impairment loss is recognized when the
estimated undiscounted future cash flows from the assets are less than the carrying value of the assets, Assets to be
disposed of are reported at the lower of their carrying amount or fair value, less cost to sell. Management is of the
opinion that the carrying amount of its long-lived assets does not exceed their estimated recoverable amount.

Unconditional Promises to Give

The Seminary records unconditional promises to give when a promise to give is communicated in writing with
specific amounts and due dates for those donors with an established history of giving. Unconditional promises are
evaluated annually as to collectability and reserves for doubtful promises are provided for estimated uncollectible
accounts. Unconditional promises are written off when determined to be uncollectible.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on a functional basis in the
Statement of Activities. Accordingly, certain expenses have been allocated among the programs and supporting
services benefited.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Compensated Absences

Employees of the Seminary are entitled to paid vacation leave depending upon their length of service and other
factors. Compensated absences for vacation leave have not been accrued since they cannot be reasonably
estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement

The Seminary uses a derivative to manage risks related to interest rate movements. The Seminary’s interest-rate
swap contracts are reported at fair value. The change in the swap contract's fair value is reported as a gain or loss in
the Statement of Activities. The Seminary’s risk management strategy is to stabilize cash flow requirements by
maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.

3. UNCONDITIONAL PROMISES TO GIVE
Scheduled maturities of unconditional promises to give at July 31 are as follows:
2015 2014

LSS thaAN ONE YEL.....ecvevevereeerenreireinersrnieseasretssssetesessasssssassssessssssssessesssesarens $ 3,718,100 $ 2,320,000

ONE 10 TIVE YEAIS. ..vtvveereeriirierieirerisie et iesee et rre st ae e s b erna e sreereraesaeseeensane 6,969,098 2,000,000

Total unconditional promises t0 ZiVe........ccevurvrvvereemnienireeeniriresroresnns 10,687,198 4,320,000
Unamortized discount at 2.92% and 3.32%, respectively........c.cocruenin. (805,463) (201,017)

Net unconditional promises t0 ZivVe.....c.occvvreeeeirivrnirnercnrnnsieeenns $_ 9,881,735 $_ 4,118,983

The Seminary evaluates the collectability of promises to give and no allowance for doubtful accounts was
considered necessary at July 31, 2015 and 2014,

4. FUNDRAISING ACTIVITIES

Fundraising expense for the years ended July 31, 2015 and 2014, was $1,491,058 and $1,576,457, respectively,
These expenses are included in institutional support in the accompanying Statement of Activities.

5. COOPERATIVE PROGRAM
One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating in the
Cooperative Program contribute to the SBC, which passes funds (according to an allocation formula) to the
Seminary and other entities. The Seminary received $8,467,487 and $8,590,576 from the SBC for the years ended
July 31, 2015 and 2014, respectively.
Distributions by state, as provided by the Executive Committee of the SBC for years ended July 31 are as follows:

AlBDAMA. ..c..eviieircrre e s b $ 775248 § 790,930

ALBSKA... ettt ettt sttt s e ettt e s aas e b asaabee s saresabeeabteebeeerenesnbeanaes 9,937 10,465
J N G V40 o V- VTR RRTRRRRRN 38,385 36,632
ATKANSAS ..veiiieiiiii ettt ettt e s reserae e e s aiat e et e s ss st beerateerosrarasassenbereeesossanns 393,456 403,680
00115 00] 11} - FH SO OO UU PR 98,019 95,963
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Notes to Consolidated Financial Statements

Colorado....ceeevieivieeniiie e,
Dakota......ccooevveirieerereicieeree e
District of Columbia........cccovevvveeveeennen.
Florida......coovvveiiceeeieicieeccecveeeee e,
GEOIZIAcueeueenerrincieeeeresieeeeresre s serean
Hawaii Pacific.........cccocevenvecenreciennnnne.
HINOIS....evvve e,

KeNntuCKY....ooveceemrciiiir e
LOUISIANE ...veverieeiireireeriricre e eeenes
Maryland-Delaware.........ccoocecevvcirnnnns
Michigan.....cccovevvienieiie e
Minnesota-Wisconsin........coeereerennenne,
MISSISSIPPIecerrererervererierersoneeriiarereenens
MISSOUT.. v vveevieierieineesireeeeecnieesseenenns

New England.......ccoveencirinicnniinne
NeW MeXICO...ivuvierrerarirereineirieenieesinenns
NEeW YOrK ..o iveenireriecreeerrveniereneens
North Carolina......cccccvvveeivereiivieennnans

NOFHAWESEcvvviireeeee i cveee e

OKIahoma.......oeeeeeeieeneeiciiercceine
Pennsylvania-South Jersey..................
Puerto Rico/U.S. Virgin Islands..........
South Carolina.......c..coceveeencrneerencnnens
TenNessee....cccvvrviinirevniininiicninenn,
Texas-BGCT.......cccooviniriiinnininnniinne
Texas-SBTC....cccooiviiiniircciins
Utah-Idaho...........cccorrvvcrcernenenencnnan
Virginia-BGAV .....ccoevevvcnvirirenncn
Virginia-SBCV .....cccvvinviicenincnneens
West Virginia.......ccoeevvcerieveneninnnnennns
WYOMING....oovvveriniiiiiniireiiiencnieenens

Churches and individuals.....................

Total Cooperative Program Allocation
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2015 2014
24,502 23,166
2,964 2,964
600 1,025
572,169 524,698
766,442 752,079
14,826 15,838
104,274 114,633
41,428 33,342
8,139 4216
27,585 28,070
446,552 449,636
342,704 358,351
76,038 83,257
15,125 15,534
3,172 3,110
517,479 533,331
259,715 251,127
6,048 5,706
16,790 13,647
5,040 4,946
36,502 37,962
8,865 8,882
473,661 484,394
32,586 31,070
62,679 78,475
461,767 473,046
9,282 9,506
231 276
506,103 519,646
632,622 647,293
485,824 520,815
699,206 691,208
6,080 7,512
54,145 54,078
179,704 187,311
19,978 20,933
5,866 5.840
8.241,738 8,334,593
225.749 255.983
8.467.487 $_ 8.590.576




THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

6. INVESTMENTS

- The Seminary carries marketable securities at fair market value and realized and unrealized gains and losses are
recorded in the Statement of Activities. Investments consist of the following:

2015 2014
Mutual fUNAS ..ooveieiricecree e e s et e $115,194,600 $111,377,315
COMMION SEOCKS..1eevvtiuririireereresirierirerieeserreeseressresrees e rarsnesssesssseassnnasesas 11,322,530 13,608,384
Closed-end fUNAS..........coeeiieeiiiiiine sttt eiesie s rens e sses e raeseene 3,038,004 1,801,856
Investments i partnerships........occveiereviieenenen s e 14,871,673 13,370,725
Cash and cash eqUIVALENTS......covvirerieeieeniinriciereree e e eeens 12,500,506 7,673,111
Total IIVESHINENS. .veviveeeieiiviriiierrereeecseese e st be e ae b nens $156,927.313 $147,831,391

The “Investments in partnerships” category is comprised of interests in certain limited partnerships and limited
liability corporations and is carried at fair value as provided by the investment managers. The amounts realized
upon disposition of these investments may differ from the value reflected‘in the financial statements and the
differences could be material. Certain partnership agreements are restricted as to resale and may require advance
notice for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment activities
of the underlying instruments of the partnerships, including market, credit, and currency risk. The Seminary’s risk
of loss as of July 31, 2015 and 2014, in any of its investment partnerships is limited to the value of the investment
at July 31, 2015 and 2014. :

The following schedule details investment returns for the years ended July 31:

Dividend and iNteTESt INCOMIE........verveerierrerirerreererrereiereseeserereeasesneroes $ 3,871,661 $ 3,958,079
Net realized gains on iNVESIMENTS.....ccermerrveierererrereiarenererrereeenienens 1,329,129 6,069,531
Net unrealized (10ss) gain on iNVESHMENTS......cvcveerreerrrereereecererrerineans (1.514.156) 4.989.000

TOtAL e cviirierieri ettt eee e st ear e sre s s e s b e reaa e be s b ben $_ 3686634 $_ 15016610

Investment fees are netted against dividend and interest income.
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7. PROPERTY, PLANT, AND EQUIPMENT

Property and equipment consists of the following at July 31:

2015 2014

LANA 1ttt e e s e $ 3,740,331 $ 2,970,331
BUIAINGS. cteereeiirieni et et 132,775,172 131,588,362
EQUIPIMENt...c.eieiriiireeseien ettt esae e e sbe e svesvesbeseeas 14,426,869 14,658,708
Improvements other than buildings.........c.cccvveeeininiecenninrrieireeen 6,186,816 6,185,590
Library books/microfilm/antiquities........c.cccocvererrvieecennninnireneieeennns 14,091,685 13.843.823
171,220,873 169,246,814
Less accumulated depreciation..........cccceevveniicniinenesincneriienean (56,744 .767) (53,575.817)

$114.476,106 $115,670.997

Buildings include construction in progress for a new facility to house the School of Evangelism & Missions and the

College at Southwestern, totaling $1,102,556 at July 31, 2015.
8. EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution retirement
plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention under Internal
Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary’s contribution for the years

ended July 31, 2015 and 2014, was $1,067,899 and $1,004,222, respectively.

Postretirement and Postemployment Benefits

The Seminary provides postemployment benefits to retired employees. The following table sets forth the future

obligations at July 31:
Accumulated DENETIt COSES...uuvermiiineriiiicieritie e s sreeeens 3 644273 $ 461,157
Employer contributions (benefit paid)........ccccoevevievinievenivneciiciiieneas 50,540 45.193
Net periodic benefit COSt......cciuvverriniiniienriiereiene e e e seens 233,656 104.939
Discount rate aSSUMEd..........coovveviirverirreieeiireee s ireeessreseeserressseressrneenns 3.75% 3.60 %

Postretirement Benefits

The Seminary provides postretirement life insurance benefits to retired employees. The following table sets forth

the future obligations at July 31:

Accumulated benefit COSES.....vuirrerrrmrninnrireresienierssnsesrssessenereesons $__ 965386 $__ 772365
Employer contributions (benefit paid)......c.coccocriervienreiinnincinininenens 52.586 48.985
Net periodic bENEfit COSt......evriirenieriininri e e 37.929 38,424
Discount rate assumed........cocoverriiiieniiieieneenreneeeese et e 3.70% 3.70 %
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10.

NET ASSETS
2015 2014
Temporarily restricted net assets consists of the following:
CaAPITAl PIOJECES...ovrrerrrirererirerrrsesrersasencssnnee et aresssnestarasetsesesraseeresassesensens $ 18,764,085 $ 4,570,572
SChOlarshiPs.....oeceeerienceeriieec e e 9,885,747 9,507,878
OBREEu vttt bbb et re st seebseesrenestaenbesesnes 6,521,025 6,459,545
TOUAL..vvee ettt aese et e r et b a et neens $_35.170.857 $_20.537.995
Permanently restricted net assets consists of the following:
Annuity and life income funds...........ccevveireerieiieienn i $ 4443473 § 4,423,162
Endowment fUNAS......ccccvveiviiiiiriiii e e sveeesteesssres s sebeaeesnreeaaeens 109,133,871 107,722,340
ORI vt e e st st b e 526,342 823.037
TOtALu et e $114.103.686 $112,968.539
Net assets released during the years ended July 31 are for the following
purposes:
SCROIAISHIPS...cevviereiiresrire et $ 4,398,653 $§ 4,095,633
CaPItal PrOJECES......ererreririen ittt et ettt 1,841,155 686,648
OFNEL o uirereretercrecterr et ettt sttt et b b e b b e r st 865.043 994,374
TOAL ettt b re st eb st b e $_7.104.851 $_5.776.655

ENDOWMENT INVESTMENTS

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while
assuming moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide an
average rate of return of approximately 8% annually. Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that

places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent -

risk constraints.
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Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the Seminary’s
objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term as well as to 1
provide additional real growth through new gifts and investment return. The Board of Trustees has the right to |
recommend against expenditure of earnings or gains in any given year due to factors such as financial market
conditions or poor investment perfotinance.

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist 1
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a ,
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit-{ the Seminary as though the donor specifies the undistributed funds be considered included in
the fund for perpetual duration. |

Underwater Funds ~ From time to time, the market value of assets associated with individual donor-restricted 1
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and i
the Texas Uniform Prudent Management of Institutional Funds Act (TUPMIFA), deficiencies of this nature are |
reported in unrestricted net assets.

Restrictions - Endowment investments are either permanently restricted or unrestricted. Donor contributions, |
earnings that are permanently reinvested at donor direction, and earnings from funds held in trust by others are ‘
treated as permanently restricted. Other market value changes, whether realized or unrealized gains and losses or
income (net of expenses), of donor-restricted endowments and all board-designated endowments are placed in the
unrestricted category.

Endowments as of July 31, 2015, are composed of the following:

Permanently
Unrestricted Restricted Total
Donor-restricted endowment funds.........coocoveeeveerennnne, $ 14,121,449 $ 109,133,871 $ 123,255,320
Board-designated endowment funds.........ccccoeveeernnenn 1,592.923 - 1,592,923
TOAL vttt s et eb e e be e b e $ 15714372 $.109,133.871 $ 124.848,243

The change in endowments for the year ended July 31, 2015, is as follows:

Permanently

Unrestricted Restricted Total
Beginning of the period........cccoovveivininnincninciiennnn. $ 17,793,787 $ 107,722,340 $ 125,516,127
INVESTMENT L0SS.....ccvevvieriiiririerecirieeenrre e crrae e e sear e (2,079,415) (291,663) (2,371,078)
Contributions.........ocvvevvviiiiciii e - 1,703,194 1,703.194
End of period......ccccocevvieniininnniiienccece s $___15.714372 §$_109.133.871 $_124.848.243
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11,

Endowments as of July 31, 2014, are composed of the following:

Permanently
Unrestricted Restricted Total
Donor-restricted endowment funds..........c.oeevevinernneen. $ 16,171,604 $ 107,722,340 $ 123,893,944
Board-designated endowment funds.........ccoceccovieeriennns 1,622,183 - 1,622,183
[0 | OSSPSR $ 17,793,787 $.107,722.340 $ 125.516,127
The change in endowments for the year ended July 31, 2014, is as follows:
Permanently
Unrestricted Restricted Total
Beginning of the period........cccoveniiniecnvcniiniicrennas $ 14,705359 $ 95480,143 $ 110,185,502
INVEStMENT INCOME..c.cuvvvrierrrerirevreeirecrinee s ineeseneeeeenas 3,088,428 4,697,933 7,786,361
CONtrIDULIONS...eeuveeicrieeee e erieee e e eeriecee s e esree e sresrarenes - 7.544.264 7.544.264
End of period......cccovviceiniincinnrecincesneeren e sveenns $_ 17,793,787 $.107,722,340 $ 125,516,127

FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit
price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Foundation uses various valuation approaches. A fair value hierarchy for inputs is
used in measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable
inputs by requiring that the most observable inputs are to be used when available.

The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Foundation has the ability to access.

Level 2 — Valuations based on inputs, other than quoted prices included in Level 1, which are observable either
directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by reference to
quoted market prices and other relevant information generated by market transactions.

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of the

investments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are
available according to the type of investment strategy in use.
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Multi-strategy and Long/short hedge funds typically utilize the NAV provided by the underlying investee. The
Valuation Committee established by each fund manager also takes into account information provided within
audited and unaudited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other alternative valuation techniques may be utilized by the
fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not publicly
traded. The fair value of these securities is not readily determinable. These investments are valued on at least a
quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting principles
generally accepted in the United States (US GAAP). The Board of Directors or Valuation Committee determines
the fair value in good faith based on the input of their Investment Advisor and the respective third-party valuation
firms.

Private equity funds fair values are supported by information received from the investee funds such as monthly net
asset values, investor reports, and audited financial statements, when available. The fund Valuation Committee
may consider other factors, including subscription and redemption rights, expected discounted cash flows,
transactions in the secondary market, bids received from potential buyers, and overall market conditions in its
determination of fair value.

Investments by category level at July 31, 2015, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)
Endowment Funds.......coccoevvvieivivneeieceniniiecnns $124,848243 $109,976,570 $ 1,523,101 $13,348,572
L0111 1= OO UUU PR 17,517,313 17,517,313 - -
ANNUILIES, NEL..eiviveiiiieeevreiiccre v e 4.443.473 4.443.473 - -
0] 71 OO $146.809.029 $131,937,356 $ 1,523,101 $13.348.572

Investments by category level at July 31, 2014, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)

Endowment Funds..........coooocevvieenieeeiinnennnen, $125,516,127 $112,145402 §$ 1,193,160 $12,177,565
OLhET ..ottt et eabe e 7,780,207 7,780,207 - -
ANNUILIES, NE.uiiviiiiiciieieeiieieee e e crvenn: 4,423,162 4,423,162 - -
TOtAl oo $137.719.496 $124.348.771 $_1.193.160 $12.177.565
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The changes in investment in partnerships, which are measured at fair value on a recurring basis using significant
unobservable inputs, are as follows:

Balance at July 31, 2013....cciviiiiiieieieecccreceercee e $ 13,022,385
REAEMPLIONS. ..c.eciieierieiriee st (3,050,000)
SUDSCIIPLIONS....evvevveueeerenieierreneeresesieererte st seneraereeseeaebnssassnsrraseatesaesasens 1,468,450
Change in estimated fair value...........coerrerininiiere s 736.730
Balance at July 31, 2014 ...c.coivircrrinernrnre e 12,177,565
REAEMPLIONS....cviiiiiiiinrcr ettt (225,084)
SUDSCIIPLIONS ..ottt e 736,764
Change in estimated fair value.........coccvvivviiinccniiniie e 659.327
Balance at July 31, 2015, ..o cenrreeres e s ens $_13.348.572

12. NOTES PAYABLE

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”) with a bank, for the purpose of
paying for construction of 252 new student housing units. The Loan is structured with $16,000,000 of tax-exempt
bonds and a $7,000,000 taxable loan with the bank. The tax-exempt bonds are amortized over 20 years, with the
final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day LIBOR rate plus 156
basis points. The 90-day LIBOR rate is 0.28% and 0.24% at July 31, 2015 and 2014, respectively. From
December 2011 to December 2013, quarterly payments were for interest only, with both principal reduction and
interest payments beginning in January 2014. The taxable portion of the loan is due December 30, 2016, with
interest calculated as 90-day LIBOR rate plus 200 basis points. The Loan is secured with securities, with a fair
value of $7,897,000, and deeds of trust on land and buildings, with a net book value of $17,257,000, in Fort
Worth, Texas.

Scheduled principal payments and total loans outstanding at July 31, 2015, for the following five years ended July
31 and thereafter are as follows:

2016u. it nr et e e b e nane e § 684,680
2007 ettt 7,709,095
2018 it e e 733,000
2019ttt e e e 757,708
2020001t eeeieeeeentie ettt bbbt s 782,186
Thereafter........ccocviiiiieirrii s 11,185,108
Total scheduled payments..........c.oeceveermeeroniienneenoereercrmrennnnnn, 21,851,777
Liability on swap agreement........o.coceiveiiiiioniiennennninene. 453.275
Total amount QUESLANAING ..c..cvevvrerereereirirersie e srese e $_ 22,305,052

The Seminary entered into an interest rate swap as a hedge against exposure to variances in interest rates applied to
the Loan. The differential interest required to be paid or that will be received under this agreement is accrued
consistent with the terms of the agreement and is recognized in the Statement of Activities and included in the
Notes Payable. The interest rate for the loans is established quarterly based upon 65% of the 90-Day LIBOR plus
1.56% (1.74% and 1.72% at July 31, 2015 and 2014, respectively). The notional principal amount of the swap
agreements are $10,000,000 and $6,000,000. The agreement effectively set the Seminary’s interest rate exposure
at 3.25% and 3.34%, respectively, for a period of ten years ending December 2021.
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13.

14.

15.

16.

17.

Generally accepted accounting principles require derivative instruments, such as interest rate swap agreements, to
be recognized at fair value as either assets or liabilities in the Statement of Financial Position. Accordingly,
$453,275 and $289,892, which is representative of the value of the swap agreement at July 31, 2015 and 2014,
respectively, is included in Notes Payable on the Statement of Financial Position. Value has been measured based
on estimate of the amount needed to settle the agreement as calculated by the counterparty to the swap agreement.
Such calculations were based on changes in market conditions and/or assumptions underlying the valuation models.

The Seminary paid interest for the years ending July 31, 2015 and 2014, of $667,752 and $675,933, respectively.
CHARITABLE GIFT ANNUITIES

The Seminary, through the Foundation, enters into split interest agreements with donors whereby, in exchange for
the gift from the donor, the Seminary is obligated to provide an annuity to the donor or other designated
beneficiaries during their lifetimes. At July 31, 2015, two annuities are active. The assets and liabilities associated
with these annuities ‘are accounted for as indicated in Note 2, Split-Interest Agreements.

LEASE COMMITMENTS

The Seminary has non-cancelable operating leases for various office equipment expiring in 2017. Lease expenses

were $235,255 and $278,831 for the years ended July 31, 2015 and 2014, respectively. The Seminary's future
minimum lease payments under the lease agreements are as follows for the two years ended July 31:

2016uuiiiireeiieeree et e e e ettt et st st b e § 258432

2017 ettt etk e b et st e bt te et e e saetea 115,205

Total future minimum lease payments.............ccocevvereeniininrienesnianens b 373,637
CONTINGENCY

The Tarrant County Appraisal District has assessed property taxes on certain Seminary properties. Management is
contesting these assessments vigorously through its legal counsel and believes it is more likely than not that it will
be able to achieve a favorable determination that these properties are, in fact, exempt from propeity taxes.
Accordingly, no liability is recorded for these tax assessments.

ACCOUNTING FOR UNCERTAIN TAX POSITIONS

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3) of the
Internal Revenue Code as other than a private foundation, except on net income derived from unrelated business
activities. The Seminary is subject to unrelated business income tax on certain rental activities. The Seminary paid
no taxes for unrelated business income tax in 2015 and 2014 as expenses exceeded revenues. The Seminary
believes that it has appropriate support for any tax positions taken, and as such, does not have any uncertain tax
positions that are material to the financial statements. Tax returns for the years 2013, 2012, and 2011 are subject
to examination by tax authorities, and may change upon examination.

SUBSEQUENT EVENTS

The Seminary has evaluated subsequent events through October 2, 2015, the date the financial statements were
available to be issued.
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Independent Auditors' Report

To the Board of T'rustees
The Southwestern Baptist Theological Seminary
Fort Worth, Texas

We have audited the accompanying consolidated financial statements of The Southwestern Baptist Theological
Seminary (a Texas nonprofit corporation) which comprise the consolidated statements of financial position as of July
31,2016 and 2015, and the related consolidated statements of activities and cash flows for the years then ended, and
the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements
/4 P

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. 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 audits to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of The Southwestern Baptist Theological Seminary, as of July 31, 2016 and 2015, and the changes
in their net assets and their cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Irving, Texas
October 3, 2016
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2016
Temporarily  Permanently
Unrestricted Restricted Restricted Total
Assets:
Cash and cash equivalents .........ccccoceveeevvrernvenienenns $ 3,559879 § 211,029 $ - $ 3,770,908
Accounts receivables, Net.......occcevvevveeeereeeeieeeeeeennn 653,625 - - 653,625
Unconditional promises to give, net.........ccccveeeveerannn. - 7,581,638 - 7,581,638
Other @SSELS. . uverirerriireerireeisreeereeesereeeeseeesaesnveennees 442 385 - - 442,385
Investments:
Endowment funds...........ccccoevvieeieiiiicnveeienne, 11,356,396 - 105,521,474 116,877,870
Split-interest funds........cccooevieiiriiiccrenceeene. - - 13,985,318 13,985,318
Other INVESIMENTS.........ccooiiiiiiicieecrecereeeree e 11.416.894 5,013,354 - 16.430.248
Total InvVestmentsS..........ccccoevveiveveveveenee e, 22,773,290 5,013,354 119,506,792 147,293,436
Due from (to) other funds........cccoeeoeievnricccnirennennn. (24,175,749) 23,648,129 527,620 -
Property, plant, and equipment, net.........coceoevveennnee 116.745.297 - - 116,745,297
Total @SSELS.....cvvvivuieeriiiririeeeeeeeieerenen, $119.,998.727 $_36,454.150 $120,034,412 $276,487,289
Liabilities and net assets:
Liabilities:
Accounts payable.........cooooeveeeenieieeeeereenees $ 1,545,562 $ - $ - $ 1,545,562
Accrued salaries and benefits..........cccoevvevivininen. 656,621 - - 656,621
Deposits and agency funds............ceoceeenenecnne 668,921 - - 668,921
Deferred iNCOME........ocvvvivvniiiiiiiiicee e 225,847 - - 225,847
Notes Payable....oocieeceeeviciicecre e 21,722,272 - - 21,722,272
Liability urdder annuity contracts........c.cceceeeeunen. - - 9,911,167 9,911,167
Accrued postretirement benefit obligation.......... 1,279,232 - - 1,279,232
Accrued postemployment benefit obligation...... 650,936 - - 650,936
Total liabilities.....ccvvvvirriiiiiie e, 26.749.391 - 9.911,167 36,660,558
INCE ASSELS..vveveeierereieeeieeerreere s ereeeteeeeereereesnesneeneennas 93,249,336 36,454,150 110,123,245 239,826,731
Total liabilities and net assets............... $119,998.727 $ 36,454,150 $120,034412 $276.487.289

The accompanying notes are an integral part of these financial statements.
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2015
Temporarily  Permanently
Unrestricted Restricted Restricted Total
Assets:
Cash and cash equivalents ..............ccoceeieveieinrierennnen, $ 1216,673 §$ 210,684 $ - $ 1,427,357
Accounts receivables, Net..........coocvvviivvieriiiieenieeeans 823,201 - 7,132 830,333
Unconditional promises to give, Net.........cocevevviereann, - 9,881,735 - 9,881,735
Other asSetS...uminiiiiiieecei et 636,938 - - 636,938
Investments:
Endowment funds..........ccccocvvvverveviniieinene 15,714,372 - 109,133,871 124,848,243
Split-interest funds..........cccovevveeienieieennane, - - 14,561,757 14,561,757
Other INVeStMENTS......cecoveiiviiireeeir e 11,384,712 6.132.601 - 17,517,313
Total investments.........cccceverivieeieiieeeceenns 27,099,084 6,132,601 123,695,628 156,927,313
Due from (to) other funds.........ccecvvvevieniirececeern, (19,465,047) 18,945,837 519,210 -
Property, plant, and equipment, net..........cccoceeeennne. 114.476.106 - - 114.476.106
Total aSSEtS.....ccorvievirrerirrireereccreeeeens $124,786,955 $ 35,170,857 $124221.970 $284,179,782
Liabilities and net assets:
Liabilities:
Accounts payable............cccoovvirriiieiiniien $ 1,104956 §$ - $ - $ 1,104,956
Accrued salaries and benefits..........ocevieveienn. 466,306 - - 466,306
Deposits and agency funds.........cccoevieverenennnnn. 675,816 - - 675,816
Deferred INCOME.........voecviieiiiieecieeee e 313,648 - - 313,648
Notes payable........ccocervrieniecieieie e 22,137,052 - - 22,137,052
Liability under annuity contracts.............ccecveuee. - - 10,118,284 10,118,284
Accrued postretirement benefit obligation........... 965,386 - - 965,386
Accrued postemployment benefit obligation....... 644,273 - - 644,273
Total liabilities................ et 26,307.437 - 10,118.284 36,425,721
INEE BSOS vreurreireereeceiereeeteerre e eerecre et e teeseeeneeseesneeas 98,479,518 35,170,857 114,103,686 247,754,061
Total liabilities and net assets................ $124,786.955 $ 35,170,857 $124,221,970 $284,179,782

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2016

Changes in net assets:

Revenues and other additions:

Tuition and fees........ccccvrvvvirenennrnrnennen,
Scholarship and fellowships......c..ccccceeceenee.

Gifts:

Cooperative program.............coeeeeeeereras
Student aid.......cocovveerioieiicie e,

Change in value of investments............c.......
Change in value of split interest funds.........
Auxiliary enterprises......ooveereereeeviieseerieneas

Expenses and other deductions:

Instructional
Institutional support
Student services

Total operating expenses.....c.........

Excess (deficiency) of operating revenues over

EXPEIISES..c.vvviecnrarereenerenesestsuesenesaeassaseasesnsneseecrons

Gain on sale of property......cc.coccccereeee
Change in NEt @SSetS.....ccoireeririianeneniercereeeenns
Net assets, beginning of year...............c..coveevennen.

Net assets, end of year........c.covveveevineiiveeeneennn.

Plant operations.........cceevcereerrereececenneae
Auxiliary enterprises........c.vereeeeeevenennns

2016
Temporarily ~ Permanently

Unrestricted Restricted Restricted Total
$ 12,246,199 § - $ - $ 12,246,199
(4,598,285) - - (4,598,285)
...... 8,227,361 - - 8,227,361
...... - 2,784,468 - 2,784,468
...... - - 1,303,141 1,303,141
...... 3,505,628 7,697,809 - 11,203,437
...... (396,020) 2,112,480 (5,490,699) (3,774,239)
...... - - 207,117 207,117
...... 7,513,391 - - 7,513,391
...... 696,418 - - 696,418

...... 11,311,464  (11,311.,464) - -

$_ 38,506,156 $_ 1,283,293 §

(3,980,441) $_35,809,008

17,470,991 - - 17,470,991
10,421,165 - - 10,421,165
1,676,125 - - 1,676,125
6,711,883 - - 6,711,883
8.973.480 - - 8,973.480
45,253,644 - } 45,253,644
..... (6,747,488)  1.283,293  (3,980,441)  (9,444,636)
...... 1,517.306 - - 1,517.306
(5,230,182)  1.283,293  (3,980,441)  (7,927,330)
98,479,518 35,170,857 114,103,686 247,754,061

$ 93,249.336 $_36,454,150 §

110,123,245 $239,826.731

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2015

Changes in net assets:

Revenues and other additions:

Tuition and fees........cccceveeerriinviirieie e
Scholarship and fellowships

Gifts:

Cooperative program
Student aid...........cceovevvevieiinee

Change in value of investments,
Change in value of split interest funds
Auxiliary enterprises......cccoveeeeeereennns

Expenses and other deductions:
Instructional .........ccccoverierrenrennnee
Institutional support .........ceeeee.
Student Services ......ccccceeevereenee
Plant operations............ccovveevenene
Auxiliary enterprises..........ceeen..

Total operating expenses

Change in net assets......c.coeeveevenienienicennncee

Net assets, beginning of year............ccoceervvirnnnenn.

Net assets, end of year........ccccocevereeneicninnernnnens

2015
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total

$ 12,275,124 § - $ - $ 12,275,124
(4,398,953) - - (4,398,953)
8,467,487 - - 8,467,487
- 2,806,455 - 2,806,455
- - 1,703,194 1,703,194
4,322,058 16,862,927 - 21,184,985
2,179,961 2,068,331 (561,658) 3,686,634
- - (6,389) (6,389)
7,422,182 - - 7,422,182
741,101 - - 741,101

7,104,851 (7,104,851) - -
38,113,811 14,632,862 1,135,147 53,881,820
15,882,872 - - 15,882,872
9,631,059 - - 9,631,059
1,626,785 - - 1,626,785
7,085,192 - - 7,085,192
7.896.712 - - 7.896.712
42,122,620 - - 42,122.620
(4,008,809) 14,632,862 1,135,147 11,759,200
102,488,327 20,537,995 112,968,539 235,994,861

$ 98,479,518 $_35,170,857 $114,103.686 $247,754,061

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Cash Flows
For the Years Ended July 31, 2016 and 2015

Change N NEt ASSELS.......ui.erieiieiiiceer et rtee ettt se et sneraseeneen

Adjustments to reconcile change in net assets to net cash utilized by
operating activities:

2016

2015

$_(7.927.330)

$_11,759,200

Depreciation and amortization of debt iSSue COSt......c..cvviiriiviiviciiiiecreeecec e 3,654,346 3,692,135
Contributions restricted for endowment and acquisition of long-term assets....... (8,404,258) (17,729,401)
Gain on retireMENt OF ASSELS......cvvevrrricreeiierreriere s esteerteseresteeresaesneeseesteenessnrens (1,516,164) -
NON-Cash CONTIDULIONS. ... eeviiciiiiecie ettt e s sereeen (1,248,147) (894,512)
Change in value of swap liability......ccccooeeiiniiinniii 245,900 163,383
Net realized and unrealized gains on inVeStMENtS............cccecvevvvveveiceevreeeeeerenenene 8,257,028 1,336,306
INVESTMENT INCOMIE. ... .corureeeieeiieeeireee ettt ie et se e e s eeteesesanaeesoeaaesetneeeaneeeeseaneaeens (1,868,204) (1,817,113)
Change in value of split-interest funds........c.ccocveeieiiinecciencereee s 226,843 190,424
Changes in operating assets and liabilities:
RECEIVADIES...ciiiiiiieiec ettt et 176,708 (179,590)
Unconditional promises t0 ZiVe......cccceovvvivioriereeraneereeietieneeeseeseseseesesee e 2,300,097 (5,762,752)
T BSSOLS .. iveieee ettt et et eeete e s eennae e s et e eanaesenateessseeeseaasans 194,553 305,404
AccoUnts PAYBDIE.......coiiiiiiieiieieii ettt 440,606 644,389
Other acCrued EXPENSES.......vviviveeieiireiriieeeireiireeeesesteeteereereesseresreseeereersereens 183,420 (745,198)
Deferred INCOME........ooiierieireetiere ettt ettt nesre st saesnaesr e sassaessrneene (87,801) 63,814
Accrued postretirement benefit obligation.........c.ccceveveiieeeeicnieisieeeieereene 313,846 193,021
Accrued postemployment benefit obligation.........cccooevecereiiiicnnerceniennnnn, 6,663 183,116
Total adJUSIMENTS...c.ociiiicie et sttt et e eee e eveens 2.875.436  (20.356.574)
Net cash utilized by operating activities.........cceceeereevevrecrinee e, (5,051,894) (8,597,374)
Cash flows from investing activities:
Proceeds from sale and maturities of INVESIMENTS.......vovvvviieiieiiireeee e ereeee e renes 14,069,279 13,306,013
Purchase of iNVESIMENTS .....cc.viiiieiieeiieieeceeie ettt esas et e e et enaessee e (10,010,039) (21,980,651)
Proceeds from sale of property and eqUipmMent........ccoocvvevirierinuierciereeeeeeieerereeveerenes 1,674,055 -
Investment in CONSITUCTION IN PIOZIESS v.vevvveeviverieiirisierieesieteseereeressereee e eeees e eeeerees (4,273,406) (695,438)
Purchase of property, plant, and eqUIPMENt ..........ccceecerirverieerierieresie e eeee e (1.784.022) (983.806)
Net cash utilized by investing activities.........occocevveierecnicciiereeieeerenne (324.133) (10.353.882)
Cash flows from financing activities:
Principal payments o1 notes payable........c.cvvioririririerireeeiieeeeeeee e (684,680) (663,643)
Contributions restricted for endowments and acquisition of long-term assets............ 8.404.258 17.729.401
Net cash provided by financing activities..........ccoceveeieciiiveeieniecerenenean, 7.719.578 17.065.758
Net increase (decrease) in cash and cash equivalents........c.ccccevevveeeieveiveseeervereene, 2,343,551 (1,885,498)
Cash and cash equivalents, beginning of year...........cocoecvvevieericieceveee e 1,427,357 3.312.855
Cash and cash equivalents, end of year.........ccovvevriecernercisecee e $ 3,770,908 $_ 1427357

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

1.

NATURE OF ORGANIZATION

The Southwestern Baptist Theological Seminary, (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to assist the churches of the
Southern Baptist Convention (“SBC”) by the biblical education of God-called men and women for their respective
ministries, which fulfill the Great Commission and glorify God. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the SBC and is an integrated auxiliary of that Convention. The Seminary is
economically dependent on the SBC and others for financial support.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of The Southwestern Baptist Theological Seminary Development
Foundation, Inc. (“Development™) and Southwestern Seminary Foundation (“Foundation”), Texas non-profit
corporations. Development was formed to aid the Seminary in realizing its religious educational responsibility by
acquiring and providing proper facilities and student housing to meet the needs of the Seminary. Foundation was
formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit of and to further
the purposes of the Seminary and to hold and manage a portion of the Seminary’s endowment portfolio.
Development and Foundation are exempt from federal income tax under Section 501(c)}(3) of the Internal Revenue
Code. In the event of dissolution of either Development or Foundation, all respective assets they have shall inure to
the Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting

The consolidated financial statements of the Seminary have been prepared on the accrual basis of accounting.
Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenue and Support

Revenues and support for the Seminary are primarily derived from tuition, fees, and contributions from donors and
supporters of the Seminary. Contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support depending on the existence and/or nature of donor restrictions.

Recognition of Donor Restrictions

The Seminary reports gifts of cash and other assets as temporarily restricted support if they are received with donor
stipulations limiting the use of the donated assets if the restrictions are not met in the period of receipt. A donor
restriction expires when a stipulated time restriction ends or a purpose restriction is accomplished. At that time
temporarily restricted net assets are reclassified to unrestricted net assets. If a stipulated time restriction ends or a
purpose restriction is accomplished during the year the donation is received, the donation is recognized as
unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with

donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Revenue Recognition

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:

) as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;

) as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;

. as changes in unrestricted net assets in all other cases.

Donated Assets

Donated property is recorded at fair market value on the date of receipt in the appropriate investment, equipment,
or expense account. In the absence of donor restrictions, donated assets are reported as unrestricted revenue.

Donated Services

Occasionally, the Seminary receives support in the form of donated services. Those services are recognized as
unrestricted revenues if the services received (a) create or enhance nonfinancial assets or (b) require specialized
skills, are provided by individuals possessing those skills, and would typically need to be purchased if not provided
by contribution. Contributed services that do not meet these criteria are not recognized as revenue. No such
amounts were recorded in the financial statements for the years ended July 31, 2016 and 2015.

Estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect certain reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. The most significant estimates included in these financial statements are depreciation, the valuation of
certain level 3 investments, the interest rate swap agreement, the accrued benefit obligations, and allocation of
certain expenses.

Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and cash
equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Programs

The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture, globally
minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships, and
dedicated to professional excellence and lifelong learning. The Seminary pursues its mission through the execution
of these major programs:

Instructional - providing a biblically-based education for undergraduate, graduate, and postgraduate
degrees in theology, evangelism and missions, church and family ministries, and church
music

Institutional support - providing support for general operations

Student services - providing campus life activities, placement and employment services to students

Plant operations - providing for maintenance and care of facilities, grounds, and equipment

Auxiliary enterprises - providing housing, dining, recreational and other services to students and staff

Cash and Cash Equivalents

For the purposes of financial reporting, the Seminary considers all short-term investments, with an original
maturity of three months or less, to be cash equivalents.

Accounts Receivable

The Seminary’s accounts receivable are due primarily from students. Credit is extended to students and collateral
is not required. Accounts receivable are due at the beginning of each term. Amounts are reported net of an
allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are considered past due.
The Seminary determines its allowance by considering a number of factors, including the length of time student
receivables are past due and the Seminary’s previous loss history. The Seminary writes off accounts receivable
when they are deemed uncollectible, and payments subsequently received on such receivables are credited to the
allowance for doubtful accounts. Typically, students whose accounts are not current are not allowed to enroll in
future classes. Allowance for doubtful accounts for the years ended July 31, 2016 and 2015 was $606,600 and
$390,000, respectively.

Investments

Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and unrealized
gains and losses on investments are reflected in the Statement of Activities. Investments received by gift or
bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions

from the trusts are recorded as endowment income and the carrying value of the investments is the current market
value of underlying assets.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Split-Interest Agreements

The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable remainder trusts and
charitable gift annuities. At the dates these trusts are established, assets and contribution revenues are recognized
at the present value of the estimated future benefits to be received when the trust assets are distributed. The
receivables are adjusted during the term of the trusts for changes in the value of assets, accretions of the discount
and other changes in the estimates of future benefits which are reflected in the Statement of Activities as a change
in value of split-interest agreements. Liabilities under split-interest agreements are calculated based upon current
actuarial assumptions used by trustees of the agreements.

Advertising Costs

The Seminary uses advertising to promote its major programs to the general public. The costs of advertising are
expensed as incurred. Advertising expense was $513,661 and $299,157 for the years ended July 31, 2016 and
2015, respectively.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at acquisition cost. Donated assets are recorded at fair market value at
the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500. Betterments and renewals are
capitalized. Maintenance and repairs are charged to operations when incurred. Depreciation is computed using the
straight-line method over the following estimated useful lives:

BUIIINES. oottt 30 - 40 years
EQUIPIMENL. ..ottt ettt sa e S - 10 years
Improvements other than buildings.........cccoovviiiriieiiiiiece e, 30 years

Impairment of Long-lived Assets

Management evaluates its long-lived assets for financial impairment whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. An impairment loss is recognized when the
estimated undiscounted future cash flows from the assets are less than the carrying value of the assets. Assets to be
disposed of are reported at the lower of their carrying amount or fair value, less cost to sell. Management is of the
opinion that the carrying amount of its long-lived assets does not exceed their estimated recoverable amount.

Unconditional Promises to Give

The Seminary records unconditional promises to give when a promise to give is communicated in writing with
specific amounts and due dates for those donors with an established history of giving. Unconditional promises are
evaluated annually as to collectability and reserves for doubtful promises are provided for estimated uncollectible
accounts. Unconditional promises are written off when determined to be uncollectible.

Functional Allocation of Expenses
The costs of providing the various programs and other activities have been summarized on a functional basis in the

Statement of Activities. Accordingly, certain expenses have been allocated among the programs and supporting
services benefited.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Compensated Absences

Employees of the Seminary are entitled to paid vacation leave depending upon their length of service and other
factors. Compensated absences for vacation leave have not been accrued since they cannot be reasonably
estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement

The Seminary uses a derivative to manage risks related to interest rate movements. The Seminary’s interest-rate
swap contracts are reported at fair value. The change in the swap contract's fair value is reported as a gain or loss in
the Statement of Activities. The Seminary’s risk management strategy is to stabilize cash flow requirements by
maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.

Change In Accounting Standards

During fiscal year 2016, the Organization changed its method of accounting for debt issuance costs provided for
under amended Topic 835 of the Financial Accounting Standards Board Accounting Standards Codification. The
effect was to present debt issuance costs related to a recognized debt liability as a direct deduction from that debt
liability, consistent with the presentation of a debt discount. This change resulted in a decrease in other assets,
along with a decrease in notes payable, thus both total assets and total liabilities decreased by equal amounts.
There was no change in net assets. The financial statements for July 31, 2015, have been retrospectively restated,
which resulted in the same net change in presentation of debt issuance costs.

3. UNCONDITIONAL PROMISES TO GIVE
Scheduled maturities of unconditional promises to give at July 31 are as follows:
2016 2015
LesS than ONE YEAT........cc.ccveviiiiieieeiee ettt eenene s $ 2422,500 $ 3,718,100
ONE 10 fIVE YEATS..uiiitiiiiiee ettt ere et ta e e e snesne e 5,501,700 6,969,098
Greater than five Years.......cocovceiciiiiiie e 59.925 -
Total unconditional promises t0 ZiVe.........c.ocvvvvireereirrenececeenieeeeeenens 7,984,125 10,687,198
Unamortized discount at 2.24% and 2.92%, respectively..........c.o........ (402,487) (805,463)
Net unconditional promises to give..........occveeieeeiieecrriineeireeeiennns $ 7,581,638 $ 9.881,735

The Seminary evaluates the collectability of promises to give annually. No allowance for doubtful accounts was
considered necessary at July 31,2016 and 2015.

4. FUNDRAISING ACTIVITIES

Fundraising expense for the years ended July 31, 2016 and 2015, was $1,482,813 and $1,491,058, respectively,
These expenses are included in institutional support in the accompanying Statement of Activities.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

5. COOPERATIVE PROGRAM

One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating in the
Cooperative Program contribute to the SBC, which passes funds (according to an allocation formula) to the
Seminary and other entities. The Seminary received $8,227,361 and $8,467,487 from the SBC for the years ended
July 31, 2016 and 2015, respectively.

Distributions by state, as provided by the Executive Committee of the SBC for years ended July 31 are as follows:

2016 2015
ALDAIMA. ..ottt ettt et e et e et e e e et et e reanen $ 742,187 $ 775,248
ALBSKE ..ttt ettt et sttt et b e te e r s et e et ebeebeeres 10,736 9,937
ATIZOME8. e vieeeieieiieee e te e e e e et e eee s et e e sessaes e s seammtae et eranreneresseseeanesssssraseneaessens 36,617 38,385
ATKANSAS 1.t cttieeee et etee et e et e e et e e e teeeete et e e eteate e e eteeae s e teereanneeanreeanteeenreeens 378,563 393,456
CALITOITIIA . ettt eee e st s et e e see s eest et enenesseresssseteenennenesnses 95,014 98,019
[070] 14 2T [ YOO R 22,000 24,502
DIAKOLA. ...t et ere e er et e ettt ab et e e etserbeebeeab et esas e beeaseenasenre e, 3,332 2,964
District Of CoOlUMDBIA.......cciieiiiieeieiiiieeee et eveebresreeesraeeeaseseans 846 600
FLOPIAA ..ottt ettt eve ettt eereeanesreete e b e sasesnnsenneen 612,611 572,169
GEOTZIA. .. eenenteteieete ettt et et eace st srean e s e s es e seernaseessssaataesessseseassssensassassensassassessean: 717,204 766,442
Hawaii PaCIfiC.......cocuviiiiiiicii it ere et et e ereene e 10,376 14,826
TIHTIOTS. c. v tevteetie vttt ettt e et e e etee e et e et e e enreenne e reeseeesseesressnesastseeressennessons 102,462 104,274
INATANG. 10ttt e et e et e ete e te et e e reeeteeenteeenreeanns 38,773 41,428
JOWE.c.te ettt ettt ettt et r et e r e sae b ens et e ert et e teeab e tsenaeaateae s 12,242 8,139
KaANSAS-INEDIASKEA . ..eeoeevreeiieieeeie ettt ettt ee ettt eerceesenraeeesssaersaesesesnransessseons 27,367 27,585
KOTIUCKY . c.c ettt sttt e et s et et e esaessesnsensasssansanssnesnnns 436,575 446,552
LOUISTANG . c..cve vttt ettt ettt r s easeasb s eebeeraseaseabestaensesaseeaeeennes 320,380 342,704
Maryland-Delaware...........ccveiviieiriecee ettt ettt ettt e ereereeraesreetesrneereeanes 65,735 76,038
IMICRIZANL ettt r et et sttt besre et e eraesreenreeereeeres 13,279 15,125
MINNESOTA-WISCOMSIN . c.uvveeiieetii et et ee et e e eee e e eeereeseaee e srreesanaeesesnraaesssrens 3,898 3,172
IMISSISSIPP e v e evereeteieeieiteeresstasseesessreseesanrsessaseasassessessisssassasessessassisensessasseesssnsssnns 503,590 517,479
IMESSOUI L ieeeeiiereeeeeteeeseeceeesesseneeaessesseeeeneneeeaneeeesaressausnnessnseeesaseessnnassnnsaeessnnnnessans 255,320 259,715
A (43 4121 1 : RSP TR 6,284 6,048
NEVAAA...oeerirrceieeine ettt s et e e e st s eae s etsets e e s easebsaneesreensenseeneeeteeteesreeans 23,335 16,790
NeW ENgland.......coveoieoieiiieree ettt et 4,943 5,040
NEW MEXICO...eeuvievierieeeiierieitiesteeereeeree e st eebeereasesstesteseesesrnssseateeseaesessrenseeesaesrenan: 36,890 36,502
INEW Y OIK . oeiiiiiiiiiiiieis ettt ee et eese s st e e sesraeasbaee e s nbassensenrsessessessnssnsanes 8,191 8,865
NOTTh CArOliNA....c.eeeceeiii ettt et st s e neeeaeeeenaes 478,293 473,661
NOTENIWESL ...ttt ee et er b ebe e e ettt e e eae e 32,261 32,586
L6110 T OO SO RO 74,442 62,679
OKIAROMA. ettt et et sreesbesrsennneereeerees 420,976 461,767
Pennsylvania-South JEISEY.......ccoviviireiiiiniiceiinr ettt ess et e s e ssneraesae e 9,042 9,282
Puerto Rico/U.S. Virgin ISIands.........cc.ccocviievninierniinioeieecieseeeevienesesssesee e 208 231
SOULh CArOLINA. ...ttt et ee et eer e e e e e b eeesnessraeeessraeesssnneasessanes 489,110 506,103
TOIMESSEE ...vveecvveeeeireeee ettt et e et e et e e str e e et e e se e ateestteesnaressabsesstaasennsnteeeeans 636,603 632,622
TeXAS"BGCT ettt ettt et st b et s b bt erreeraesreennesneennes 441,897 485,824
TEXAS-SBTC ..ottt ettt ettt ettt r ettt s st e et e eteetesetserbesatenenaerneetns 670,543 699,206
L8710 Lo F=1 1 o OO U SO U OO TP SO USROS 7,209 6,080
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2016 2015

Virginia-BGAV .ottt ettt st b st vt b e ae s 40,774 54,145
Virginia-SBCV ..ottt bttt b e 179,848 179,704
WESE VITZIIIA .ttt ettt sttt st ea e e b s e b e st essasa s s eeseseeneeaeans 19,857 19,978
WYOIMNE . cevranerrtreertete sttt e e eseeaeseaseeeeessestesaessaastsaneerassssrestseseseneansenseansesnses 5.105 5.866

7,994,918 8,241,738
Churches and individuals............c.cceiiierieineee e asaennes 232.443 225.749
Total Cooperative Program AllOCAtION........coevercaeriericiireieiei e seesvae e, $_ 8227361 $_ 8.467.487

6. INVESTMENTS

The Seminary carries marketable securities at fair market value and realized and unrealized gains and losses are
recorded in the Statement of Activities. Investments consist of the following:

MULUAL FUNAS .ottt ettt eee s eeeeeeesaeenee $109,297,278 $115,194,600
COMIMON STOCKS. ..ot iiveiiriiitiecitrieseeetee st eeresreestessettesseeesreenressneeeereeenns 10,829,790 11,322,530
MUnICipal BonAS ......ccovviieriiciiiricerene et e 89,674 -
Closed-end fUNAS.......cooieiviiiiiiieereeiee ettt eenes 2,380,572 3,038,004
Investments in partnerships.........cccoceeceecviviviriee et 12,869,289 14,871,673
Cash and cash equivalents...........ccocevveieriveninieeieiiece e 11,826,833 12,500,506
Investments, net of restricted Cash.........ccoovvvvveiviiiieeie e, $147.293,436 $156.927.313

The “Investments in partnerships” category is comprised of interests in certain limited partnerships and limited
liability corporations and is carried at fair value as provided by the investment managers. The amounts realized
upon disposition of these investments may differ from the value reflected in the financial statements and the
differences could be material. Certain partnership agreements are restricted as to resale and may require advance
notice for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment activities
of the underlying instruments of the partnerships, including market, credit, and currency risk. The Seminary’s risk
of loss as of July 31, 2016 and 2015, in any of its investment partnerships is limited to the value of the investment
at July 31,2016 and 2015.

The following schedule details investment returns for the years ended July 31:

Dividend and interest iNCOME........cocveerveviveiviieeiiee et es $ 3952255 $ 3,871,661

Net realized gains on INVESTMENTS.......cvveiriiriiiiieeicee e e 598,511 1,329,129

Net unrealized (loss) gain on iNVesStMENtS..............ooveeevereiiceesrecieenennns (8.325.005) (1,514.156)
Tt et $_(3,774,239) $_ 3.686.634

Investment fees are netted against dividend and interest income.
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PROPERTY, PLANT, AND EQUIPMENT

Property and equipment consists of the following at July 31:

2016 2015

LAN .ot $ 3,740,331 $ 3,740,331
BUIIAINES...etevterierreierrecee ettt st ettt 136,807,355 132,775,172
EQUIPMENT..coiiiiii i e s 15,607,996 14,426,869
Improvements other than buildings..........ccccveeirvveieenninniennreenienn, 6,186,816 6,186,816
Library books/microfilm/antiquities...........cecevrerrrererrerrorencenseennrnnennn,s 14,110,492 14,091,685
176,452,990 171,220,873

Less accumulated depreciation.......c..veveveceeeecevrcenercirennreinenees (59.707.693)  (56.744.767)
TOtAL .ttt ettt ne s $116,745.297 $114.476.106

Buildings include construction in progress for a new facility to house the School of Evangelism & Missions and the
College at Southwestern, totaling $5,191,642 at July 31, 2016.

EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution retirement
plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention under Internal
Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary’s contribution for the years
ended July 31,2016 and 2015, was $1,136,411 and $1,067,899, respectively.

Postretirement and Postemployment Benefits

The Seminary provides postemployment benefits to retired employees. The following table sets forth the future
obligations at July 31:

Accumulated benefit COSES......ovvueiiririniirernc e $ 650,936 $ 644.273
Employer contributions (benefit paid)........ccccorverevrieievccnincnininenns (49.265) 50.540
Net periodic benefit CoSt........ovmirniniiieii e 55.928 233.656
Discount rate assumed.......ccooerireiieieirenereeireceetiesreseese e 2.95% 3.75%

Postretirement Benefits

The Seminary provides postretirement life insurance benefits to retired employees. The following table sets forth
the future obligations at July 31:

Accumulated benefit COSIS....ovinriiiiiiiiiiciciere e e $ 1279232 % 965.386
Employer contributions (benefit paid)...........coovivnieicninenccnennn (70.384) 52,586
Net periodic benefit CoSt......coovninniiinriniere e 56.492 37.929
Comprehensive TNCOME.......covieiiiieierce et ne e 327,738 -
Discount rate assumed........cccoeevieiiriiriiienreiericre e 2.95% 3.70 %
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10.

NET ASSETS
2016 2015
Temporarily restricted net assets consists of the following:
CaPItal PrOJECES...cuivereiiiceeririsieees s ss et ss s srsseatesesebasasasanes $ 20,654,258 $ 18,764,085
SCHOIAISHIPS. .. eeveetrieveeier ettt 10,043,348 9,885,747
OTRET ettt ottt ettt b e be s a b 5.756.544 6,521,025
TOLAL ettt e $_36.454,150 $ 35,170,857
Permanently restricted net assets consists of the following:
Annuity and life income funds...........ccooverrieeniieiiiii e $ 4,074,151 $ 4,443,473
Endowment funds.........ccccoeeevieevieniiiicncceece, et eiaranes 105,521,474 109,133,871
OBNEE ettt sttt ettt sk eat b et see et 527,620 526,342
TOLAL et $110,123.245 $114.103.686
Net assets released during the years ended July 31 are for the following
purposes:
SCNOIATSNIPS. .. eeveeteiicriietee ettt eb e bttt ettt $ 4,598,285 $ 4,398,653
CaPItal PrOJECTS....civeeiireerieiererereeie ettt vas 5,955,223 1,841,155
OBNET ettt b bt nrseeas 757,956 865.043
TOtAL .o $ 11311464 $_ 7,104,851

ENDOWMENT INVESTMENTS

Return _Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while
assuming moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide an
average rate of return of approximately 8% annually. Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent
risk constraints.
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Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the Seminary’s
objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return. The Board of Trustees has the right to
recommend against expenditure of earnings or gains in any given year due to factors such as financial market

conditions or poor investment performance.

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in

the fund for perpetual duration.

Underwater Funds - From time to time, the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and
the Texas Uniform Prudent Management of Institutional Funds Act (TUPMIFA), deficiencies of this nature are

reported in unrestricted net assets.

Restrictions - Endowment investments are either permanently restricted or unrestricted. Donor contributions,
earnings that are permanently reinvested at donor direction, and earnings from funds held in trust by others are
treated as permanently restricted. Other market value changes, whether realized or unrealized gains and losses or
income (net of expenses) of donor-restricted endowments and all board-designated endowments are placed in the

unrestricted category.

Endowments as of July 31, 2016, are composed of the following:

Permanently
Unrestricted Restricted Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds.............. $ 9,865,684 § 105,521,474 §$ 115,387,158
Board-designated ..........ccooceiiiiininiinin e, 1,490,712 - 1,490,712
TOtAL .ot $ 11356396 $_105,521,.474 $_116,877.870
The change in endowments for the year ended July 31, 2016, is as follows:
Permanently
Unrestricted Restricted Total
Beginning of the period........cceeveeveeniiierccririereeeenne, $ 15,714,372 $ 109,133,871 $ 124,848,243
INVestMent 10SS....ccouveieriviiirieieriieecee et ere e (4,357,976) (4,825,549) (9,183,525)
CONtLIDULIONS. cecveeeivireecrrieectreseree e eer et e rvasrnecnns - 1,213.152 1,213,152
End of period.......ccccvrieierivieeeeeceeee e $ 11356396 $ 105.521.474 $ 116.877.870
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Endowments as of July 31, 2015, are composed of the following:

Permanently
Unrestricted Restricted Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds............. $ 14,121,449 §$ 109,133,871 §$ 123,255,320
Board-designated .........cccoeeiieiiiniie e 1,592,923 - 1,592,923
TOtAL et e $ 15714372 $.109,133.871 $ 124,848,243
The change in endowments for the year ended July 31, 2015, is as follows:
Permanently
Unrestricted Restricted Total
Beginning of the period......ccccoviviieieiinviniceeineienens $ 17,793,787 $ 107,722,340 $ 125,516,127
INVEStMENE INCOME ....cvvviericeieecre et e (2,079,415) (291,663) (2,371,078)
COMIIDULIONS.....cveiiveecieectreece e ere e eiaere e - 1,703,194 1,703,194
End of period........ccovveeiiiieiiiceceeeccee e $_ 15714372 $_109.133.871 $_124,848.243

11. FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit
price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Foundation uses various valuation approaches. A fair value hierarchy for inputs is
used in measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable
inputs by requiring that the most observable inputs are to be used when available.

The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Foundation has the ability to access.

Level 2 — Valuations based on inputs, other than quoted prices included in Level 1, which are observable either
directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by reference to
quoted market prices and other relevant information generated by market transactions.

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of the

investments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are
available according to the type of investment strategy in use.
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Multi-strategy and Long/short hedge funds typically utilize the NAV provided by the underlying investee. The
Valuation Committee established by each fund manager also takes into account information provided within
audited and unaudited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other alternative valuation techniques may be utilized by the
fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not publicly
traded. The fair value of these securities is not readily determinable. These investments are valued on at least a
quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting principles
generally accepted in the United States (US GAAP). The Board of Directors or Valuation Committee determines
the fair value in good faith based on the input of their Investment Advisor and the respective third-party valuation
firms.

Private equity funds fair values are supported by information received from the investee funds such as monthly net
asset values, investor reports, and audited financial statements, when available. The fund Valuation Committee
may consider other factors, including subscription and redemption rights, expected discounted cash flows,
transactions in the secondary market, bids received from potential buyers, and overall market conditions in its
determination of fair value.

Investments by category level at July 31, 2016, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)
Endowment Funds...........ccccoveevveivvceimrionennn. $116,877,870 $104,008,581 $ 2,349,726 $10,519,563
Other ... 16,430,248 16,430,248 - -
ANNUItIES, NEt....ooveiieii e 4,074,151 4.074.151 - -
TOtAL et $137.382.269 $124.512.980 $ 2.349.726 $10.519.563

Investments by category level at July 31, 2015, are as follows:

Fair Value (Level 1) (Level2) (Level 3)
Endowment Funds...........ccccoeveevviiiiecenennenn, $124,848,243 $109,976,570 $ 1,523,101 $13,348,572
Other .veeceieiieee e, 17,517,313 17,517,313 - -
ANNUILIES, NEL...cccviierieriecrieereereceere e, 4,443 473 4.443 473 - -
TOLAL cuveeieeeeee ettt e, $146.809.029 $131,937.356 $ _1.523,101 $13,348.572
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12.

The changes in investment in partnerships, which are measured at fair value on a recurring basis using significant
unobservable inputs, are as follows:

Balance at July 31, 2014......ccuoooeiriieeceeerrsiree e n et s senens $ 12,177,565
REAEIMIPLIONS. ....euvieeti ettt ettt et bbbt se s ne (225,084)
SUDSCIIPLIONS. 1. eeveeeiiiiecriitircreeeieerasta et eie e e e s e etesesrrssessssesaesaeesessesssassensnans 736,764
Change in estimated fair VAIUE......c.ccoivveveviiiiiiicirn e 659,327
Balance at July 31, 2015 ..c.ooiiiiiieie ettt e st 13,348,572
REAEMPLIONS.....ccieiiiiccie ettt bbb e steseareens (5,411,582)
SUDSCTIPLIONS. ..c.veeveerietiieti et ettt et te e e seesresrrenbesseeseseseesneereesssennes 3,092,269
Change in estimated fair Value.........occovirirircreieeeete s (509.696)
Balance at July 31, 2016, ..cc.iveiiiiiieireieirie ettt $_10.519.563
NOTES PAYABLE

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”) with a bank, for the purpose of
paying for construction of 252 new student housing units. The Loan is structured with $16,000,000 of tax-exempt
bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the loan is amortized over 20 years,
with the final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day LIBOR rate
plus 156 basis points. The 90-day LIBOR rate is 0.65% and 0.28% at July 31, 2016 and 2015, respectively. From
December 2011 to December 2013, quarterly payments were for interest only, with both principal reduction and
interest payments beginning in January 2014. The taxable portion of the loan is due December 30, 2016, with
interest calculated as 90-day LIBOR rate plus 200 basis points. The Loan is secured with securities, with a fair
value of $7,897,000, and deeds of trust on land and buildings, with a net book value of $30,349,854, in Fort
Worth, Texas.

Scheduled principal payments and total loans outstanding at July 31, 2016, for the following five years ended July
31 and thereafter are as follows:

2007 et sttt et r et s e reeereaere b e e atreetans $ 7,709,095
2008ttt ettt ettt ettt et et e et e satesbe s eesereanaeirens 733,000
2009 ettt ettt rt et sreesbe st ean e et eerees 757,708
2020ttt ettt e e e b e saeeeeeeenteeesrreeas 782,186
202 Lttt e ettt besnr e r e eteereenaes 809,620
THEIATIEL ..ottt st et 10,375,488
Total scheduled payments.........c..ccovirvevinnuiieiceiee e v, 21,167,097
Liability on swap agréement.........ccveeveccorrererrnrnenisusueserensemessesenens 699,175
DEDE ISSUE COSL..c.vviiriierrirtieirieireecrecreeteeestrseeerrereeresnessneesasenesrrearnes (144.000)
Total amount OutStANdiNG .....cccovveieriiemrieirr e $_21.722.272

Page 19 of 21



THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

13.

14.

15.

The Seminary entered into an interest rate swap as a hedge against exposure to variances in interest rates applied to
the loans. The differential interest required to be paid or that will be received under these agreement is accrued
consistent with the terms of the agreements and is recognized in the Statements of Activities and included in these
Notes Payable. The interest rate for the loans is established quarterly based upon 65% of the 90-Day LIBOR plus
1.56% (1.98% and 1.74% at July 31, 2016 and 2015, respectively). The notional principal amount of the swap
agreements are $10,000,000 and $6,000,000. The agreements effectively fix the Seminary’s interest rate exposure
at 3.25% and 3.34%, respectively, for a period of ten years ending December 2021.

Generally accepted accounting principles require derivative instruments, such as interest rate swap agreements, to
be recognized at fair value as either assets or liabilities in the Statements of Financial Position. Accordingly,
$699,175 and $453,275, which is representative of the value of the swap agreement at July 31, 2016 and 2015,
respectively, is included in Notes Payable on the Statement of Financial Position. Value has been measured based
on an estimate of the amount needed to settle the agreement as calculated by the counterparty to the swap
agreement. Such calculations were based on changes in market conditions and/or assumptions underlying the
valuation models.

The Seminary paid interest for the years ending July 31, 2016 and 2015, of $660,678 and $667,752, respectively.

CHARITABLE GIFT ANNUITIES

The Seminary, through the Foundation, enters into split interest agreements with donors whereby, in exchange for
the gift from the donor, the Seminary is obligated to provide an annuity to the donor or other designated
beneficiaries during their lifetimes. At July 31, 2016, two annuities are active. The assets and liabilities associated
with these annuities are accounted for as indicated in Note 2, Split-Interest Agreements.

LEASE COMMITMENTS

The Seminary has non-cancelable operating leases for various office equipment expiring in 2021. Lease expenses
were $260,272 and $235,255 for the years ended July 31, 2016 and 2015, respectively. The Seminary's future
minimum lease payments under the lease agreements are as follows for the five years ended July 31:

2007 ettt ettt s sttt ettt bbb neene $ 219,922

2008ttt skt et ene et an e 194,348

2019 ettt ettt resaene 194,018

2020, et et 192,368

2020tttk n e 81,287

Total future minimum lease payments...........coereeeveieerreccereeereeneene § 881.943
CONTINGENCY

The Tarrant County Appraisal District has assessed property taxes on certain Seminary properties. Management is
contesting these assessments vigorously through its legal counsel and believes it is more likely than not that it will
be able to achieve a favorable determination that these properties are, in fact, exempt from property taxes.
Accordingly, no liability is recorded for these tax assessments.

Page 20 of 21



THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

16.

17.

ACCOUNTING FOR UNCERTAIN TAX POSITIONS

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3) of the
Internal Revenue Code as other than a private foundation, except on net income derived from unrelated business
activities. The Seminary is subject to unrelated business income tax on certain rental activities. The Seminary paid
no taxes for unrelated business income tax in 2016 and 2015 as expenses exceeded revenues. The Seminary
believes that it has appropriate support for any tax positions taken, and as such, does not have any uncertain tax
positions that are material to the financial statements. Tax returns for the years 2014, 2013, and 2012 are subject
to examination by tax authorities, and may change upon examination.

SUBSEQUENT EVENTS

The Seminary has evaluated subsequent events through October 3, 2016, the date the financial statements were
available to be issued.
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Independent Auditors' Report

To the Board of Trustees
The Southwestern Baptist Theological Seminary
Fort Worth, Texas

We have audited the accompanying consolidated financial statements of The Southwestern Baptist Theological
Seminary (a Texas nonprofit corporation) which comprise the consolidated statements of financial position as of July
31, 2017 and 2016, and the related consolidated statements of activities and cash flows for the years then ended, and
the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. 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 audits to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of The Southwestern Baptist Theological Seminary, as of July 31, 2017 and 2016, and the changes
in their net assets and their cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Irving, Texas
October 3, 2017
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2017
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Assets:
Cash and cash equivalents ...........ccceeveveveciieeeneennen. $ 3,167,093 $ 211,062 $ - $ 3,378,155
Accounts receivables, Net..........ccccveeeeeeeeeiirneeeeeeeenn. 743,825 - - 743,825
Unconditional promises to give, Net.......ccccceevueeennee. - 4,646,834 - 4,646,834
Other @SSELS.....uvvieeeeeeeiiiirieeeeeeeeeirreeeeeeeeecrreeeeeeeeeans 576,857 - - 576,857
Investments:
Endowment funds.........c....cooeveeeeiviiieinieceeee. 14,297,168 - 114,949,793 129,246,961
Split-interest funds..........ccoeveerieenieenieenneennneen. - - 14,752,919 14,752,919
Other INVEStMENLS........ccceceeeeivrieeeeeeeeiirrereeeeeenns 2.773.507 107.316 - 2.880.823
Total INVEStMENLS.........ccevvveeeerreeeeerreeeenness, 17,070,675 107,316 129,702,712 146,880,703
Due from (to) other funds...........cccovveeeeiiieiinineeeeennn. (25,870,967) 25,044,439 826,528 -
Property, plant, and equipment, net.............c.c.cc.c..... 130.235.729 - - 130.235.729
Total aSSetS......veeeeveeeeecrreeeeerreeeeeeeeen, $125923.212 $_30,009.651 $130,529.240 $286,462.103
Liabilities and net assets:
Liabilities:
Accounts payable............coeverierieriiieieieieiens $ 3,529,595 $ - $ - $ 3,529,595
Accrued salaries and benefits..............c..ccoeeunne. 759,754 - - 759,754
Deposits and agency funds..........cccceeceeieneennen. 640,440 - - 640,440
Deferred income...........ccooovvveeeeeeeeciinieeeeee e 202,034 - - 202,034
Notes payable.......ccooveerieiniiiniieeniieieerieeeeee 20,378,678 - - 20,378,678
Liability under annuity contracts..............c......... - - 10,279,649 10,279,649
Accrued postretirement benefit obligation.......... 1,222,623 - - 1,222,623
Accrued postemployment benefit obligation...... 576,889 - - 576,889
Total liabilitieS.......cc.veeeeeveeeecreeeeereee e 27.310.013 - 10,279.649 37.589.662
INEE ASSEES...eeeeereeeeeeeeeeeeteee e e e e et e e et e e eeaeeeeeneeeens 98,613,199 30,009,651 120,249,591  248.872.441
Total liabilities and net assets............... $125,923.212  $_30,009,651 $130,529.240 $286,462,103

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

Consolidated Statements of Financial Position
July 31, 2016
2016
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Assets:
Cash and cash equivalents ..........cccccoeeerereceeeneneennenn, $ 3,559,879 $ 211,029 $ - $ 3,770,908
Accounts receivables, Net..........cccveeeeeeeeeiinieeeeeeeeennn, 653,625 - - 653,625
Unconditional promises to give, Net........ccocuveevueeennens - 7,581,638 - 7,581,638
Other @SSELS....uvvveieeeieeiiriieeeeeeeeciiree e e e eeeeirrre e e e e e, 442,385 - - 442,385
Investments:
Endowment funds............cccooooveviiieeneneennn, 11,356,396 - 105,521,474 116,877,870
Split-interest funds.........coocveeveeenieeniieennenne - - 13,985,318 13,985,318
Other InVestMents..........cccvvveeeeeeeeiiiinereeeeeenns 11.416.894 5.013.354 - 16,430,248
Total InveStmeNts.............coovvvvevveeeeeeeeeeeeennns 22,773,290 5,013,354 119,506,792 147,293,436
Due from (to) other funds..............ccovveeeeevireecnieeennen, (24,175,749) 23,648,129 527,620 -
Property, plant, and equipment, net...............ccccueen..... 116.745.297 - - 116.745.297
Total aSSEtS.....eeveeeuveeeeereeeeeeeeeeeeeeeennne $119,998,727 $_36,454.150 $120,034412 $276,487.289
Liabilities and net assets:
Liabilities:
Accounts payable...........ccevierereriieinieieieeens $ 1,545562 $ - $ - $ 1,545,562
Accrued salaries and benefits................ccceunneeee.. 656,621 - - 656,621
Deposits and agency funds..........cccoeceeeiennennenn, 668,921 - - 668,921
Deferred income..........ccccvveeeiieeeeiiineeeeeeeeecennee, 225,847 - - 225,847
Notes payable........cooveeviiinieinieiiieeeeeeeeeee 21,722,272 - - 21,722,272
Liability under annuity contracts.............ccecueeeee. - - 9,911,167 9,911,167
Accrued postretirement benefit obligation........... 1,279,232 - - 1,279,232
Accrued postemployment benefit obligation....... 650,936 - - 650,936
Total Habilities........cc.eeeeeeuveeeeeeeee e 26.749.391 - 9.911.167 36,660,558
INEE ASSEES...ceeeuereeeeereeeeeeeeeeeteee e e e e eereeeeereeeeeneee e, 93,249,336 36,454,150 110,123,245 239,826,731
Total liabilities and net assets................ $119,998,727 $_36,454,150 $120,034.412 $276,487,289

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2017

2017
Temporarily ~ Permanently
Changes in net assets: Unrestricted Restricted Restricted Total
Revenues and other additions:
Tuition and fees..........cocovvveeeveiieiieeeeeeeeene. $ 13,157,517 $ - $ - $ 13,157,517
Scholarship and fellowships...........cceceernennee. (5,041,069) - - (5,041,069)
Gifts:
Cooperative program...........ccccceeueeveennennnn. 8,096,090 - - 8,096,090
Student aid..........ooovvveeieiiieee e, - 7,484,633 - 7,484,633
Endowment............coeevvvevueiieeeeiiiiiiiieeeeennn, - - 5,615,252 5,615,252
(011113 SRR 2,677,361 - - 2,677,361
Change in value of investments.............ccc..eeu..... 2,683,661 6,841,319 4,879,577 14,404,557
Change in value of split interest funds............... - - (368,483) (368,483)
Auxiliary enterprises.......cceevveervueenveeriveenveennen, 7,135,333 - - 7,135,333
(011113 SRR 806,870 - - 806,870
Net assets released from restriction.................... 20,770,451 (20,770,451) - -
Total FEVENUE.......uvvveverererieeeeeererneeeeeeiaaennns 50,286,214 (6,444.499) 10,126,346 53,968,061
Expenses and other deductions:
Instructional ..........cccooovvviiniiieeieeiineee. 17,541,852 - - 17,541,852
Institutional SUPPOTL .....c.eevvuveeruverriiiaiaenne 9,983,309 - - 9,983,309
Student SErviCes ........oovvvvvvvieiiiiiiiiiiieieienns 1,953,903 - - 1,953,903
Plant operations..........cccceevveeriernieennennne 9,644,698 - - 9,644,698
Auxiliary enterprises.........ceevereeervereennnns 8.051.535 - - 8.051.535
Total operating eXpenses................... 47,175,297 - - 47,175,297
Excess (deficiency) of revenues over expenses........ 3,110,917 (6,444,499) 10,126,346 6,792,764
Gain on sale of property..........cccceeeueeunennee, 2.252.946 - - 2.252.946
Change in Net aSSELS........eevverrveeriernieerireenieeeneeenne 5,363,863 (6,444,499) 10,126,346 9,045,710
Net assets, beginning of year............cccccecevveneennen. 93.249.336 36,454,150  110,123.245 239,826,731
Net assets, end of year........ccccccevveneneneneerceeeneenen $ 98,613,199 $_30,009,651 $120,249.591 $248,872.,441

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2016

Changes in net assets:

Revenues and other ad

Tuition and fees........ccceevvervieiniiiniiiiieeeeens
Scholarship and fellowships

Gifts:

Cooperative program

ditions:

Student aid..........ccceevvveeeennnnn.
Endowment..........cccccevvvevennnn.

Expenses and other deductions:

Instructional .

Institutional SUPPOTL .....c.eevvuveeruverriiiaiaenne
Student SETVICES .......cecvevververieenreereenennes
Plant operations..........cccceevveeriernieennennne
Auxiliary enterprises........cecveereeeniveeneenne

Total operating eXpenses...................

Excess (deficiency) of

Gain on sale of property.

revenues over expenses......

Change in Net assets.......c..ccoeevueeruieceieieneeneeneennens

Net assets, beginning of year.........ccceeveeevveeneennne

2016
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total

$ 12,246,199 $ - $ - $ 12,246,199
(4,598,285) - - (4,598,285)

8,227,361 - - 8,227,361

- 2,784,468 - 2,784,468

- - 1,303,141 1,303,141
3,505,628 7,697,809 - 11,203,437
(396,020) 2,112,480 (5,490,699) (3,774,239)

- - 207,117 207,117

7,513,391 - - 7,513,391

696,418 - - 696,418

11,311,464 (11,311.464) - -

38,506,156 1,283,293 (3,980.441) 35,809,008

17,470,991 - - 17,470,991

10,421,165 - - 10,421,165

1,676,125 - - 1,676,125

6,711,883 - - 6,711,883

8.973.480 - - 8.973.480

45,253,644 - - 45,253,644
(6,747,488) 1,283,293 (3,980,441) (9,444,636)

1,517.306 - - 1,517.306
(5,230,182) 1,283,293 (3,980,441) (7,927,330)

98,479,518 35,170,857 114,103,686 247,754,061

$_93.249.336 $_36.454.150

$110.123.245 $239.826.731

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Cash Flows
For the Years Ended July 31, 2017 and 2016

2017 2016
CRANGZE 11 NEE ASSELS....eueeutieiieteeiieteeterteeite bt ettesteeateste et e bt este bt eabesbeeatenbeentesbeeste bt entebesstensesans $ 9,045,710 $ (7,927.330)
Adjustments to reconcile change in net assets to net cash utilized by
operating activities:
Depreciation and amortization Of debt iSSUE COSL.......cvueeruirirrierierieniieieneeieseeiesieeeeeaeas 3,700,900 3,654,346
Contributions restricted for endowment and acquisition of long-term assets.................... (8,768,721) (8,404,258)
Gain (10ss) 0N sale Of fIXEd ASSELS.....ueeiviiirieeiieiiie ettt e e r e e teeeeveeeaeeennas (2,245,432) (1,516,164)
Non-cash contributions. (4,171,060) (1,248,147)
Change in value of swap Hability........cccoceeviririninieniiiiicccc e (408,499) 245,900
Net unrealized and realized gain (10SS) ON INVESIMENLS........cccverreerierierieniieienieieseeeieaen (10,605,284) 8,257,028
INVEStMENT TNCOME. ....evvveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees (807,411) (1,868,204)
Change in value of split-interest funds...........c.ccoeeverieieineneneneieeeereeeeeee e 554,624 226,843
L0SS 0N IetiremMeENt Of @SSEES.....ccvviieiuiiiieitieeeerieeeetee ettt e eeteeeeeteeeeetaeeeeteeeeeaeeeeeareeeeraeeans 1,238,476 -
Changes in operating assets and liabilities:
RECEIVADIES. .....cuviiiiiiiiie ettt ettt et e et e et e b e e taeeabeesabeebaeesseeseenanas (90,200) 176,708
Unconditional PromiSes t0 GIVE.......cceeruerierierieriieienierienieeresieetesseesesieetessessesseens 2,934,804 2,300,097
(@71 1< Y11 -SRI (134,472) 194,553
ACCOUNLS PAYADIE.....coiiiiiiiiiiiiiie ettt ettt et 57,484 440,606
Other aCCTUEA EXPEIISES.....cecuverueeeriieeriierieeniteeteeniteeteesiteenbeesbeestresbeessteeteesaseenseesaees 74,652 183,420
Deferred INCOME........couiieiieciiicieeeie ettt ettt et e e et e et e e taeeabeesaaeebaeesseenseeeanas (23,813) (87,801)
Accrued postretirement benefit Obligation............cocueverieriirieneeiienieieseeieseeee e (56,609) 313,846
Accrued postemployment benefit Obligation...........c.evereerierieriennieninieneeieneeie e (74.047) 6.663
Total AdJUSIMENTS. ......eoveeeiieiieiietietererteee ettt ettt ettt st e (18.824.608) 2.875.436
Net cash utilized by operating activities...........cecueruerruerreesiereerieniierieneerieseeeenieens (9,778.898) (5,051.894)
Cash flows from investing activities:
Proceeds from sale and maturities Of iINVESTMENES..........cc.ccoevvieeeiiieeeeiiieeeree e e 27,923,859 14,069,279
Purchase of investments (12,113,513) (10,010,039)
Proceeds from sale of property and eqUipPMent............ccecveerirenenerierieeeineneneteeeeee e 3,068,925 1,674,055
Investment in CONSIIUCLION 1N PIOZIESS ...ecuveuvreurerieriientieienteeitenteetesteenteteentesteestessesasensesseenseeans (15,149,238) (4,273,406)
Purchase of property, plant, and €qQUIPMENL ..........cccoveeieieirineneneieieeet ettt (2.153.514) (1.784.022)
Net cash provided by (utilized by) investing aCtiVities............ceeverervereereeeererennns 1,576,519 (324.133)
Cash flows from financing activities:
Principal payments on notes Payable..........c.cccoirererierieieinineneneeee ettt (959,095) (684,680)
Contributions restricted for endowments and acquisition of long-term assets.............c.cccceun... 8.768.721 8.404.258
Net cash provided by financing aCtiVities..........c.ccoeeververeirererenenienreieenenennens 7.809.626 7.719.578
Net (decrease) increase in cash and cash eqUIVALENtS. .........cccueruirieririeniieieneeie e (392,753) 2,343,551
Cash and cash equivalents, beginning of Year..........ccccceoveirinininenieieieeeeceeeec e 3.770.908 1.427.357
Cash and cash equivalents, end Of YA ......c..ccceciviririiiieiiiiinenerceee e $__ 3.378.,155 $__ 3,770,908

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

1. NATURE OF ORGANIZATION

The Southwestern Baptist Theological Seminary, (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to assist the churches of the
Southern Baptist Convention (“SBC”) by the biblical education of God-called men and women for their respective
ministries, which fulfill the Great Commission and glorify God. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the SBC and is an integrated auxiliary of that Convention. The Seminary is
economically dependent on the SBC and others for financial support.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of The Southwestern Baptist Theological Seminary Development
Foundation, Inc. (“Development”) and Southwestern Seminary Foundation (“Foundation™), Texas non-profit
corporations. Development was formed to aid the Seminary in realizing its religious educational responsibility by
acquiring and providing proper facilities and student housing to meet the needs of the Seminary. Foundation was
formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit of and to further
the purposes of the Seminary and to hold and manage a portion of the Seminary’s endowment portfolio.
Development and Foundation are exempt from federal income tax under Section 501(c)(3) of the Internal Revenue
Code. In the event of dissolution of either Development or Foundation, all respective assets they have shall inure to
the Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting

The consolidated financial statements of the Seminary have been prepared on the accrual basis of accounting.
Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenue and Support

Revenues and support for the Seminary are primarily derived from tuition, fees, and contributions from donors and
supporters of the Seminary. Contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support depending on the existence and/or nature of donor restrictions.

Recognition of Donor Restrictions

The Seminary reports gifts of cash and other assets as temporarily restricted support if they are received with donor
stipulations limiting the use of the donated assets if the restrictions are not met in the period of receipt. A donor
restriction expires when a stipulated time restriction ends or a purpose restriction is accomplished. At that time
temporarily restricted net assets are reclassified to unrestricted net assets. If a stipulated time restriction ends or a
purpose restriction is accomplished during the year the donation is received, the donation is recognized as
unrestricted revenue.

The Seminary reports gifts of cash and other assets as permanently restricted support if they are received with

donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Revenue Recognition

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:

. as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund;

. as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;

. as changes in unrestricted net assets in all other cases.

Donated Assets

Donated property is recorded at fair market value on the date of receipt in the appropriate investment, equipment,
or expense account. In the absence of donor restrictions, donated assets are reported as unrestricted revenue.

Donated Services

Occasionally, the Seminary receives support in the form of donated services. Those services are recognized as
unrestricted revenues if the services received (a) create or enhance nonfinancial assets or (b) require specialized
skills, are provided by individuals possessing those skills, and would typically need to be purchased if not provided
by contribution. Contributed services that do not meet these criteria are not recognized as revenue. No such
amounts were recorded in the financial statements for the years ended July 31, 2017 and 2016.

Estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect certain reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. The most significant estimates included in these financial statements are depreciation, the valuation of
certain level 3 investments, the interest rate swap agreement, the accrued benefit obligations, and allocation of
certain expenses.

Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and cash
equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Programs

The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture, globally
minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships, and
dedicated to professional excellence and lifelong learning. The Seminary pursues its mission through the execution
of these major programs:

Instructional - providing a biblically-based education for undergraduate, graduate, and postgraduate
degrees in theology, evangelism and missions, church and family ministries, and church
music

Institutional support - providing support for general operations

Student services - providing campus life activities, placement and employment services to students

Plant operations - providing for maintenance and care of facilities, grounds, and equipment

Auxiliary enterprises - providing housing, dining, recreational and other services to students and staff

Cash and Cash Equivalents

For the purposes of financial reporting, the Seminary considers all short-term investments, with an original
maturity of three months or less, to be cash equivalents.

Accounts Receivable

The Seminary’s accounts receivable are due primarily from students. Credit is extended to students and collateral
is not required. Accounts receivable are due at the beginning of each term. Amounts are reported net of an
allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are considered past due.
The Seminary determines its allowance by considering a number of factors, including the length of time student
receivables are past due and the Seminary’s previous loss history. The Seminary writes off accounts receivable
when they are deemed uncollectible, and payments subsequently received on such receivables are credited to the
allowance for doubtful accounts. Typically, students whose accounts are not current are not allowed to enroll in
future classes. Allowance for doubtful accounts for the years ended July 31, 2017 and 2016 was $600,676 and
$606,600, respectively.

Investments

Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and unrealized
gains and losses on investments are reflected in the Statement of Activities. Investments received by gift or
bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions

from the trusts are recorded as endowment income and the carrying value of the investments is the current market
value of underlying assets.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Fair Value Measurements

The Seminary follows FASB Accounting Standards Codification Topic 820, Fair Value Measurement. Topic 820
defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. Topic 820 establishes a
fair value hierarcy that prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels.

The Seminary adopted, and retrospectively applied, the provisions of Accounting Standards Update (ASU) No.
2015-07, Disclosures for Investments in Certain Entities That Calculate Net Asset Value per Share (or its
equivalent). ASU No. 2015-07 amends ASC Topic 820, Fair Value Measurement, to remove the requirements to
categorize within the fair value hierarchy all investments for which fair value is measured using the net asset value
(NAV) per share practical expedient. The information provided in Note 11 in these financial statements has been
updated to comply with the provisions of this ASU.

Split-Interest Agreements

The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable remainder trusts and
charitable gift annuities. At the dates these trusts are established, assets and contribution revenues are recognized
at the present value of the estimated future benefits to be received when the trust assets are distributed. The
receivables are adjusted during the term of the trusts for changes in the value of assets, accretions of the discount
and other changes in the estimates of future benefits which are reflected in the Statement of Activities as a change
in value of split-interest agreements. Liabilities under split-interest agreements are calculated based upon current
actuarial assumptions used by trustees of the agreements.

Advertising Costs

The Seminary uses advertising to promote its major programs to the general public. The costs of advertising are
expensed as incurred. Advertising expense was $483,601 and $513,661 for the years ended July 31, 2017 and
2016, respectively.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at acquisition cost. Donated assets are recorded at fair market value at
the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500. Betterments and renewals are
capitalized. Maintenance and repairs are charged to operations when incurred. Depreciation is computed using the
straight-line method over the following estimated useful lives:

BUildiNgS....covioiiiiiieeee e 30 - 40 years
EQUIPIMENL.....iiiiiiiiiiiieieicce et 5 - 10 years
Improvements other than buildings.............ccceevevieiiiiiininiinienciees 30 years

Impairment of Long-lived Assets

Management evaluates its long-lived assets for financial impairment whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. An impairment loss is recognized when the
estimated undiscounted future cash flows from the assets are less than the carrying value of the assets. Assets to be
disposed of are reported at the lower of their carrying amount or fair value, less cost to sell. Management is of the
opinion that the carrying amount of its long-lived assets does not exceed their estimated recoverable amount.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Unconditional Promises to Give

The Seminary records unconditional promises to give when a promise to give is communicated in writing with
specific amounts and due dates for those donors with an established history of giving. Unconditional promises are
evaluated annually as to collectability and reserves for doubtful promises are provided for estimated uncollectible
accounts. Unconditional promises are written off when determined to be uncollectible.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on a functional basis in the
Statement of Activities. Accordingly, certain expenses have been allocated among the programs and supporting
services benefited.

Compensated Absences

Employees of the Seminary are entitled to paid vacation leave depending upon their length of service and other
factors. Compensated absences for vacation leave have not been accrued since they cannot be reasonably
estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement

The Seminary uses a derivative to manage risks related to interest rate movements. The Seminary’s interest-rate
swap contracts are reported at fair value. The change in the swap contract's fair value is reported as a gain or loss in
the Statement of Activities. The Seminary’s risk management strategy is to stabilize cash flow requirements by
maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.

Change In Accounting Standards

During fiscal year 2016, the Organization changed its method of accounting for debt issuance costs provided for
under amended Topic 835 of the Financial Accounting Standards Board Accounting Standards Codification. The
effect was to present debt issuance costs related to a recognized debt liability as a direct deduction from that debt
liability, consistent with the presentation of a debt discount. This change resulted in a decrease in other assets,
along with a decrease in notes payable, thus both total assets and total liabilities decreased by equal amounts.
There was no change in net assets.

3. UNCONDITIONAL PROMISES TO GIVE
Scheduled maturities of unconditional promises to give at July 31 are as follows:
2017 2016
LSS than ONE YEAL......cc.eeiuieiieiieeiieeiieteete ettt e e e e s e beeae e e $ 2,049,000 $ 2,422,500
ONE L0 IV YRATS...eeuveiiiiiriieeiieeete ettt ettt ettt et e b e saee e 3,344,189 5,501,700
Greater than fiVe YEars........cocviverieiiieieieeneeeeceteeee e - 59.925
Total unconditional Promises to IVe.......cocveerierrieeneernieenieeniieeneeens 5,393,189 7,984,125
Unamortized discount at 2.90% and 2.24%, respectively...........c......... (286,355) (402,487)
Unconditional promises t0 iVe.........cevvueeriienieenieenieenieeneeenieeeseeens 5,106,834 7,581,638
Allowance for doubtful acCOUNtS...........ccccevvviieeiieiiiiiiieee e, (460.000) -
Net unconditional promises to ZiVe........cccecvevverrerererereeeeneennenn $_4.646,834 $_ 7,581,638
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

4. FUNDRAISING ACTIVITIES

Fundraising expense for the years ended July 31, 2017 and 2016, was $1,194,269 and $1,482,813, respectively,
These expenses are included in institutional support in the accompanying Statement of Activities.

S. COOPERATIVE PROGRAM

One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating in the
Cooperative Program contribute to the SBC, which passes funds (according to an allocation formula) to the
Seminary and other entities. The Seminary received $8,096,090 and $8,227,361 from the SBC for the years ended
July 31, 2017 and 2016, respectively.

Distributions by state, as provided by the Executive Committee of the SBC for years ended July 31 are as follows:

2017 2016
ALADAIMA. ¢+ttt ettt et e e e e et e e e et e ene et e et e et e et et e e e nneanean $ 713,996 $ 742,187
ALASKA. ... e e e e e e e e eeanraaes 9,101 10,736
ATIZONA ... .tiiiieie e et e e e e e e et a e e e e e e e e e traaeeeeeeeeetaaaeeeeeeeenanraaees 37,948 36,617
ATKANSAS ....uvviiiiiiieciieee et e et e e e e e e et e e e e e e et ara e e e e e e eeanraaes 366,691 378,563
CaAlIfOIMIA. ...vveeeee et e e e et e e e e e e et a e e e e e e e etaraeeeeeeeeeanrnaes 91,206 95,014
COLOTAAO. ...uuveieeee ettt e e et e e e e eeeettaaeeeeeeeeetasaeeeeeeeeeennaees 23,492 22,000
DaAKOLA.......eviviieee e e e e e e e e e et e e e e e e eeanraaes 3,453 3,332
District Of COIUMDIA.........ccoiiiiiiiiie et e e et e e e e eenrneens 542 846
(03w Ta RO 741,458 612,611
GROTZIA . c.teiutieeiteeite ettt ettt et ettt et et s bt e ettt e bt e e bt e s bt e e bee s beeeabeesabaeens 691,901 717,204
Hawaii PaACIfIC.......ccuveiiiiiieeeeeee e, 19,797 10,376
TIIIIMOIS. ...ttt e e e et e e e e et e e e e e e eeeetbaaeeeeeeeeetaraeeeeeeeenanraees 96,615 102,462
INAIANA. ... ..oiiiiiiici e e e e e e e e e eeanraaes 29,704 38,773
| (0377 TSRO 12,109 12,242
Kansas-INEDIaska............cooiiiiiiiiiiiii et 28,636 27,367
KENIUCKY. ..ttt ettt st s, 418,025 436,575
LLOUISIANA ... vvveeee ettt e e e et e e e e e e eeeetbaaeeeeeeeeatnsaeeeeeeeennnnnees 297,466 320,380
Maryland-Delaware...........coeueiriiiriiiiiieie ettt 63,587 65,735
1Y 1] 18 1 OSSPSR 12,759 13,279
MiINNESOta-WISCONSIN......ccieiiiuiiiiieeeiieiiiiiieeeeeeeceireeeeeeeeeeetrrreeeeeeeeetnraeeeeeeeeeannnees 4,572 3,898
VLIS SISSIPP e cuvveenveeenreeeiieeite ettt ettt ettt ettt et e et e it e s bt e e bee s bt e s bt e sabteebeesabeesabeesabaeens 486,863 503,590
IVLISSOUL L .vvvvieeeeeeeeitieeeeeeeeeeett et e e e e eeeeabaeeeeeeeeesatbaseeeeeeeaensssseeeeeeeaesnsaeeeeeeeennsnsneens 251,952 255,320
IMIOMEANA. ....tvviieeee ettt ettt eeeeet e e e e e e e et areeeeeeeeetbaaeeeeeeeeesnsseeeeeesensnsneees 6,019 6,284
INEVAAQA. ... it e e et e e e e e e et a e e e e e eeeeetaraeeeeeeeenanraaes 22,975 23,335
NeW England........cc.oooiiiiiiiiiiiiieeeet ettt 6,973 4,943
INEW IMEXICO..ceiiiiieiiiieeee e ettt eeeeect et e e e e e e et e e e e e e e eeetbaaeeeeeeeeetaraeeeeeeeensnnaeees 27,192 36,890
INEW YOIK . .ouiiiiiiiiieiiiiiiee et e et e e e e et e a e e e e e e e eetaaaeeeeeeeenannnees 9,605 8,191
INOIth CarOliNa.........uvviiiiieiieeiiiiieee et eeeccre e e e e e e e e e e eetaraeeeeeeeeeennnees 475,738 478,293
INOTTIWESL ...t e e et e e e e e e et b e e e e e e eeeetnraeeeeeeeeeennnees 31,366 32,261
ROttt e e e et e e e e e e e a e e e e e e e etaaaaeeaeeeenanraaens 82,982 74,442
OKIANOMA.....eiiiieieciiieee e et e e e e eeetaa e e e e e e eetaraeeeeeeeeeannnees 413,433 420,976
Pennsylvania-South JErsey..........cooiviiiiiniiniiiiiiicieeeccce e, 8,790 9,042
Puerto Rico/U.S. Virgin Islands.........c.cccoceeviiiiiiiniiniicceeeceeeeeeee, 176 208
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2017 2016

SOULh CATOLNA. ......viieiiieiieeieeie ettt ettt ettt et e eeeteeeteeeaeenaeeaaeeneen, 457,150 489,110
T OINESSEE ...uvveeeeee ettt ettt e ettt e e e e et e e e e e eeetbaaeeeeeeeeetaraeeeeeeeenannnaes 621,853 636,603
TEXAS-BGCUT ...ttt ettt et et et reeereeteeareeane, 433,229 441,897
TEXAS-SBTC ..ottt ettt ettt ettt e eteete e e ereeereeneeareeane, 635,595 670,543
L0118 L P21 1 Lo PSPPSR 7,107 7,209
ViArginia-BGAV ....ociiieiieieieiee ettt ettt s s ene s 35,665 40,774
ViArginia-SBCV ..ottt ettt sa b e bessenne s 180,118 179,848
WESE VATZINIA cueeeiiiieiieeiie ettt ettt sttt e s, 19,712 19,857
WYOIMING ...ttt ettt ettt e st st 4.626 5.105

7,882,177 7,994,918
Churches and individUals..............ooiiiiiiiiiiiiei e, 213913 232.443
Total Cooperative Program AlOCAtioN.......c..cocererereeienienienienieneneeeeeeteneeneennen, $_8.096.090 $_ 8.227.361

6. INVESTMENTS

The Seminary carries marketable securities at fair market value and realized and unrealized gains and losses are
recorded in the Statement of Activities. Investments consist of the following as of July 31:

Money market fUnds ........coceeeverienieniineee e $ 6,428,440 $ 11,843,038
DIEDE SECUITTIES ..cvvvvviviiiiiiiiiiiiieiieeeeieeeeeeeteeeeeeeeeeeeeeeeeeeresererererereserererererees 5,908,720 5,233,192
EQUILY SECUTTHIES. ..ceveetieniieiieiieniteniteteeie ettt 38,455,633 33,999,488
GOVEINIMENT SECUITTIES...cvvvvviviiiiiiiiieieieieiereeeeeeeeerererererererererererererererereree 1,424,194 -
Global listed INfTraStUCTUIE. .........ovviviiiiiiiiiiiiiiieiiieeeieeeeeeeeeeeeeeeeeeeeeeereneeees 3,367,006 2,679,275
Private qUILY.....coceerieriinieiieteetet et 2,113,753 2,156,989
Closed-end fUNAS.........ccveieuiiiiiieie ettt 2,534,840 2,380,572
Other Foundations and 3rd party trusts........cccceceeveeneenieenienieneeneennees 74,974,362 78,185,665
Other INVESHMENTS .......eeeeeiiieeeiiiieeeeieeeeeieeeeeeiteeeeeireeeeeaeeeesaneeeeareeeeens 124.997 1,064,084
135,331,945 137,542,303
Investments measured at net asset value............coeveeeeeiieeeeeiieeeeiieeeenns 11.548.758 9,751,133
Investments, net of restricted cash..........cooovvvvviiiiiiiiiiiiiiiiiiiieee, $_146,880.703 $147,293.436

The “Investments measured at net asset value” and ‘“Private equity” categories include interest in certain limited
partnerships and limited liability corporations and is carried at fair value as provided by the investment managers.
The amounts realized upon disposition of these investments may differ from the value reflected in the financial
statements and the differences could be material. Certain partnership agreements are restricted as to resale and
may require advance notice for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment activities
of the underlying instruments of the partnerships, including market, credit, and currency risk. The Seminary’s risk
of loss as of July 31, 2017 and 2016, in any of its investment partnerships is limited to the value of the investment
at July 31, 2017 and 2016.

Page 13 of 21



THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

The following schedule details investment returns for the years ended July 31:

2017 2016
Dividend and interest iNCOME..............ceevuveeeeiieeeeeeieieeeecreeeeeeeeeeeeeeeeenns $ 3,879,900 $ 3,952,255
Net realized gains on iNVESIMENLS........cccceevuveerieerieenieeniieeee e 578,757 598,511
Net unrealized gain (10SS) ON INVESIMENLS..........cccververrerierireeieeieieiennns 9.945.900 (8.325.005)
TOLAL ..ot $_14.404.557 $_(3.774.239)
Investment fees are netted against dividend and interest income.
7. PROPERTY, PLANT, AND EQUIPMENT
Property and equipment consists of the following at July 31:
LA oottt st $ 3,690,331 $ 3,740,331
BUIlAINgS....cveveriieiieieeieeseer ettt 150,555,291 136,807,355
EQUIPIMENL.c.itiiiiieiieiiiientenie ettt s 15,720,812 15,607,996
Improvements other than buildings..........cocceevueeniiiniieinieeniiennieeneennns 8,160,609 6,186,816
Library books/microfilm/antiquities.............cccceeveereenieriiecueecueneeneennns 14.157.388 14.110.492
192,284,431 176,452,990
Less accumulated depreciation...........c.ccceeeeueevenieneenieenieennennenne (62.048.702)  (59.707.693)
TOLAL ..ot $130.235,729 $116,745,297

Buildings include construction in progress for a new facility to house the School of Evangelism & Missions and the
College at Southwestern, totaling $21,707,993 at July 31, 2017.

8. EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution retirement
plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention under Internal
Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary’s contribution for the years
ended July 31, 2017 and 2016, was $1,178,007 and $1,136,411, respectively.

Postretirement and Postemployment Benefits

The Seminary provides postemployment benefits to retired employees. The following table sets forth the future
obligations at July 31:

Accumulated benefit COSES......c.ovuirirnirrirrieeie et $ 576.889 $ 650,936
Employer contributions (benefit paid).........c.cccocerveenieiiiciniinienienn. (50.263) (49.265)
Net periodic benefit COSt........ccuevieriirieniiiiiiienc e (23.784) 55.928
Discount rate assUmMEd.........coouveerueinieenieeniienieenteesee et siee e 3.47% 2.95%
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10.

Postretirement Benefits

The Seminary provides postretirement benefits to retired employees. The following table sets forth the future

obligations at July 31:

2017 2016
Accumulated benefit COSES......c.vrurrirrirnirrierie e $_ 1222623 $_ 1.279.232
Employer contributions (benefit paid).........c.cccocerveeniiniiiiniinienenen. (68.376) (70.384)
Net periodic DENEfit COSt....viiiririririierieriiee ettt 94.051 56.492
Comprehensive INCOME........oovuuiiriiiriiinieiiieieeeeeee e (82,284) 327,738
Discount rate assUMEd.........coouueerieinieenieenieenieenteesee et 3.49% 2.95%
NET ASSETS
Temporarily restricted net assets consists of the following:
CaAPILA]l PIOJECES. ...eemereneieniieiieeiieeitesieeete et te e eesee st et et et eneeeneeeneesneenneas $ 14,087,034 $ 20,654,258
SCROLATSHIPS. ...ttt 9,895,939 10,043,348
ONET ...ttt sttt ettt 6.026.678 5.756.544
TOLAL et et $_30.009.651 $_36.454.150
Permanently restricted net assets consists of the following:
Annuity and life income funds...........cceccveveeeiicinienieeeeeee e $ 4473270 $ 4,074,151
Endowment fUndsS............cooeeiiiiiiiiiiiiiiiieeee e 114,949,792 105,521,474
ONET ...ttt sttt ettt sttt 826.529 527.620
TOLAL et $120.249.591 $110.123.245
Net assets released during the years ended July 31 are for the following
purposes:
SCROIATSNIPS. ...ceuveeiieeiiiie st $ 5,007,070 $ 4,598,285
CaPItal PIOJECTS. . .eeveeutienrieiieeiienitet ettt sttt ettt et enbeas 14,514,152 5,955,223
ONET .o 1,249.229 757,956
TOtAL. . $_20,770451 $_11.311.464

ENDOWMENT INVESTMENTS

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while
assuming moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide an
average rate of return of approximately 8% annually. Actual returns in any given year may vary from this amount.
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Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent
risk constraints.

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the Seminary’s
objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return. The Board of Trustees has the right to
recommend against expenditure of earnings or gains in any given year due to factors such as financial market
conditions or poor investment performance.

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in
the fund for perpetual duration.

Underwater Funds - From time to time, the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and
the Texas Uniform Prudent Management of Institutional Funds Act (TUPMIFA), deficiencies of this nature are
reported in unrestricted net assets.

Restrictions - Endowment investments are either permanently restricted or unrestricted. Donor contributions,
earnings that are permanently reinvested at donor direction, and earnings from funds held in trust by others are
treated as permanently restricted. Other market value changes, whether realized or unrealized gains and losses or
income (net of expenses) of donor-restricted endowments and all board-designated endowments are placed in the
unrestricted category.

Endowments as of July 31, 2017, are composed of the following:

Permanently
Unrestricted Restricted Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds.............. $ 12,590,976 $ 114,949,793 $ 127,540,769
Board-designated ...........cccooieiniiiiiennieieeeeee 1,706,192 - 1,706,192
TOAL ... $  14297.168 $ 114,949,793 $ 129,246,961
The change in endowments for the year ended July 31, 2017, is as follows:
Permanently
Unrestricted Restricted Total
Beginning of the period..........ccccevveriieriieienieeieseee, $ 11,356,396 $ 105,521,474 $ 116,877,870
Investment Gain..........ccceevveeriieerniieenieeniieeee e 2,940,772 3,903,067 6,843,839
CONLTIDULIONS.....ceevieiieee et ee e e - 5.525.252 5.525.252
End of period.........cceovereriiiiiiiieeeeeee e $  14297.168 $ 114,949,793 $ 129,246,961
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Endowments as of July 31, 2016, are composed of the following:

Permanently
Unrestricted Restricted Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds............. $ 9,865,684 $ 105,521,474 $ 115,387,158
Board-designated ............coooieeviiiniiiniiiieeeceeeeen 1,490.712 - 1,490,712
TOAL ..o $ 11,356,396 $.105,521.474 $ 116,877.870
The change in endowments for the year ended July 31, 2016, is as follows:
Permanently
Unrestricted Restricted Total
Beginning of the period...........ccceveevieriieiiecieeieeeeenn $ 15,714,372 $ 109,133,871 $ 124,848,243
Investment 10SS.........eceveveeeiriieeeeiieeeree e erveee e (4,357,976) (4,825,549) (9,183,525)
CONLIIDULIONS.....oeeveeiieeeeeeeeeieeeee e e - 1,213.152 1,213.152
End of period.........cooveririiiiirieeeeeeee e $ 11,356,396 $.105,521.474 $ 116,877.870

11. FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit

price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Seminary uses various valuation approaches. A fair value hierarchy for inputs is used
in measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable inputs

by requiring that the most observable inputs are to be used when available.

The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the

Foundation has the ability to access.

Level 2 — Valuations based on inputs, other than quoted prices included in Level 1, which are observable either

directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by reference to

quoted market prices and other relevant information generated by market transactions.

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of the
investments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are

available according to the type of investment strategy in use.
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Multi-strategy and long/short hedge funds typically utilize the NAV provided by the underlying investee. The
Valuation Committee established by each fund manager also takes into account information provided within
audited and unaudited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other alternative valuation techniques may be utilized by the
fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not publicly
traded. The fair value of these securities is not readily determinable. These investments are valued on at least a
quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting principles
generally accepted in the United States (US GAAP). The Board of Directors or Valuation Committee determines
the fair value in good faith based on the input of their Investment Advisor and the respective third-party valuation
firms.

Private equity funds fair values are supported by information received from the investee funds such as monthly net
asset values, investor reports, and audited financial statements, when available. The fund Valuation Committee
may consider other factors, including subscription and redemption rights, expected discounted cash flows,
transactions in the secondary market, bids received from potential buyers, and overall market conditions in its
determination of fair value.

Investments by category level at July 31, 2017, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)
Endowment Funds...........c..cooovviiieeneeeennne.. $117,698,203 $115,584,450 $ - $ 2,113,753
ANNUItIES, NEL.....eeeeeeeeiiiiiieeeeeeeciiieeeeeeeeeeenns 4,473,270 4,473,270 - -
Other Investments..............ccoeeveiuvveeeeeeeeennns 2.880.823 2.880.823 - -
Total investments subject to fair value
hierachy........ccccveeieeienieieeeeee e 125,052,296 $122,938,543 $ - $ 2,113,753
Investments measured at net asset value...... 11,548.758
TOtal..c..veieiieeiieeeeeree e $136,601,054

Investments by category level at July 31, 2016, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)
Endowment Funds...........ccocveeveeeveeeeeeenn., $107,126,737 $104,969,748 $ - $ 2,156,989
(11113 SRR 16,430,248 16,430,248 - -
ANNUItIES, NEL...uveeeeeeeeeiiiiieeeeeeeeeireeee e, 4,074,151 4,074,151 - -
Total investments subject to fair value
hierachy.........occveierieiieiee e, 127,631,136  $125,474,147 $ - $_ 2,156,989
Investments measured at net asset value....... 9.751.133
TOtALeeeeeii i, $137,382,269
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The changes in investment in partnerships, which are measured at fair value on a recurring basis using significant
unobservable inputs, are as follows:

Balance at July 31, 2015 ...coiiiiiiiieeeeeeee et $ 3,041,710
ReEAEMPLIONS. ..ccuniiiiiiiiiieieee ettt et (1,287,218)
SUDSCIIPLIONS. ...ttt et s 423,962
Change in estimated fair value...........ccoccooieiiniiniininniieeeeeee e (21.465)
Balance at July 31, 2016.....cccuiiriiiiiiiiieiieeeeeeeeeee ettt 2,156,989
REAEMPLIONS. ..ccuuiiiiiiiiiieiieeie ettt (435,947)
SUDSCIIPLIONS. ...ttt et 233,105
Change in estimated fair value...........cccccooiiiiiiiniininieeeeeeee e 159.606
Balance at July 31, 2017...c..cooiiiiiiiieieeeeeeeeee e $ 2.113.753
NOTES PAYABLE

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”) with a bank, for the purpose of
paying for construction of 252 new student housing units. The Loan is structured with $16,000,000 of tax-exempt
bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the loan is amortized over 20 years,
with the final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day LIBOR rate
plus 156 basis points. The 90-day LIBOR rate is 1.31% and 0.65% at July 31, 2017 and 2016, respectively. From
December 2011 to December 2013, quarterly payments were for interest only, with both principal reduction and
interest payments beginning in January 2014. The taxable portion of the loan was due December 30, 2016, with
interest calculated as 90-day LIBOR rate plus 200 basis points. This portion of the Loan was renewed and
extended to mature on December 15, 2021, with the same interest provision. The Loan is secured with securities,
with a fair value of $2,772,018, and deeds of trust on land and buildings, with a net book value of $27,423,683, in
Fort Worth, Texas.

Scheduled principal payments and total loans outstanding at July 31, 2017, for the following five years ended July
31 and thereafter are as follows:

2018 e e $ 733,000
2019, e 757,708
2020, e 782,186
2021 et e 809,620
20220t st 17.125.488

Total scheduled PaymMENtSs...........cocuereereerirriinienieneeneeeee e 20,208,002

Liability on swap agreement...........coceereerueeienienieneeneeneenueneenaees 290,676
DDt ISSUE COSL.iiiuiriiiiiiiieieiiie ettt e et eett e e e et e e e e e e e eareeens (120,000)

Total amount OULStANAING............ecvrvrverirrereriiereeeierereeereeeesereseane, $_20.378.678
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13.

14.

15.

The Seminary entered into an interest rate swap as a hedge against exposure to variances in interest rates applied to
the loans. The differential interest required to be paid or that will be received under these agreements is accrued
consistent with the terms of the agreements and is recognized in the Statements of Activities and included in these
Notes Payable. The interest rate for the loans is established quarterly based upon 65% of the 90-Day LIBOR plus
1.56% (2.41% and 1.98% at July 31, 2017 and 2016, respectively). The notional principal amount of the swap
agreements are $10,000,000 and $6,000,000. The agreements effectively fix the Seminary’s interest rate exposure
at 3.25% and 3.34%, respectively, for a period of ten years ending December 2021.

Generally accepted accounting principles require derivative instruments, such as interest rate swap agreements, to
be recognized at fair value as either assets or liabilities in the Statements of Financial Position. Accordingly,
$290,676 and $699,175, which is representative of the value of the swap agreements at July 31, 2017 and 2016,
respectively, is included in Notes Payable on the Statement of Financial Position. Value has been measured based
on an estimate of the amount needed to settle the agreement as calculated by the counterparty to the swap
agreement. Such calculations were based on changes in market conditions and/or assumptions underlying the
valuation models.

The Seminary paid interest for the years ending July 31, 2017 and 2016, of $686,290 and $660,678, respectively.
CHARITABLE GIFT ANNUITIES

The Seminary, through the Foundation, enters into split interest agreements with donors whereby, in exchange for
the gift from the donor, the Seminary is obligated to provide an annuity to the donor or other designated
beneficiaries during their lifetimes. At July 31, 2017, two annuities are active. The assets and liabilities associated
with these annuities are accounted for as indicated in Note 2, Split-Interest Agreements.

LEASE COMMITMENTS

The Seminary has non-cancelable operating leases for various office equipment expiring in 2022. Lease expenses
were $218,229 and $260,272 for the years ended July 31, 2017 and 2016, respectively. The Seminary's future
minimum lease payments under the lease agreements are as follows for the five years ended July 31:

2018, e e et e $ 226,421

2009 e e 226,256

2020, ettt e e 224,441

2021 e e s 101,730

2022 e sttt 11.862

Total future minimum lease payments............coceeeeevueeceereeneennenne. $ 790,710
CONTINGENCY

The Tarrant County Appraisal District has assessed property taxes on certain Seminary properties. Management is
contesting these assessments vigorously through its legal counsel and believes it is more likely than not that it will
be able to achieve a favorable determination that these properties are, in fact, exempt from property taxes.
Accordingly, no liability is recorded for these tax assessments.
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16.

17.

ACCOUNTING FOR UNCERTAIN TAX POSITIONS

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3) of the
Internal Revenue Code as other than a private foundation, except on net income derived from unrelated business
activities. The Seminary is subject to unrelated business income tax on certain rental activities. The Seminary paid
no taxes for unrelated business income tax in 2017 and 2016 as expenses exceeded revenues. The Seminary
believes that it has appropriate support for any tax positions taken, and as such, does not have any uncertain tax
positions that are material to the financial statements. Tax returns for the years 2015, 2014, and 2013 are subject
to examination by tax authorities, and may change upon examination.

SUBSEQUENT EVENTS

The Seminary has evaluated subsequent events through October 3, 2017, the date the financial statements were
available to be issued.
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Independent Auditors' Report

To the Board of Trustees
The Southwestern Baptist Theological Seminary
Fort Worth, Texas

We have audited the accompanying consolidated financial statements of The Southwestern Baptist Theological
Seminary (a Texas nonprofit corporation) which comprise the consolidated statements of financial position as of July
31, 2018 and 2017, and the related consolidated statements of activities and cash flows for the years then ended, and
the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
mmplementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. 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 audits to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of The Southwestern Baptist Theological Seminary, as of July 31, 2018 and 2017, and the changes
in their net assets and their cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Irving, Texas
October 11,2018



THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Financial Position
For the Year Ended July 31,2018

2018
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Assets:
Cash and cash equivalents ... $ 1110447 3 - $ 1,110,447
Accounts receivables, met...............oooooooiiiiie 743,524 - - 743,524
Unconditional promises to give, net........................ - 2.404.348 - 2,404 348
Other assets. ... 402.422 - - 402,422
Notes Receivable.............. e 772367 - - 772367
Investments:
Endowment funds. ... 14,540,873 - 120,731,273 135,272,146
Split-interest funds.............ccoooiiiiiii i - - 14,865,329 14.865.329
Other investments................oocoiiie oo 586.634 - - 586.634
Total INveStmMentS ......coooveeeeeriieeeeeeeeee 15,127,507 - 135,596,602 150,724,109
Due from (to) other funds........................cooin. (13,180,952) 12.696.618 484334 -
Property, plant, and equipment, net........................ 132.852.322 - - 132.852.322
Total assets.......covoveeeveeeveoiieee e $137.827.637 15.100.966 $136.080.936 $289.009.539
Liabilities and net assets:
Liabilities:
Accounts payable.......coooovoeiieiii $ 1264724 $ - $ - $ 1,264,724
Accrued salaries and benefits........................... 658,028 - - 658,028
Deposits and agency funds....................cooooo 679,179 - - 679,179
Deferred inCOmMe.........oooveeeeeeie e 200,134 - - 200,134
Notespayable..........coooooiiieiieieceeiie 19,322,037 - - 19,322,037
Liability under annuity contracts...................... - - 10,152,830 10,152,830
Accrued postretirement benefit obligation......... 946,881 - - 946,881
Accrued postemployment benefit obligation...... 505.725 - - 505.725
Total liabilities...........ocooooioeree o 23.576.708 - 10.152 830 33.729.538
INEt @SSELS. ...oivieviieee e 114.250.929 15.100966  125.928.106  255.280.001
Total liabilities and net assets.............. $137.827.637 $ 15.100.966 $136.080.936 $289.009.539

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Financial Position
For the Year Ended July 31, 2017

2017
Temporarily =~ Permanently
Unrestricted Restricted Restricted Total
Assets:
Cash and cash equivalents .............c...ccooveeeveeeeeenen, $ 3,167093 $ 211,062 $ - $ 3,378,155
Accounts receivables, net...............iiiee. 743825 - - 743,825
Unconditional promises to give, net.. ..................._... - 4,646,834 - 4,646,834
Other assets......ccooovviioe oo 576,857 - - 576,857
Investments:
Endowment funds.................ooooo 14,297,168 - 114,949,793 129,246,961
Split-interest funds..........................coool - - 14,752,919 14,752,919
Other investments..................ccc..oooeeeie. 2.773.507 107.316 - 2.880.823
Total investments..........oooooeveeeeee e 17,070,675 107,316 129,702,712 146,880,703
Due from (to) other funds..........cocooooo oo (25,870,967) 25,044 439 826,528 -
Property, plant, and equipment, net............................ 130.235.729 - - 130.235.729
Total aSSetS........ooororrororoooooooeeee $125923212 $_30.009.651 $130.529.240 $286.462.103
Liabilities and net assets:
Liabilities:
Accounts payable..............occoooiiiiie $ 3529595 $§ - $ - $ 3,529,595
Accrued salaries and benefits............................ 759,754 - - 759,754
Deposits and agency funds............................... 640,440 - - 640,440
Deferred income... ..o 202,034 - - 202,034
Notes payable...........ooooioiioiee 20,378,678 - - 20,378,678
Liability under annuity contracts........................ - - 10,279,649 10,279,649
Accrued postretirement benefit obligation .......... 1,222,623 - - 1.222.623
Accrued postemployment benefit obligation....... 576.889 - - 576.889
Total liabilities...........cc.occooiiiiiee e, 27.310.013 - 10.279.649 37.589.662
INET ASSELS. ..o e 98.613.199 30.009651 120.249.591 248.872.441
Total liabilities and net assets............... $125.923212 $ 30.009.651 $130.529.240 $286.462.103

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

Page 3 of 21




THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2018

2018
Temporarily  Permanently
Changes in net assets: Unrestricted Restricted Restricted Total
Revenues and other additions:
Tuition and TeeS........oooveieee oo, $ 13431213 § - $ - $ 13,431,213
Scholarship and fellowships............................ (5,431,924) - - (5,431,924)
Gifts:
Cooperative program.............c....cococoeennn. 7,767,845 - - 7,767,845
Student aid.........ooooeoiieiie e - 2,498,256 - 2,498,256
Endowment........cc.oooooiiiiie - - 1,876,188 1,876,188
Other. ..o, 5,554,093 - - 5,554,093
Change in value of investments...................... 7,700,039 (2,099,752) 3,675,508 9,275,795
Change in value of split interest funds............... - - 126,819 126,819
Auxiliary enterprises..........oooooooeeeiieiie 6,136,005 - - 6,136,005
Other ... 605,155 - - 605,155
Net assets released from restriction................... 15.307.189 (15.307.189) - -
Total revenue..........coocooieeeiciiioeeeae 51.069.615 (14.908.685) 5.678.515 41.,839.445
Expenses and other deductions:
Instructional ..........c..cooevvveeviieei e 15,073,548 - - 15,073,548
Institutional SUPPOIt .......cooieeiiiiiiiee. 6,309,653 - - 6,309,653
Student SErvICeS ......oovoviveeeeeei e 1,635,968 - - 1,635,968
Plant operations...........ccoveeceeriiiieeiiinnnn. 5,629,755 - - 5,629,755
Auxiliary enterprises....c...ooeccvnreieceerinenns 7.053.330 - - 7.053.330
Total operating expenses................... 35.702.254 - : - 35,702,254
Excess (deficiency) of revenues over expenses........ 15,367,361 (14,908.,685) 5.678515 6,137,191
Gain on sale of property......cccooooooeveeienann. 270.369 - - 270.369
Change innet assets...........coooveeieeieeiere e 15,637,730  (14,908.,685) 5,678,515 6,407,560
Net assets, beginning of year..............c.................. 98,613,199 30.009.651 120.249.591  248.872.441
Net assets, end of year...........oooeoveiiiiniiiee $114.250.9290 $ 15.100.966 $125.928.106 $255.280.001

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2017

2017
Temporarily  Permanently
Changes in net assets: Unrestricted Restricted Restricted Total
Revenues and other additions:
Tuition and fees................ocooooi $ 13,157,517 % - b - $ 13,157,517
Scholarship and fellowships............................ (5,041,069) - - (5,041,069)
Gifts:
Cooperative program..........cccocoooeveeeeeeen 8,096,090 - - 8,096,090
Student @id.........cooooooeiee - 7,484,633 - 7,484,633
Endowment.........ccoocooooiiiiieiiiiie - - 5,615252 5,615,252
Other.........cvioiee e, 2,677,361 - - 2,677,361
Change in value of investments....................... 2,683,661 6,841.319 4 879,577 14,404,557
Change in value of split interest funds.............. - - (368,483) (368,483)
Auxiliary enterprises...........ocoeeveeereeieieereren 7,135,333 - - 7,135,333
Other. ..o 806,870 - - 806,870
Net assets released from restriction.................... 20.770.451 (20.770.451) - -
Totalrevenue............ccooovevveeriiien 50,286.214 (6.444.499) 10.126.346 53.968.061
Expenses and other deductions:
Instructional .........ccoooveeeiiieiieeeii e 17,541,852 - - 17,541,852
Institutional SUPPOTt ........ccocevveriiiiirienen, 9,983,309 - - 9,983,309
Student Services ............ccoveeiiiiiii 1,953,903 - - 1,953,903
Plant operations.............cccoccoeiieiiieil 9,644,698 - - 9,644 698
Auxiliary enterprises..........ccooeeeevvinieouennen. 8.051.535 - - _8.051.535
Total operating expenses................... 47.175.297 - - 47.175.297
Excess (deficiency) of revenues over expenses...... 3,110,917 (6,444 499) 10,126,346 6,792,764
Gain on sale of property............c.coeieennn. 2.252.946 - - 2.252.946
Change i net assets...........coocoovveeeeecereeieeeenneen, 5,363,863 (6,444.,499) 10,126,346 9,045,71_0
Net assets, beginning of year..................ccocooe. 93.249.336 36.454.150 110.123.245  239.826.731
Net assets, end of year...................occoooiiiiininn. $ 98.613.199 $ 30.009.651 $120.249.591 $248.872.441

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Cash Flows
For the Years Ended July 31, 2018 and 2017

2018 2017
CRan@e 1M Mt @SSETS... ...ttt et e e oo er oo e aeeane $§ 6407560 $§ 9045710
Adjustments to reconcile change in net assets to net cash provided by (utilized by)
operating activities:
Depreciation and amortization of debt 1SSU€ COST..........ovvvvviiiereeeeierie oot 4,355,778 3,700,900
Contributions restricted for endowment and acquisition of long-term assets... (1,995.720) (8,768,721)
Gain (loss) on sale of fixed aSSEeTS.....c..o.iri oo (270,369) (2,245.432)
NON-cash CONIIBDULIONS. .......eoiiiiii it e (335,006) (4,171,060)
Change in value of swap liability.......co..ocoooel (347.912) (408.499)
Net unrealized and realized gain (10ss) oninvestments.............cccoeceeveeirveiiveieeeeecieenes (7,567.355) (10,605,284)
TNVESTMENT ITICOIMIE. ... ...ttt eee e eee ettt et e e ee s st en e ee e e eee e e e cnren s s nne e (663.226) (807,411)
Change in value of split-interest funds. 94,019 554,624
L0SS ON TEHTEMENT OF BSSES. . ooooi ittt et e 127.521 1,238.476
Changes in operating assets and liabilities:
RECEIVADIES..... . ettt et e e es e e eas e 301 (90,200)
Unconditional PromiSes t0 SIVE...........ocueeuriereiereeieoeeeeeeeecee s ceeseae s eseeeeeeeseeeeeee 2242486 2934804
OERET @SSELS......ovee vttt eeiee ettt ee ettt s s e e s eee s en e em e et ean e meeaaenenn s 152,068 (134,472)
Accounts payable............ (367.372) 57,484
Other aCCTUEd EXPEISES. ..o ouoceieiiiiiieiie et eet e etee e eee e et ee s sesenneeene (62.987) 74,652
Deferred INCOMME. ..c..v oot e et ene e e (1,900) (23,813)
Accrued postretirement benefit obligation (275,742) (56,609)
Accrued postemployment benefit obligation............coovi i (71.164) (74.047)
Total AdJUSIMEIIES. .. eeeiiiiiie et eeie et cee e et eae st ot es s e e e emeanmeenn (5.186.580) (18.824.608)
Net cash provided by (utilized by) operating activities..........ccooeomrouemrerreineaccnees 1.220.980 (9.778.898)
Cash flows from investing activities:
Proceeds from sale and maturities of INVESTMENTS ..........coooiiiiiiee e eee e 11,447,990 27,923,859
Purchase of INVESHMENTS ... .. c.ooeeiieieieii ettt ettt s oneee e e eree e eetenen (6.946,647) (12,113,513)
Proceeds from sale of property and eqUipment................ccoveveeemerereececrece e (ST 350,000 3,068,925
Investment in construction in progress (2.913,554) (15,149.238)
Purchase of property, plant, and eqUIPMENt .................cooiiiiiiiiiiie e (6.689.468) (2.153.514)
Net cash (utilized) provided by investing activities..........ccccoorremrncnicicc v (4.751.679) 1.576.519
Cash flows from financing activities:
Principal payments on notes payable........ccoooieirre et . (732.729) (959,095)
Contributions restricted for endowments and acquisition of long-term assets 1.995.720 8.768.721
Net cash provided by financing activities . ........ccoccvevreerrrreciroeeiciceeceeenenenes 1.262.991 7.809.626
Net decrease in cash and cash eqmvalents .............. (2,267,708) (392,753)
Cash and cash equivalents, beginning of YEaT........ccooruvieeirriiceieieee e, s 3378155 3.770.908
Cash and cash equivalents, end Of YEAT. ............oooiovvociieeeceeieeeeeeeeeeeeeen s S__ 1110447 8§ 3.378.153

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

1. NATURE OF ORGANIZATION

The Southwestern Baptist Theological Seminary, (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The Seminary’s primary activities are to assist the churches of the
Southern Baptist Convention (“SBC”) by the biblical education of God-called men and women for their respective
ministries, which fulfill the Great Commission and glorify God. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the SBC and is an integrated auxiliary of that Convention. The Seminary is
economically dependent on the SBC and others for financial support.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of The Southwestern Baptist Theological Seminary Development
Foundation, Inc. (“Development”) and Southwestern Seminary Foundation (“Foundation™), Texas non-profit
corporations. Development was formed to aid the Seminary in realizing its religious educational responsibility by
acquiring and providing proper facilities and student housing to meet the needs of the Seminary. Foundation was
formed in 2005 and became active in 2008. Foundation is organized and operated for the benefit of and to further
the purposes of the Seminary and to hold and manage a portion of the Seminary’s endowment portfolio.
Development and Foundation are exempt from federal income tax under Section 501(c)(3) of the Internal Revenue
Code. In the event of dissolution of either Development or Foundation, all respective assets they have shall inure to
the Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Accounting

The consolidated financial statements of the Seminary have been prepared on the accrual basis of accounting.
Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenue and Support

Revenues and support for the Seminary are primarily derived from tuition, fees, and contributions from donors and
supporters of the Seminary. Contributions received are recorded as unrestricted, temporarily restricted. or
permanently restricted support depending on the existence and/or nature of donor restrictions.

Recognition of Donor Restrictions

The Seminary reports gifts of cash and other assets as temporarily restricted support if they are received with donor
stipulations limiting the use of the donated assets if the restrictions are not met in the period of receipt. A donor
restriction expires when a stipulated time restriction ends or a purpose restriction is accomplished. At that time
temporarily restricted net assets are reclassified to unrestricted net assets. If a stipulated time restriction ends or a
purpose restriction is accomplished during the year the donation is received, the donation is recognized as
unrestricted revenue.

The Seminary reports gifts‘ of cash and other assets as permanently restricted support if they are received with

donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes. ‘
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Revenue Recognition

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:

. as changes in permanently restricted net assets if the terms of the gift require that they be added to the
principal of a permanent endowment fund; T

. as changes in temporarily restricted net assets if the terms of the gift impose a time or purpose restriction
on the use of the income;

. as changes in unrestricted net assets in all other cases.

Donated Assets

Donated property is recorded at fair market value on the date of receipt in the appropriate investment, equipment,
or expense account. In the absence of donor restrictions, donated assets are reported as unrestricted revenue.

Donated Services

Occasionally, the Seminary receives support in the form of donated services. Those services are recognized as
unrestricted revenues if the services received (a) create or enhance nonfinancial assets or (b) require specialized
skills, are provided by individuals possessing those skills, and would typically need to be purchased if not provided
by contribution. Contributed services that do not meet these criteria are not recognized as revenue. No such
amounts were recorded in the financial statements for the years ended July 31, 2018 and 2017. :

Estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect certain reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. The most significant estimates included in these financial statements are depreciation, the valuation of
certain level 3 investments, the interest rate swap agreement, the accrued benefit obligations, and allocation of
certain expenses.

Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and cash
equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Programs

The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture, globally
minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships, and
dedicated to professional excellence and lifelong learning. The Seminary pursues its mission through the execution
of these major programs:

Instructional - providing a biblically-based education for undergraduate, graduate, and postgraduate
degrees in theology, evangelism and missions, church and family ministries, and
church music

Institutional support - providing support for general operations
Student services - providing campus life activities, placement and employment services to students
Plant operations - providing for maintenance and care of facilities, grounds, and equipment

Auxiliary enterprises - providing housing, dining, recreational and other services to students and staff

Cash and Cash Equivalents

For the purposes of financial reporting, the Seminary considers all short-term investments, with an original
maturity of three months or less, to be cash equivalents.

Accounts Receivable

The Seminary’s accounts receivable are due primarily from students. Credit is extended to students and collateral
1s not required. Accounts receivable are due at the beginning of each term. Amounts are reported net of an
allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are considered past due.
The Seminary determines its allowance by considering a number of factors, including the length of time student
receivables are past due and the Seminary’s previous loss history. The Seminary writes off accounts receivable
when they are deemed uncollectible, and payments subsequently received on such receivables -are credited to the
allowance for doubtful accounts. Typically, students whose accounts are not current. are not allowed to enroll in
future classes. Allowance for doubtful accounts for the years ended July 31, 2018 and 2017, was $456,620 and
$600,676, respectively.

Investments

Investments in debt, equity securities and mineral rights are stated at fair value. A The net realized and unrealized
gains and losses on investments are reflected in the Statement of Activities. Investments received by gift or
bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions

from the trusts are recorded as endowment income and the carrying value of the investments is the current market
value of underlying assets.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Fair Value Measurements

The Seminary follows FASB Accounting Standards Codification Topic 820, Fair Value Measurement. Topic 820
defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. Topic 820 establishes a
fair value hierarcy that prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels.

The Seminary adopted the provisions of Accounting Standards Update (ASU) No. 2015-07, Disclosures for
Investments in Certain Entities That Calculate Net Asset Value per Share (or its equivalent). ASU No. 2015-07
amends ASC Topic 820, Fair Value Measurement, to remove the requirements to categorize within the fair value
hierarchy all investments for which fair value is measured using the net asset value (NAV) per share practical
expedient. The information provided in Note 11 in these financial statements has been updated to comply with the
provisions of this ASU.

Split-Interest Agreements

The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable remainder trusts and
charitable gift annuities. At the dates these trusts are established, assets and contribution revenues are recognized
at the present value of the estimated future benefits to be.received when the trust assets are distributed. The
receivables are adjusted during the term of the trusts for changes in the value of assets, accretions of the discount
and other changes in the estimates of future benefits which are reflected in the Statement of Activities as a change
in value of split-interest agreements. Liabilities under split-interest agreements are calculated based upon current
actuarial assumptions used by trustees of the agreements.

Advertising Costs

The Seminary uses advertising to promote its major programs to the general public. The costs of advertising are
expensed as incurred. Advertising expense was $346,835 and $483,601 for the years ended July 31, 2018 and
2017, respectively.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at acquisition cost. Donated assets are recorded at fair market value at
the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500. Betterments and renewals are
capitalized. Maintenance and repairs are charged to operations when incurred. Deprec1at10n 1s computed using the
straight-line method over the following estimated useful lives:

BUIAINES. . oo e 30 - 40 years

EQUIPIENL. ...t U 5-10 years
Improvements other than buildings...............cococooiiiiiiiiier e 30 years

Impairment of Long-lived Assets

Management evaluates its long-lived assets for financial impairment whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. An impairment loss is recognized when the
estimated undiscounted future cash flows from the assets are less than the carrying value of the assets. Assets to be
disposed of are reported at the lower of their carrying amount or fair value, less cost to sell. Management is of the
opinion that the carrying amount of its long-lived assets does not exceed their estimated recoverable amount.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

4.

Unconditional Promises to Give

The Seminary records unconditional promises to give when a promise to give is communicated in writing with
specific amounts and due dates for those donors with an established history of giving. Unconditional promises are
evaluated annually as to collectability and reserves for doubtful promises are provided for estimated uncollectible
accounts. Unconditional promises are written off when determined to be uncollectible.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on a functional basis in the
Statement of Activities. Accordingly, certain expenses have been allocated among the programs and supporting
services benefited.

Compensated Absences

Employees of the Seminary are entitled to paid vacation leave depending upon their length- of service and other
factors. Compensated absences for vacation leave have not been accrued since they cannot be reasonably
estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Asreement

The Seminary uses a derivative to manage risks related to interest rate movements. The Seminary’s interest-rate
swap contracts are reported at fair value. The change in the swap contract's fair value is reported as a gain or loss in
the Statement of Activities. The Seminary’s risk management strategy is to stabilize cash flow requirements by
maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.

UNCONDITIONAL PROMISES TO GIVE

Scheduled maturities of unconditional promises to give at July 31 are as follows:

- 2018 2017

LesS than ONE YEaT........oco oo % 1168229 $ 2,049,000
OnE tO fIVE YEATS. ..o e - 1.362.000 3.344.189
Total unconditional Promises t0 Ve .......oo. oo iioviie oo 2.530,229 5,393,189
Unamortized discount at 3.10% and 2.90%, respectively..................... - (125.881)° (286.355)
Unconditional promises t0 GIVe. .........ooooooieiiioi e 2,404,348 5,106,834
Allowance for doubtful accounts.... ... L - ( 460.000)

Net unconditional promises to QIVe........cc.oovieeirivceeeieieeeee .8 2404348 $_4.646.834

FUNDRAISING ACTIVITIES

Fundraising expense for the years ended July 31, 2018 and 2017, was $1,060,190 and $1,194.269, respectively,
These expenses are included in institutional support in the accompanying Statement of Activities.
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COOPERATIVE PROGRAM

EJI

One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating in the
Cooperative Program contribute to the SBC, which passes funds (according to an allocation formula) to the
Seminary and other entities. The Seminary received $7,767,845 and $8,096,090 from the SBC for the years ended
July 31, 2018 and 2017, respectively.

Distributions by state, as provided by the Executive Committee of the SBC for years ended July 31 are as follows:

2018 2017
ALADAMA. ..o $ 721,647 $ 713,996
AJASKA. oo 8,934 9.101
ATIZOMNA. .o et e 52,363 37,948
ATKANSAS . oo . 368,755 366,691
CallfOrMIA. ..o et 88,401 91,206
COLOTAAOD ..o 23,543 23,492
DAKOLA ...t 6,035 3,453
District of COMMDIA. ..o 561 542
FlOTIAa e e e e - 586,426 741,458
GROTGIA. ..o e e, <. 664,320 691,901
HawWaill PaCIfIC. ... oo e 12,558 19,797
TIHIMOLS .ot e 92,793 96,615
TOGTAIA oo e e 39,099 29,704
JOW @ e e e e e 13,832 12,109
Kansas-NEDIasSKa. ........oooiiee oo e 30,945 28,636
K OIICKY . oo 408,534 418,025
LLOUISTAILA ..o e 275,808 297,466
Maryland-DelaWare. ............oooviiiiioee e 62,497 63,587
IMIACHIGANL ..o 12,326 12,759
MINNESOLA=WISCOIISIIL ..o e e 8,078 4572
IMSSISSIPP. .. ..ot e - 464,046 486,863
IMISSOUTL. ...t oottt et e ee e ens 241,515 251,952
IVIOMIEATIA. - oo 3 7,038 6,019
NEVAQA ..o 23,276 22,975
NeW ENgland ... ..o et e 6,622 6,973
NEW MEKICO ..o e e 33.613 27.192
N EW Y 01K e e 9,650 9,605
INOIH CATOLDA. ..o ce oo 466,406 475,738
NOTTRWESE ..o e e 30,217 31,366
OML0. e e e 81,802 82,982
OKIANOMA ... 390,333 413,433
Pennsylvania-South JEISEY........oooor oo . 1L178 8,790
Puerto Rico/U.S. Virgin IS1ands. ......cooooioiiiieiiiie it 141 176
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2018 2017

SOUth CATOIINA. ..., 440,426 457,150
TEIMESSEE ...t 616,395 621,853
Texas-BGCUT ... e 396,718 433229
TexaS-SBTC ... e 603,739 635,595
Utah-Tdaho. ..o 7,785 7,107
VIrginia-BGAV ... 32,735 35,665
VITgInia-SBCOV oo 173,715 180,118
WESt VITZINIA oot e 19,340 19,712
WY OITUILE oo e 4.382 4.626

7,538,527 7,882,177
Churches and Individuals............oooiiiii i 229318 213913
Total Cooperative Program AJOCAHON. ......o.vvivieiiiiiiii et $_7767845 $_ 8.096.090

6. INVESTMENTS

The Seminary carries marketable securities at fair market value and realized and unrealized gains and losses are
recorded in the Statement of Activities. Investments consist of the following as of July 31:

Money market funds ..o $ 3206208 $ 6,428440
Dbt SECUTTHES .. ... g 5,232,320 5,908,720
EqQUItY SECUTTIES ... ..ooooi e ' 40,238.749 38,455,633
Government SECUTILIES . ......o.evi. vt ' 1,561.642 1,424,194
Global listed Infrastucture..............coooiiioiiee oo 3,574,513 3,367,006
PrIVALE @QUITY ...oooiiorieieie ettt 1.562.868 2,113,753
Closed-end TUNAS.......oooviiiieoi e 2,416,589 2,534,840
Other Foundations and 3rd party trusts................ccocovcvorveeovooeeeeeee. ' 78.830,725 74,974,362
Other INVESINENTS ...t 729 882 124.997
137,353,496 135,331,945

Investments measured at net asset value.................cc.oooiiiiieieen 13370613 11.548 758
Investments, net of restricted cash.................ocoi i $_150.724.109 $146.880.703

The “Investments measured at net asset value” and “Private equity” categories include interest in certain limited
partnerships and limited liability corporations and is carried at fair value as provided by the investment managers.
The amounts realized upon disposition of these investments may differ from the value reflected in the financial
statements and the differences could be material. Certain partnership agreements are restricted as to resale and
may require advance notice for redemption or withdrawal. ‘

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment activities
of the underlying instruments of the partnerships, including market, credit, and currency risk. The Seminary’s risk
of loss as of July 31, 2018 and 2017, in any of its investment partnerships is limited to the value of the investment
at July 31,2018 and 2017.
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10.

The Seminary provides postemployment benefits to retired employees. The following table sets forth the future

obligations at July 31:

Accumulated benefit COSES............oo it
Employer contributions (benefit paid)..................coooooioiiiiieie e
Net periodic benefit COSt.............oooo e
Discount rate assumed...........o..ooooooiiiioee e

NET ASSETS
Temporarily restricted net assets consists of the following:

CapItal PTOJECES. ..o ovceeeriies ettt
SChOlarSHIPS..... e e oot

Permanently restricted net assets consists of the following:

Annuity and life income funds................c.o
Endowment funds..........oocoooiiie e

Net assets released during the years ended July 31 are for the following
purposes:

Capital PIOTECES. ... coeiiieee e

SCHOLATSHIPS. .. ..o
ORI

ENDOWMENT INVESTMENTS

2018 2017

$_ 505725 $__ 576.889
(50.798) (50.263)
20366 (23.784)
4.04% 3.47%

$ 162827 $ 14,087,034
9,621,783 9,895,939
5316356 6.026.678
$ 15.100.966 $_30.009.651

$ 4712498

$ 4473270

120,731,273 114,949,792
484335 826.529
$125.928.106

e A A T

$ 9,518.820
5442376
345.993

ota A LI

$120.249.591

$ 14.514,152
5,007,070
1.249.229

$_15.307.189

$_20.770.451

Return Objectives _and Rigk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include those assets
of donor-restricted funds that the organization must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while
assuming moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide an
average rate of return of approximately 8% armnually. Actual returns in any given year may vary from this amount. -
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Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent
risk constraints.

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the Seminary’s
objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return. The Board of Trustees has the right to
recommend against expenditure of earnings or gains in any given year due to factors such as financial market
conditions or poor investment performance.

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
agencies throughout the United States. These agencies do not report donor restrictions on the amount to retain as a
fund of perpetual duration. Consequently, the Seminary records changes in the market value of investments held in
trust for the benefit of the Seminary as though the donor specifies the undistributed funds be considered included in
the fund for perpetual duration.

Underwater Funds - From time to time, the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and
the Texas Uniform Prudent Management of Institutional Funds Act (TUPMIFA), deficiencies of this nature are
reported in unrestricted net assets.

Restrictions - Endowment investments are either permanently restricted or unrestricted. Deonor contributions,
earnings that are permanently reinvested at donor direction, and earnings from funds held in trust by others are
treated as permanently restricted. Other market value changes, whether realized or unrealized gains-and losses or
income (net of expenses) of donor-restricted endowments and all board-designated endowments are placed in the
unrestricted category.

Endowments as of July 31, 2018, are composed of the following: .
Permanently

Unrestricted Restricted Total
Donor-restricted endowment funds and market value . '
changes of donor-restricted endowment funds.............. $ 14155234 $ 120,731,273 § 134,886,507
Board-designated ... 385.639 - 385.639
TOtal . e $ 14540873 $120.731.273 $.135.272.146

The change in endowments for the year ended July 31, 2018, is as follows:
Permanently

Unrestricted Restricted Total ,
Beginning of the period ... $ 14,297,168 $ 114949793 § 129,246,961
Investment Gain...........oocoeeieeieeieee e 243,705 3,958,086 4.201,791
COntrIbULIONS . ......vooee e - 1.823.394 1.823.394
End of period.........cooooviiiiiceeeee e $ 14540873 $.120.731.273 -$ 135.272.146
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Endowments as of July 31, 2017, are composed of the following:

Permanently
Unrestricted Restricted Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds............. $ 12,590,976 $ 114,949793 $ 127,540,769
Board-designated ..o, 1.706.192 - 1.706.192
TOtal. oo §___14297.168 $ 114.949793 $ 129246961
The change in endowments for the year ended July 31, 2017, is as follows:
) Peﬁnaﬁently
Unrestricted Restricted Total
Beginning of the period ............c.ocoo.ooiie $ 11,356,396 .$ 105,521,474  $ 116,877,870
[nvestment Gain. ..o 2,940,772 3,903,067 _ 6,843,839
CONBULIONS ... - 5.525.252 5.525.252
End of period........c..ooooiiiii e $  14.297.168 $114.949793 $129.246.961

11. FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit
price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Seminary uses various valuation approaches. A fair value hierarchy for inputs is used
in measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable inputs
by requiring that the most observable inputs are to be used when available. :

The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Foundation has the ability to access.

Level 2 — Valuations based on inputs, other than quoted prices included in Level 1, which are observable either
directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by reference to
quoted market prices and other relevant information generated by market transactions.

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of the

investments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are
available according to the type of investment strategy in use.

Page 17 of 21



THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Multi-strategy and long/short hedge funds typically utilize the NAV provided by the underlying investee. The
Valuation Committee established by each fund manager also takes into account information provided within
audited and unaudited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other alternative valuation techniques may be utilized by the
fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not publicly
traded. The fair value of these securities is not readily determinable. These investments are valued on at least a
quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting principles
generally accepted in the United States (US GAAP). The Board of Directors or Valuation Committee determines
the fair value in good faith based on the input of their Investment Advisor and the respective third-party valuation
firms.

Private equity funds fair values are supported by information received from the investee funds such as monthly net
asset values, investor reports, and audited financial statements, when available. The fund Valuation Committee
may consider other factors, including subscription and redemption rights, expected discounted cash flows,
transactions in the secondary market, bids received from potential buyers, and overall market conditions in its
determination of fair value.

Investments by category level at July 31, 2018, are as follows:

Fair Value (Level 1) {(Level 2) (Level 3)
Endowment Funds.......ccovvoeeeeeeeieee. $121.901,534 $120,338.666 $ - $ 1.562.868
ANnuities, Net......ooooooovioioieeeeeeeeee e 47712498 4712498 - -
Other Investments .......ocoooooeoe e 586.634 586.634 - -
Total investments subject to fair value
hierachy..........cooooiii e 127,200,666 $125.637.798 § . - $ 1.562.868
Investments measured at net asset value...... 13.370613
Totaliee e $140.571.279

Investments by category level at July 31, 2017, are as follows:

Fair Value (Level 1) - (Level 2) (Level 3)
Endowment Funds................ccooieiiiin, $117,698,203 $115,584,450 § - - $ 2.113,753
Annuities, net....................ooi 4.473.270 4473270 : - ‘ -
Other Investments.............cccoooiiiieiiii. 2.880.823 2.880.823 - -
Total investments subject to fair value : :
hierachy.......ooooiiiiiee e 125,052,296 $122.938.543 § - $ 2.113.753
Investments measured at net asset value....... 11.548.758 :
TOtAL e $136.601.054
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12.

The changes in investment in partnerships, which are measured at fair value on a recurring basis using significant
unobservable inputs, are as follows:

Balance at July 31, 2016 ... $ 2,156,989
REdEMPLIONS. .. oottt (435,947)
SUDSCTIDLIONS. ... cv e 233,105
Change in estimated fair value..................cooi oo 159.606
Balance at July 31, 2017 ..o 2,113,753
REAEMPLIONS. ...t (915,938)
SUDSCIIPLIONS. -t 101,648
Change in estimated fair value. ... 263.405
Balance at July 31, 2018 ..o $_1.562.868
NOTES PAYABLE

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan™) with a bank, for the purpose of
paying for construction of 252 new student housing units. The Loan is structufed with $16,000,000 of tax-exempt
bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the loan is amortized over 20 years,
with the final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day LIBOR rate
plus 156 basis points. The 90-day LIBOR rate is 1.31% and 0.65% at July 31, 2018 and 2017, respectively. From
December 2011 to December 2013, quarterly payments were for interest only, with both principal reduction and
interest payments beginning in January 2014. The taxable portion of the loan was due December 30, 2016, with
interest calculated as 90-day LIBOR rate plus 200 basis points. This portion of the Loan was renewed and
extended to mature on December 15, 2021, with the same interest provision. The Loan is secured with securities,
with a fair value of $501,429, and deeds of trust on land and buildings, with a net book value of $26,634,547 in
Fort Worth, Texas.

Scheduled principal payments and total loans outstanding at July 31, 2018, for the following three years ended
July 31 and thereafter are as follows:

2000, e 8 757,708
2020, e SOUUT 782,186
20 L 809,620
Thereafter. ... e e 170125759
Total scheduled payments...........oooviiiiiiii e 19,475,273
Liability on SWap agreement. ... ...cooveemioiiiiee e (57,236)
DEDE 1SSUE COSE. .. oo {96.000)
Total amount outstanding.............c.ocooovioiiieeeee e $_19.322.037
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13.

14.

The Seminary entered into an interest rate swap as a hedge against exposure to variances in interest rates applied to
the loans. The differential interest required to be paid or that will be received under these agreements is accrued
consistent with the terms of the agreements and is recognized in the Statements of Activities and included in these
Notes Payable. The interest rate for the bonds is established quarterly based upon 65% of the 90-Day LIBOR plus
1.56% (2.35% and 2.41% at July 31, 2018 and 2017, respectively). The notional principal amount of the swap
agreements are $10,000,000 and $6,000,000. The agreements effectively fix the Seminary’s interest rate exposure
at 3.25% for a period of ten years ending December 2021.

Generally accepted accounting principles require derivative instruments, such as interest rate swap agreements, to
be recognized at fair value as either assets or liabilities in the Statements of Financial Position. Accordingly,
$(57.236) and $290,676, which is representative of the value of the swap agreements at July 31, 2018 and 2017,
respectively, is included in Notes Payable on the Statement of Financial Position. Value has been measured based
on an estimate of the amount needed to settle the agreement as calculated by the counterparty to the swap
agreement. Such calculations were based on changes in market conditions and/or assumptions underlying the
valuation models.

The Seminary paid interest for the years ending July 31, 2018 and 2017, of $718,412 and $686,290, respectively.
LEASE COMMITMENTS
The Seminary has non-cancelable operating leases for various office equipment expiring in 2023. Lease expenses

were $255,910 and $218,229 for the years ended July 31, 2018 and 2017, respectively. The Seminary's future
minimum lease payments under the lease agreements are as follows for the five years ended July 31:

200 e e $ 235300
2020, et e e 235,300
202 e 224.409
2022, e U SOUUUSUOUURS . - 213242
07 TSSOSO OO S TS U SO SO U U UV UUU UV SIOUPPOO: : 133.374

Total future minimum lease payments...........cccooeoeviivveroereieiinns $ 1.041.625

ACCOUNTING FOR UNCERTAIN TAX POSITIONS

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3) of the
Internal Revenue Code as other than a private foundation. except on net income derived from unrelated business
activities. The Seminary is subject to unrelated business income tax on certain rental activities. The Seminary paid
no taxes for unrelated business income tax in 2018 and 2017 as expenses exceeded revenues. The Seminary
believes that it has appropriate support for any tax positions taken, and as such, does not have any uncertain tax
positions that are material to the financial statements. Tax returns for the years 2013 and 2014, are subject to
examination by tax authorities, and may change upon examination.
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15. NONCASH INVESTING ACTIVITY
During 2018, the Qrganization sold land with a carrying value of $770,000 for $1,100,000. The Organization
received $350,000 in cash and issued a note receivable for $750,000 with interest of 4.5% per annum. The note is

receivable in semi-annual payments through maturity in June 2020.

16. SUBSEQUENT EVENTS

The Seminary has evaluated subsequent events through October 11, 2018, the date the financial statements were
available to be issued.
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Independent Auditors' Report

To the Board of Trustees
The Southwestern Baptist Theological Seminary
Fort Worth, Texas

We have audited the accompanying consolidated financial statements of The Southwestern Baptist Theological
Seminary (a Texas nonprofit corporation) which comprise the consolidated statements of financial position as of
July 31, 2019 and 2018, and the related consolidated statements of activities and cash flows for the years then
ended, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. 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 audits to obtain reasonable assurance about whether the
consolidated financial siatements are free from material misstatement.

An audit invoives performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of The Southwestern Baptist Theological Seminary, as of July 31, 2019 and 2018, and the

changes in their net assets and their cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

s < iAo, T,
Irving, Texas

October 17, 2019
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For the Year Ended July 31, 2019
2019
Without
Donor With Doner
Restrictions Restrictions Tolal
Assets:
Cash and cash equivalents ..ot e $ 1247339 $ - $ 1,247339
Accounts receivables, et .. ... oo e e e, 890.625 - 890,625
Unconditional promises to give, nel....... . ... e, - 1,319,799 1,319,799
OMReT @SSELS . .ooeiiiiieie oo s e e e e 367,165 - 367,163
Notesrecelvable. ... ... e 396.560 396,560
Investments:
Endowment funds..................oooii e T 13310452 121,373,822 134,684,276
Split-interest fands.......c.oovveevie oo ’ - 15,093,338 15,093,338
Other InVeSIMENtS. .....c..ooovi et 91.854 - 91.834
Total INVEStMENTS. ... e 13,402.308  136467.16¢) 143859448
Due from (to) other funds.....................oi (14,504,849) 14,504,849 -
Property, plant, and equipment, net..........cccooevieiiier e 125.966.664 - 125,966,664
Total @SSETS. ..o e $127.765810 $152.291.808 $2£0.057.518
Liabilities and net assets:
Liabilities:
Accounts payable........ .. e e e $ 1329574 § - 1,239,574
Accrued salaries and benefits. ... e €30.017 - £30.017
Deposits and agency finds.... i e e 935,13¢ - 33136
Deferred MCOME....ooiooi oo e e, 281.081 - 251,081
Notes payable. ..o i it e e 182841 - C1852&,414
Liability under annuity contiacts.......oocevvver ereereenineceiees e - 10.210.870 10,210, 37
Accrued postretirement benefit obligation ... ...coocoeveiie o 1,252,610 - 1,232,610
Accrued postemployment benefit obligation..........c.ocooooe 485,225 - 485.225
Total Babilities... ..oooooiieiee e e 23.452.057 10.210.870 33.662.927
INEE ASSEUS. ..ot e e et 104.313.753 142 ;;gfgg}E 246.394.691
Total liabilities and net aSSES....ovvieieieerre e e $:127.763810 $152291.808 $280.057.6IR8

The accompanying notes are an ntegra] part of these financial statemernts.

Page 2 of 24




THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Consolidated Statements of Financial Position
For the Year Ended July 31, 2018

2018
Without
Donor With Donor
Restrictions Restrictions Total
Assets:
Cash and cash equivalents ... $ 1,110,447 $ - $ 1,110,447
Accounts receivables, NEt.. ..o 743,524 - 743.524
Unconditional promises t0 give, Det...........cooeeviieiiioeieeceeenee - 2,404,348 2,404,348
OHhET @SSELS .. ..eeeeeeetiitrieie ettt et eae e er e 402,422 - 402,422
Notes 1eceivable........ooooiiiiiieei s s e 772,367 - 772,367
Investments:
Endowment funds.............ocoooooiieie e e 14,540,873 120,731.273 133 272,146
Split-interest funds.........c.ococoveieieeec e - 14,865,329 14.865,329
Other INVESIMENES. ....o.viiveive et oo eee e 586.634 - 586,534
Total INVeStMENTS. .......cc.oovv e e e 15,127,507 135,596,602  150.724,10G
Due from (to) other funds..............ccooooiviiieie s e .. (13,180,952) 13,180,952 -
Property, plant, and equipment, net. ..o 132.852.322 - 132,332,322
Total @SSELS.....ooeveiiee e $137.827.637 $151.181.902 $28%.009.539

Liabilities and net assets:

Liabilities:
Accounts payable. ..o $ 1264724 $ - $ 1,264,724
Accrued salaries and benefits..........cooeeviiiiiiii e 658,028 - 658,028
Deposits and agency funds...........ocooeeniioii e, 679,179 - 679,179
Deferred INCOIIIE. .. e eeee et 200,134 - 200,134
NOtES PAVADIE. .......ooieeiieiiii e e 19,322,037 - 19,322,037
Liability under annuity contracts..... ......ooeovvennn.. e - 10,152,830 10,152,830
Accrued postretirement benefit obligaton...........ccoceeeei s 946 881 - 946,881
Accrued postemployment benefit obligation...............co.... . 305,725 - 505.725
Total Habilities. oo e e 23.576.708 1$.152.830 33722538
N BESELS. oottt e e e e 114.250.929  141.029.072  255.280.001
Total Liabilities and net assets..... ..............cccovveeeieieenan, $137.827.637 $151.181.902 $289.009.539

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2019

2019

Without
Donor With Donor
Changes In net assets: Restrictions _ Restrictions Total

Revenues and other additions:

Taation and e85 e e .. $13051740 §% -
Schoterstup and felfowships... s i s e (5,313.386) -
Gifis:
Cooperative Program.....oo. oo e+ e e 731,157 -
Studertaid. . e - 2,646,810
Sndowment. . e e s 4R Q00 1,613,598
Other... .o e e e e, N 987,620 019,282
INVESHMENT TEIUIT. oo e oo e e v 3,185,970 1,.395435

Change in value of split interest fands.............c.cocooeeiiiiin, - (38,037 (58.,037)
AUXIIATY @OLETPIISES. ..ovoeriieiees oot 5,668.690 - 3.668,690
Other................ e e e e e e, 778,670 - 778,670
Net assets released from reStrCtOn «ooooo oo, 5.458.592 5.4 2

Total TeVenUe... ... ot ot e e 31455053

Expenaes and other deducitons:

Academic aad studenl programs........... ... et e e s 17574381 : 17,504,438
Admmistrative SUPPOTT....ocoivvvvvieri ceireiie o« eee ees s 974,448 - 9,074,448
Auxiliaries 8,126,186 - 8,186,184
Facihities operation and maintenance 3.327.475 - 3322473
Total oporating expenses.......... .. e e e e 38.097.590 - G897 30U
Change et assets from operating activities ... L. (6,002,537) 1,051,866 (5,3530.671)
Lossor sale of property... s e e e (33346300 - (1.324.6200
Change i TeT 888 L it i e e e e e, (9037 175) 1.051.866 (8,283,210
Net assets. beginning of vear.......ccel . .. e e 114.250.929 131.029072 2352309091

Net assets. end of Vear. .....cocoooooiiiiiin i s s e $104.313.753 $142.080.938 3246394691

"I ne aceoTnpanying notes are au nfegrai part of these financial stateracnds.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2018

2018
Without
Donor With Donor
Changes in net assets; Restrictions Restrictions Total
Revenues and other additions:
TUItON ANA TEES...e oot $ 13431214 $ - $ 13.431,214
Scholarship and felloWSHIPS........o..cooerieiiiiiiieie e (5.,431,924) - (5,431,924)
Gifts:
Cooperative Program................cocooveneecveenen . e 7,767,845 - 7,767,845
Student @1d......ocooveooveeeee e - 2,498,256 2,498.256
Endowment.......coooooiiiiie e e - 1,876,188 1.876,188
ORI e 5,554,095 - 5,354,093
Investment return 7,700,039 1,575,739 8.275,795
Change in value of split interest funds. ...l - 126,819 126,819
AUXIIATY @OteTPrISEs. . .ooooviiiiiis oottt 6,136,005 - 5,136,005
N .o 605,155 - 603,155
Net assets released from restriction................cooooeeoceeeceee e 15.307.189 (15.307.189) -
Total revenue..........o.oc.coen ol e 51.069.616 (9.230.1700 41.839.446
Expenses and other deductions:
Academic and student PrOgrarms...........ocoeceeeiorevierieeiecieeeeeenns 16.709.517 - 16,709,517
Administrative SUPPOTt.......cooooee et 6.309.653 - 6.309.653
ANXIHATIES .. ... 7,053,330 - 7,053,330
Facilities operation and maintenance......................cccceeeeenriennans, 5,629.755 - 5.629.755
Total operating eXpenses............oeovrueraoreecierercrenrennns 35.702.255 - 35.702.255
Change 1n net assets from operating activities........... ....cococoerverereneen. 15,367,361 (9.230,170) 5.137,191
Gain on 5ale of PrOPEILY......cococriiiiinis + crrrececnis oo 270.369 - 270,367
Change 1n net assets............. et e ettt 15,637,730 (9.230,170) €.407,560
Net assets, beginning of VEar............ocooivviviiiiiivineee e 08.613.198  150.239.242 243877 441
Net assets, end Of VEaT.......cooiiirieocic e+ e e e $114.250.929 $141.029.072 $235.280.001

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Cash Flows
For the Years Ended July 31, 2019 aud 2073

Change 1n cash and cash equivalents: 2019 2018
Change 1N NET ASSETS.....cooeieieriis ceieriiteeciiices ceete e e e e ete e eeeeneeteesete e e et et et eeeenea seee e $__(8885310) $_ 6.467.560

Adjustments to reconcile change in net assets to net cash (utilized by) provided by
operating activities:

Depreciation and amortization of debliSSue COSL.......covmviiirieiieiieiceeeeee e 4.186.331 4.555,778
Contributions restricted for endowment and acquisition of long-term assets . 2.107.975) (1.995.720)
(Gain) loss on sale of AXed ASSEtS....oooiiii it e e enee 3,334,639 (270.369)
Non-cash contributions........covverveceven e e ettt e ettt (518.733) (335.,006)
Change in value of swap liability......cocooivennenn 190.086 (347.912)
Net unrealized aad realized gain {10ss) on investments.. 388,562 (7.567.353)
INVESLMNENT IMOOME. .ovuvcrerreverens e reers cerecaers aeerarnns o . (1,189,584 (663.226)
Change in value of split-interest fUndS..........ocooooiiiiiieee e ees 196.195 94,019
0SS On TEHTEIMIENT OF BSSEES. ... oottt et e e eee e e oo e aee e e sasseenanee - 127.521
Changes in operating assets and liabilities:
RECEIVADIES. ...ttt e et eaeras st aer e e e eee e eaeeaeaneen 2enees (147,101) 301
Unconditional PromiSes 10 GIVe ......o.oi i ettt e et eas b ere e, 1.084.549 2242 486
Other aSSetS....ouveeverieeeeeeeeeeeeeeean . 35,266 152,068
Accounts pavable......... (98,230) {567.372)
Other accrued expenses. . . 227.940 (62.987)
DfeITeq INCOME... ... et ee it oo e eeae e eae eeavaean oersanrreseaeeeeneeenaas 80,948 {1,500)
Accrued postretiremenit benefit oblgation.........cooooo i e, 305.729 (275.’7%2)
Accrued postemployitent benefit obJigation..........oooiveiiins e, (20.500) (1,164
Total adjustments.... . .o s ettt et oten e eteereenaie e oo s e 5.948.302 (5.18€.58C)
Net cash (atitized by) provided by operaing actVIHeS......ocoiv it viiiviieietiees e (2.937.008) 1.220.980
Cash fiows from investing setivines:
Proceeds from sale mnd merimitizs OF TVESTOISIIS. oo iieviieee e eeeee et e e s eveecaseseeneen, 76,415,136 11.447 800
Paywents cf notes receivable. ... . 375.807 -
Puichase of investoisots .. ..o . . (74.378.877) (6,946,647
Proceeds from sale of property and eqUipment. ..ot i e, 1.588.472 330,000
Investment in construction 11 PLOGLESS ... v e« o0 o e e e veraane e e (735932) (2.913,55%)
Purchase of property. olant. and equipment . .. .. ... e ast et et st tan s enae e enanaees (1.290.972) (6.639.168>
Net cash provided by (uuilized by) mvesting activities....o..oooovveeoevieir e 1.973.634 (4.751.67N
Cash flows from financing activities:
Principal payments on 1otes pavable. ...t it s (1.007.709) (732,729
Contributions restricted for endcwments and acquisition of jong-term 2ssets.....coevnean 2.107.975 1.995.720
Net cash provided by FraucIng aCVITION voeveei e eoves coe i eeiiis e - o 1.100.266 1.262.991
Net increase (decrease) in cash aud cash eQIIvalens . o i i o o e 136.392 {2.267,708)
Cash and cash equivalents, begroning of yesr ... . i s o s e 1.110447 3378135
Cash and cash equivalents. end of year..........ccooes e et e e e e $_124733¢ % 0447

The accompanying totes are an integral part of these {inancial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidaied Financial Statonients

NATUORE OF ORGANIZATION

The Southvestern Baptist Theological Seminary, (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The primary purpose of the Seminary is to provide theologicat
education for individuals engaging in Christian ministry. The Seminary’s primary location is in Fort Worth, Texas

The Seminary is supported by the SBC and is an entity of that Convention. The Seminary is econoiniecalls
dependent on the SBC and others for financial support.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of The Southwestern Baptist Theolegical Seminary Development
Foundation Inc. (“Development™) and Southwestern Semindry Foundat'on (‘To‘uu;';{:lm“}.. Texns nen-profi
cand Tespoasibility by
Aoundation was
ite further

P H
PrarLr

acquiring and providing proper facilities and student housing to me~.t the needs -
formed in 2005 and became active in 2008. Foundation is organized and operated ¢
the purposes of the Seminary and to hold and manage a portion of the : .
Development and Foundation are exempt from federal income *ax under Section 5303(cy 55 o he i 1 Revercas
Code. In the event of dissolution of either Development or Foundation, all IP*‘p&’b'l‘f&. s oy 4 il inure (o
the Seminary. All significant intercompany accounts and transactioas have been elimisated.

Basis of Presentation

These financial statements of the Seminary have been prepared and are presented n conformiiy with 2cuintng
principles generally accepted in the United States of America (GAAP). The Serinary is icquired ic iepart
irformation regarding its financial position and activities according tc the foiloning net asset classt ifications:

Net assets without donor restrictions: Net assets that are nor subject 1o denor drposed restrictions and may
be expended for any purpose in performing the primary objectives of the Seminary  These ner assets my be
used at the discretion of the Sersinary's management and the board of directors.

Net assets with donor restrictions: Net assets subject to supulations imposed by doners and graniors. Soine
donor restrictions are temporary in nature; those restrictions will be met by actions of the Svr“rrary by die
passage of time. Other donor restrictions are perpetual in natere, where by the donor has stipulated the funds
be maintained in perpetuity.

Donor restricted contributions are reported as inoreases in net assets with donor restrictiens.  When a

restriction expires, net assets are reclassified from net assets with donor restrictions te net assets without donor
restrictions in the statements of activities.

Basis of Accounting

The consclidated financial statements of the Seminary have been prepared on the accrual basis of acceunting.
Accordingly, revenues are recognized when earned and expenses are recorded when mcurred.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Revenue and Support
Revenues and support for the Seminary are primarily derived from tuition, fees, and contributions from donors and
supporters of the Seminary. Contributions received are recorded as net assets with donor restrictions and net assets

without donor restrictions depending on the existence and/or nature of donor restrictions.

Recognition of Donor Restrictions

The Seminary reports gifts of cash and other assets as net asset with donor restrictions if they are received with
donor stipulations himiting the use of the donated assets if the restrictions are not met in the period of receipt. A
donor restriction expires when a stipulated time restriction ends or a purpose restriction is accomplished. At that
time net assets with donor restrictions are reclassified to net assets without donor restrictions. If a stipulated time
restriction ends or a purpose restriction is accomplished during the year the donation is received, the donation is
recognized as net assets without donor restrictions revenue.

The Seminary reports gifts of cash and other assets as net assets with donor restrictions if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
mcome derived from the donated asset for general or restricted purposes.

Revenue Recognition

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with: donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:

s  as changes in net assets with donor restrictions if the terms of the gift require that they be added to the
principal of a permanent endowment fund;

* as changes in net assets with donor restrictions if the terms of the gift impose a time or purpose restriction
on the use of the income;

e as changes in net assets without donor restrictions in all other cases.

Donated Assets
Donated property is recorded at fair market value on the date of receipt in the appropriate investient, equipment,

or expense account. In the absence of donor restrictions, donated assets are reported as revenue without donor
restrictions.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Donated Services

Occasionally, the Seminary receives support in the form of donated services. Those services are recognized as
revenue without donor restrictions if the services received (a) create or enhance nonfinancial assets or (b) require
specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if
not provided by contribution. Contributed services that do not meet these criteria are not recognized as revenue.
No such amounts were recorded in the financial statements for the years ended July 31, 2019 and 2018.

Classification of Revenue and Expenses

Operating activities include items which are directly related to the Organization's program activities or are essential
support elements of those programs. Depreciation and interest expense have been allocated to related operating
activities. Interest income and gains or losses on disposals of assets or liabilities do not meet the Organization's
criteria for operating activities and are included with other revenue and expenses.

Estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect certain reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. The most significant estimates included in these financial statements are depreciation. the valuation of
certain level 3 investments, the interest rate swap agreement, the acorued benefit obligations, and allocation of
certain expenses.

Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and cash
equivalents and investments. The Seminary places its cash with high-credit quality financial mstitutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Foundation currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolic avoids
significant concentration of credit risk with respect to these investments.

Programs

The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture, globally
minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships, and
dedicated to professional excellence and lifelong leaming. The Seminary pursues its mission through the execution
of these major programs:

Academic and student - providing a biblically-based education for undergraduate, graduate, and postgraduate
degrees in theology, preaching, evangelism and missions, church and family ministries,
church music, and women's studies; along with campus life activities, placement and
employment services

Auxiliary enterprises providing housing, dining, recreational, and other services to students and staff
Administrative support - providing support for program activities and general operations

Facilities operations - providing for maintenance and care of facilities, grounds, and equipment
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Cash and Cash Equivalents

For the purposes of financial reporting, the Seminary considers all short-term investments, with an original
maturity of three months or less, to be cash equivalents.

Accounts Receivable

The Seminary’s accounts receivable are due primarily from students. Credit is extended to students and collateral
is mot required. Accounts receivable are due at the begimming of each term. Amounts are reported net of an
allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are considered past due.
The Seminary determines its allowance by considering a number of factors, including the length of time student
receivables are past due and the Seminary’s previous loss history. The Seminary writes off accounts receivable
when they are deemed uncollectible, and payments subsequently received on such receivables are credited to the
allowance for doubtful accounts. Typically, students whose accounts are not current are not allowed to enroll in
future classes. Allowance for doubtful accounts for the years ended July 31, 2019 and 2018, was $347.865 and
$456,620, respectively.

Investments

Investments in debt, equity securities and mineral rights are stated at fair value. The net realized and unrealized
gains and losses on investments are reflected in the Statement of Activities. Investments received by gift or
bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions
from the trusts are recorded as endowment income and the carrying value of the investments is the current market
value of underlying assets.

Fair Value Measurements

The Seminary follows FASB Accounting Standards Codification Topic 820, Fair Value Measurement. Topic 820
defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. Topic 820 establishes a
fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels.

The Seminary adopted the provisions of Accounting Standards Update (ASU) No. 201507, Disclosures jor
Investments in Certain Entities That Calculate Net Asset Value per Share (or its equivalent). ASU No. 2015-07
amends ASC Topic 820, Fuir Value Measurement, to temove the requirements to categorize within the fair value
hierarchy all investments for which fair value is measured using the net asset value (NAV) per share practical
expedient. The information provided in Note 13 in these financial statements has been updated to comply with the
provisions of this ASU.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Split-Interest Asreements

The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable remainder trusts and
charitable gift annuities. At the dates these trusts are established, assets and contribution revenues are recognized
at the present value of the estimated future benefits to be received when the trust assets are distributed. The
receivables are adjusted during the term of the trusts for changes in the value of assets, accretions of the discount
and other changes in the estimates of future benefits which are reflected in the Statement of Activities as a change
i value of split-interest agreements. Liabilities under split-interest agreements are calculated based upon current
actuarial assumptions used by trustees of the agreements.

Advertising Costs
The Seminary uses advertising to promote its major programs to the general public. The costs of advertising are
expensed as incurred. Advertising expense was $266,742 and $346,335 for the years ended July 31, 2019 and
2018, respectively.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at acquisition cost. Donated assets are recorded at fair market value at
the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500. Betterments and renewals are
capitalized. Maintenance and repairs are charged to operations when incurred. Depreciation is computed using the
straight-line method over the following estimated useful lives:

BUILAINGS. ..ottt ettt sttt sttt 30-40 years
BQUIPITIEIIE -1ttt ettt ar et ene e 5-10 years
Improvements other than bulldings...........c.oeeeiveiire i, 30 years

Impairment of Long-lived Assets

Management evaluates its long-lived assets for financial impairment whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. An impairment loss is recognized when the
estimated undiscounted future cash flows from the assets are less than the carrying value of the assets. Assets to be
disposed of are reported at the lower of their carrying amount or fair value, less cost to sell. Management 1s of the
opinion that the carrying amount of its long-lived assets does not exceed their estimated recoverable amount.

Unconditional Promises to Give

The Seminary records unconditional promises to give when a promise to give is communicated in writing with
specific amounts and due dates for those donors with an established history of giving. Uncenditional promises are
evaluated annually as to collectability and reserves for doubtful promises are provided for estimated uncollectible
accounts. Unconditional promises are written off when determuned to be uncollectible.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on a functional basis in the
Statement of Activities. Accordingly, certain expenses have been allocated among the programs and supporting
services benefited.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Compensated Absences

Employees of the Seminary are entitled to paid vacation leave depending upon their length of service and other
factors. Compensated absences for vacation leave have not been accrued since they cannot be reasonably
estimated. The Semunary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agsreement

The Seminary uses a derivative to manage risks related to interest rate movements. The Seminary’s interest-rate
swap contracts are reported at fair value. The change in the swap contract's fair value is reported as a gain or loss in
the Statement of Activities. The Seminary’s risk management strategy is to stabilize cash flow requirements by
maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.

New Accounting Pronouncements

In 2019, the Seminary adopted ASU 2016-14, Not-for-Profit Entities (Topic 958) — Presentation of Financial
Statements of Not-for-Profit Entities. The update addresses the complexity and understandability of net asset
classification, deficiencies in information about liquidity and availability of resources, and the lack of consistency
in the type of information provided about expenses and investment return. The Seruinary has adjusted the
presentation of these statements accordingly. The ASU has been applied retrospectively to all periods presented.
The Seminary has exercised the option provided in the ASU to present only current period data for the Availability
and Liquidity data (Note 3) and the presentation of Functional Expense by both nature and function (Note 4) for
the year of implementation.

The Seminary adopted ASU 2016-01, Financial Instruments-Overall (Subtopic 825-10) Recognition and
Measurement of Financial Assets and Financial Liabilities. The update enhances the reporting model for financial
mstruments to provide users of financial statements with more decision-useful information. The Seminary has
adjusted the presentation of these statements accordingly. The ASU has been applied retrospectively to all periods
presented.

Certain amounts from the 2018 statement of activities have been reclassified to conform to the current year's
financial statement presentation and enhance comparability between periods. This change has no effect on net
assets or the change in net assets for the year ended July 31, 2018.

3. LIQUIDITY AND AVAILABLE RESOURCES

The following represents the Semunary's financial assets at July 31, 2019:

Cash and cash equIvAlents............ccocooiiiiiieie e e $ 1,247.339
Accounts and contributions receivable ... 2,210,424
NOES TECEIVADIE ... e e 396,560
IOV StMEIIES .o e 71,546,527
Endowments held in perpetuity by others........ccoovivcmconiiniiccene, 63.229,603
Annuities and trusts held by others.......co.c.i oo 15,093,338
OHNET ASSEIS. ... e e e e 367.163

Total fINAnCIal ASSELS......c..iem oo ea e e e 154.090.954
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Amounts not available to be used within one year, due to:

Contribution and accounts receivable ... ..o 3 (240,000)

Perpetual and term endowmients and accumulated earnings not

convertible to cash within the next 12 months.......coovoovii i, (68,174,674)

Endowments held in perpetuity by others not convertible to cash within

the next 12 MONHS...ccooooiiiiie et et (60,229,603

Investments held in trusts and various state required annumty reserves........ (15,093,338)

Investments in board designated endowments............c.ccoeeeireicccrerinecennn. (439.082)
Total amounts not available to be used within one year...........c.ccoe....... (144.176.697)

Financial assets available to meet general expenditures
over the next twelve months........c..cocovirrieiiie e $ 9914257

Financial assets are considered unavailable when illiquid or not convertible to cash within one year, trust assets,
perpetual endowments, or because the governing board has set aside the funds for specific contiugency reserves
and projects or a long-term investment as board designated endowments. The Seminary structures its financial
assets to be available as its general expenditures, liabilities, and other obligations come due.

The Seminary also has an unsecured $3,000,000 line of credit, which was not drawn upon at July 3. 2019, The
line of credit matures on January 19, 2021. The interest rate is LIBOR, with interest due monthly and prineipal due
upon maturity.

4. FUNCTIONAL EXPENSES

Operating activities include items which are directly related to the Seminary's program services or are essential
support elements of those programs. The costs of providing the Seminary's various programs and supporting
services have been summarized in the table below, which reports certain categories of expenses that are attributable
to more than one program or supporting activity. Accordingly, these expenses have been allocated among the
programs and supporting services benefited using allocation bases determined by management and that are
reasonable and consistently applied. Interest income and gains or losses on disposals of assets or liabilities do not
meet the Seminary's criteria for operating activities and are incliided with other non-operating activities.

Total expenses include all operating expenses and net periodic pension cost.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

2019
Program Activities Supporting Activitics
Facilities
Academic and Admin:strative  Operation and
student programs Auxilianes Support Maintenance Total expenses
Salanies and wages.......coococooe. 5 10.227.381 § 1.551.964 $ 3,587.227 S 2417308 $  17.784.080
Employee benefits...........ccoeee. 2,875,920 347.233 1,748,258 517.126 5,488,537
Depreciation and amortization..... - - - 4,162,532 4,162.532
Services, supplies, and other......... 1,950,154 686.874 2.161.513 (37.931) 4,760,590
Occupancy. utilities, and
maintenance 236,979 1.037.553 1.711.651 1.884.147 4.870,33¢
Interest. ... .o, - 1.018.523 7.701 - 1,026,224
Transter between functions.......... 38.703 1.830.483 (294.664) (1.369.227) 5.297
Depreciation and amortization,
allocated by function 2.185.344 1.713.554 152.762 (4.051.680) -
Total expenses.........ococoovivneccecn. § 17514481 §  8.186.186 § 9.074448 S 3322475 $_ 38.097.590
5. UNCONDITIONAL PROMISES TO GIVE
Scheduled maturities of unconditional promises to give at July 3 1, arc as follows:
2019 2018
Less tham One YEaT ... $ 1,122,000 $ 1,168,229
ONE 10 TIVE FEATS. .. ieieiiiii oottt 240.000 1.362.600
Total unconditional promises 10 EIVe.......coooooiivrii v e 1,362,000 2,530,228
Unamortized discount at 2.53% and 3.10%, respectively................. ... (42.20D) (125.881}
Net unconditional promises to @Ive. ... § 1319799 % 2.404 348

6. FUNDRAISING ACTIVITIES

Fundraising expense for the vears ended July 31, 2019 and 2018, was $964.296 and $1,060.190, respectively,
These expenses are included 1n institutional support in the accompanying Statement of Activities.

7. COOPERATIVE PROGRAM

One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating in the
Cooperative Program contribute (o the SBC, which passes (unds (according to an allocation formula) to the
Seminary and other entities. The Seminary received $7.631,157 and $7,767,845 from the SBC for the years ended
July 31,2019 and 2018, respectively.
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Distributions by state, as provided by the Executive Committee of the SBC for years ended July 31, are as follows:

Hawail Pacifle.. ... .. oo e e e

[llinois....

Kansas-Nebraska ...........c.... ... e e e e e et

Kentuclo_«

Missis sippi ............. e e e e
Mhseourt.
Montana.
Nevada...
NewEngland........o i e
I IMIENICO. v et e e e e
New York ... .o e e e e e n

Northwest .. oo e e e a e e

Ohio. ...

Olf]a'lcma.
Peansyivana S(,u‘hArC ey
Prierto Ri

1co/ULS, Virgmn Ideads oo

U T O T e L e e e e e e e

Tennesacs
Texas-BGO

West VI oo e i O PO PO P OPPRN
Wyonung

Chuorches

Total C

and IAIVIAUAIS. oo e e e e e e v

Cooperative Pregram AJocaion. ..., e
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2019 2018

736,304 721,647
6,831 8,934
43,711 52,363
363,196 368,755
85,480 88,401
27,063 23,543
3,782 6,035
- 561
577578 386.426
602,768 664,320
9,253 12,558
91,252 92.793
34,585 39,099
13,379 13,852
31,768 30.945
387,797 408,524
269,664 275.80%
65,243 52,457

12,324 12,326
9,186 8,078
479,113 464,046
227339 241515
7,628 7.038
24,309 23,276
8,381 6,622
32,579 33,613
©.432 9.650
445477 466,406
26,702 30,217
84,324 81,802
390,330 290,333
13,400 11,17¢
276 141
<4
35

g_}wl
30,613
178,565
21,482
4.251

T

7,406,376
224 781
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8. INVESTMENTS

The Seminary carries marketable securities at fair market value and realized and unrealized gains and losses are
recorded in the Statement of Activities. Investments consist of the following as of July 31:

Money market funds ............... e e e $ 477,197 $§ 3,206,208
DIEDL SECUIILIES. . ceve et ee e e e e et e e eee s rennaans - 5,232,326
EQUILY SEOUIIIIES. ..o e oot critietticte ettt aeveerenas 20,204 40,238,749
GOVETNMENT SECUITHES. ......ooovii . oottt - 1,561,642
Global listed MITaStTUCTUTE. .. oovv et e - 3,574,513
PIIvate SqUILY ..ottt ettt ettt et 1,008,784 1,562,868
Closed-end funds............ e e e e e . - 2.416.3%9
Other Foundations and 3rd party trists.......oooooiieineineeecccis e, 78,230,803 78.830,7:3
Other IVESTMEIILS. .....oooiiit e oo raee oreern eeseeeeeeen e - 7798572
79,736,988 137,233 468

Investments measured at net asset ValUue.........oooeeeiiiieeeeeeeeee e 70.132 480 13375413
Investments, net of restricted cash........ooooviviiiiiiceeie e $ 149.869.468 $ 150.724.109

The “Investments measured at net asset value” and “Private equity” categories include interest in certain hmited
partnerships and limited liability corporations and is carried at fair value as provided by the investment managers.
The amounts realized upon disposition of these investments may differ from the value reflected in the financial
statements and the differences could be material. Certain partoership agreements are restricted as to resale and
may require advance notice for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment activities
of the underlying instruments of the partnerships, including market, credit, and currency risk. The Seminary’s risk
of loss as of July 31, 2019 and 2018, in any of its investment partnerships is limited to the value of the investment
at July 31, 2019 and 2018.

The following schedule details investment retums for the years ended July 31:

2019 2018
Dividend and Inlerest INCOME. ... ... ooovioiieeeeee e $ 4821657 § 1.756743
Net realized gains on MVESIMENTS. . ...ooooooie i e 8,361,491 2,463,548
Net unreaiized gain (JOss) ON INVESHNETILS. .. «....eoveevrerrririeiiciierr e eneas (8.603.743) 5.055.104
TOAL e e e e $ 4579405 $ 9275795

Investment fees are netted against dividend and mterest income.
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9. PROPERTY, PLANT, AND EQUIPMENT

Property and equipment consists of the following at July 31:

Land ..o, OSSR IOSUUR $ 2028483 § 2,920,331
BUildin@s ... ..o e 150,842,775 156,623,724
EQUIPIMENL ... ..ottt et e 16235212 15,987,078
Improvements other than buildings...........coccocviviiiiiiiiiccir e 9,987,103 9,593,370
Library books/microfilm/antiquities. ..........ooeueivevieeeioeieeeeeee e 14.263.995 14.086.829
193,357,568 199,211,332

Less accumulated Aepreciation.. .....ccovriveeiiieieceie e (67.390.904) _(66.359.010)
Total.ooeiie O O OO UUP T USURTUUSORS $ 125.966.564 $ 132.852.322

Buildings include construction in progress for existing facilities totaling $908.321 at July 31, 2019.
10. EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution retirement
plan which 1s administered by GuideStone Financial Resources of the Southern Baptist Convention under Intersial
Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary’s contribution for the years

ended July 31, 2019 and 2018, was $1,009,198 and $1,091,495, respectively.

Postretirement and Postemployment Benefits

The Seminary provides postretirement benefits to retired employees. The following table sets forth the future

obligations at July 31:

Accumulated benefit COSIS ..o.v.. it $_ 1252610 $ 946.881
Employer contributions (benefit paid)........c..ccoooiiiiiiniiiiii (65.100) (61.400)
Net periodic benefit COST... oot ne s 50.315 103.454
Comprehensive INCOMIE. ........oovoviiieioeiieeeeee et et (320.514) 317.796
Discount rate assumed...... ... 3.25% 4.03%

The Seminary provides postemployment benefits to retired employees. The following table sets forth the furure

obligations at July 31:

Accumulated beneflt COSIS....viiiiiiiiiiiee et e e $ 485225 % 505725
Employer contributions (benefit paid)........ocoooivevireinns o v e, (49.122) (50.798)
Net periodic benefit COSt... ..ottt e e N 28622 20.366
Discount rate assumed.........ocoooiiiiiiiee s e e 3.22% 4.04%
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11. NET ASSETS

Net assets without donor restrictions:

CUITENT OPETALIONS. ... oootioe ittt eeee e
INOES PAVADIE. ...ttt
EndOWINEnT ... ovie e
Invested in property, plant and equipment.............._.........co.
Unfunded postretirement benefits ...
Unfunded postemployment benciits..........ccoovveie i

Total net assets without donor TeStriCtONS . ..oo.v.voove e,

Net assets with donor restrictions, temporary in nature and met by passage of
time consists of the following:

Capital PTOTECLS .......uiiiiii ittt
SChOLATSHIDS ...t
Other....cccoevenee ettt et et a ettt

Total net assets, temporary M NATUE .....c.ooeeoooooeee e

Net assets with donor restrictions, perpetual in nature and stipulated by the
donor consists of the following:

Annuity and life mcome funds ...
Endowment fumds. ..o

Net assets released during the years ended July 31 are for the following
purposes:
CaPItal PrOJOOIS .o ettt e e
SCROLATSIIPS 1 1ot
OHBET. .. e e s

Total net assets released........................... e
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2019

2018

$ (14,697,116) $ (12,468.923)
(18,528,414) (19,322,037
13,310,454 14,540,873
125,966,664 132,953,622
(1.252,610) (946.881)

(485.225) (305.725)

$ 104.313.753 § 114250929

3 4.101,177 ¢ 162,827

9,224 479 9,621,783
2.105.974 5.316.356

$ 15431630 $ 15.100.966

$ 4882470 $ 4.712.498
121,007,398 120,731.273

759.440 484.333
126.649.308 125.628.106
142.080.938 141.029.072

$ 246394691 $ 255.280.001

$ (3,539,029 $ 9,518,820

5,325,612 5,442.376
3.672.009 5.993
$ 5458592 $  15.307.189




THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

12.

ENDOWMENT INVESTMENTS

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include net assets
with donor restricted funds that the Seminary must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
mvested in a manner that is intended to produce returns that equal inflation plus annual distribution, while
assuming moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide an
average rate of return of approximately 8% annually. Actual returns in any gven year may vary from this amount.

Strategies Emploved for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
relies on a total return strategy in which investment returns are achieved through both capital appreciation (reahz-d
and unrealized) and current yield (interest and dividends). The Seminary targets a diversified asset allocutior tha
places a greater emphasis on equity-based investments to achieve its long-term remurn objectives within pruden
risk constraints.

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment fund’s
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the Seminary's
objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return. The Board of Trustees has the right to
recommend against expenditure of eamnings or gains in any given year dae to factors such as financial market
conditions or poor investment performance.

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets 1s held by Baptist
entities throughout the United States. These entities do not report net assets with donor restrictions on the amount
to retain as a fund of perpetual duration. Consequently, the Seminary records changes in the market value of
investments held in trust for the benefit of the Organization as though the donor specifies the undistributed funds
be considered included in the fund for perpetual duration.

Underwater Funds - From time tc time. the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater™). In accordance with GAAP and
the Texas Uniform Prudent Management of Institutional Funds Act (TUPMIFA), deficiencies of this nature are
classified in net assets with donor restrictions. As of July 31, 2019, material deficiencies (5.0% or greater) of this
nature exist in 260 donor-restricted endowment funds, which together have a original gift value of $23,123,500 and
a market value of $18,800,100. These deficiencies resulted primarily from unfavorable market conditions that
occurred shortly after the investment of new perpetually restricted contributions, along with continuing
distributions for the program purposes designated by the donors.

Restrictions - Endowment investments are either nei assets with donor restrictions or net assets without donor
restrictions. Donor contributions and earnings that are permanently reinvested at donor direction, and earnings
from funds held in trust by others are treated as net assets with donor restrictions. Other market value changes,
whether realized or unrealized gains and losses or income (net uf expenses) of donor-restricted endowments and all
board-designated endowments are placed in the unrestricted category.
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Endowments as of July 31, 2019, are composed of the following:

Without Donor ~ With Donor
Restrictions Restrictions Total
Donor-restricted endowment funds and market value changes
of donor-restricted endowment funds.............ccoooveeeeeeiieeee, $ 12,871,372 $121373.822 $134,245,194
Board-designated .............ooovuieannin e 439.082 - 439,082
TOtaL ..o $ 13310454 $121.375.822 $134.684276
The change in endowments for the year ended July 31, 2019, is as follows:
Without Donor ~ With Donor
Restrictions Restrictions Total
Beginning of the period..........cc.ccooviiiiiiiicieececee e $ 14,540,873 $120.731.273 $135,272,146
TOVESHNENIE GAIL ... veeeeeoeeeeeeeeeseeeerseseeeeesseeeeeeeeeeeeeeseeeeeeene (1,278,419) (907,739)  (2,186,158)
CONITBUIONS. ... e 48.000 1.530.288 1.598.288
End of period......coooiiiii e s $ 13310454 $121.373.822 $134.684.276
Endowments as of July 31, 2018, are composed of the following:
Without Donor  With Donor
Restrictions Restrictions Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds................ccoeeeee. $ 14155234 $120,731,273 $ 134,386,507
Board-designated ..........ocoooioiiiiiii e 385.639 - 385.639
TORL .o $ 14540873 $120.731.273 $135.272.146
The change in endowments for the year ended July 31, 2018, 1s as follows:
Without Donor ~ With Donor
Restrictions Restrictions Total
Beginning of the period...........oooooii e $ 14,297,168 $114,949,793 $ 129,246,961
Investment @amm. . ... .o oo 243705 3,958,086 4,201,791
Contributions ...........ccoeeveireeee e e e - 1.823.394 1.823.394
End of period. ... oot $ 14540873 $120.731.273 $135.272.146

Page 20 of 24




THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consclidated Financial Statements

13.

FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received to sell an asset or paid to transfer a Hability (i.e., the “exit
price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Seminary uses various valuation approaches. A fair value hierarchy for inputs is used
in measuring fair value that maximizes the use of observable inputs and minimizes the use of inobservable inputs
by requiring that the most observable inputs are to be used when available.

The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Foundation has the ability to access.

Level 2 — Valuations based on inputs, other than quoted prices included in Level 1, which are observable either
directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by reference to
quoted market prices and other relevant information generated by market transactions.

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of the
mvestments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are
available according to the type of investment strategy in use.

Multi-strategy and long/short hedge funds typically utilize the NAV provided by the underlying investee. The
Valuation Committee established by each fund manager also takes into account information provided within
audited and unaudited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other altemative valuation techniques may be utilized by the
fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not publicly
traded. The fair value of these securities is not readily determinable. These investments are valued on at least a
quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting principles
generally accepted in the United States (US GAAP). The Board of Directors or Valuation Committee determines
the fair value in good faith based on the input of their Investment Advisor and the respective third-party valuation
firms.

Private equity funds fair values are supported by information received from the investee funds such as monthly net
asset values, mvestor reports, and audited financial statements, when available. The fund Valuation Commuttee
may consider other factors, including subscription and rederaption rights, expected discounted cash flows,
transactions in the secondary market. bids received from potential buyers, and overall market conditions in iis
determination of fair value.
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Investments by category level at July 31, 2019, are as follows.

Fair Value {Level 1) (Level 2) (Level 3)

Endowment Funds....................ocoooiviiiie $ 64,551,795 $ 63543011 $ - $ 1,008,784
ANNUIHES, TIEL ..o 4,882,469 4,882,469 - -
Other InvestmMEntS.........ooovveeeeeeeeeeeeeeeeeeeeen 91.854 91.854 - -
Total investments subject to fair value
hierarchy........oooooieviiiiec e, 69,526,118 $ 68517334 $ - $ 1.008.784
Investments measured at net asset value.............. 70.132.480

Total. e $139.658.598

Investments by category level at July 31, 2018, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)

Endowment Funds...........ccccoomvieeeciiiii e $121,901,534 $120.338,666 $ - $ 1,562,868
ADNUItIEs, NE........oooeeeeeeeeee e e 4,712,498 4,712,498 - -
Other Investments.........co.oooeeveeeiceicire e 586.634 586.634 - -
Total investments subject to fair value
hierarehy.....co oo 127,200,666 $125.637.798 $ - $  1.562.868
Investments measured at net asset value.............. 13.370.613

Total. .o $140.571.279

The changes in investment in partnerships, which are measured at tair value on a recurring basis using significant
unobservable mputs, are as follows:

Balance at July 31, 2017 ..ottt $ 2,113,753
REAEIMPLIONS. .ottt ettt et ees e eeeenr et e annere e nnas (915,938)
Subscriptions....... ettt e ettt ettt etan e 101,648
Change in estimated fair value...........c...o.oooooii 263.405
Balance at July 31, 2018 ... i e e 1,562,868
Redemptions.. ......eooeerieai et et (622,827)
SUDSCIIPHOMS . .ottt e 41,693
Change in estimated fair value. ... 27.05G
Balance at July 31, 2019, e $_1.008.784
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14.

NOTES PAYABLE

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”™) with a bank, for the purpose of
paying for construction of 252 new student housing units. The Loen 1s structured with $16,000,000 of tax-exempt
bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the loan is amortized over 20 years,
with the final payment due December 135, 2021. Interest calculation is based upon 65% of the 90-day LIBOR rate
plus 156 basis points. The 90-day LIBOR rate is 2.27% and 1.31% at July 31, 2019 and 2018, respectively. From
December 2011 to December 2013, quarterly payments were for interest only, with both principal reduction and
interest payments beginning in January 2014. The taxable portion of the loan was due December 30, 2018, with
mterest calculated as 90-day LIBOR rate plus 200 basis points. This portion of the Loan was renewed and
extended to mature on December 15, 2021, with the same interest provision. The Loan is secured with deeds of
trust on land and buildings, with a net book value of $25,837,137 in Fort Worth, Texas.

Scheduled principal payments and total loans outstanding at July 31, 2019, for the following three vears ended
July 31, and thereafter are as follows:

2020, ettt ettt s ettt aene £are e et eae e ees $ 782186
20271 et ettt b e et 809.620
2022 et et e et b et ettt e 16.875.758
Total scheduled payments...........ccocooirits covimniiiec e 18,467,564
Liabiliry on SWap @reement ... ...c.ooco o ooriieie et 132,850

Dbt 18818 COSL ittt e (72.000)
Total amount outstanding.............oceoeiriieereinnricre e $ 18528414

The Seminary entered into an interest rate swap as a hedge against exposure to variances in interest rates applied to
the loans. The differential interest required to be paid or that will be received under these agreements is accrued
consistent with the terms of the agreements and is recognized in the Statements of Activities and included in these
Notes Payable. The interest rate for the bonds is established quarterly based upon 65% of the 90-Day LIBOR plus
1.56% (3.04% and 2.41% at July 31, 2019 and 2018, respectively). The notional principal amount of the swap
agreements are $10,000,000 and $6,000,000. The agreements effectively fix the Serminary’s interest rafe exposure
at 3.25% for a period of ten vears ending December 2021.

Generally accepted accounting principles require derivative instruments, such as interest rale swap agreements, to
be recognized at fair value as either assets or liabilities in the Statements of Financial Position. Accordingly,
$132,850 and $(57,236), which is representative of the value of the swap agreements at July 31, 2019 and 2018,
respectively, is included in Notes Payable on the Statement of Financia: Position. Value has been measured based
on an estimate of the amount needed to settle the agreement as calcidated by the coumerparty to the swap
agreement. Such calculations were based on chznges in markel condjtions and/or assumptions underlying the
valuation models.

The Seminary paid interest for the years ending July 31, 2019 and 2018, of $828.437 and $718.412, respectively.

Page 23 of 24



The Southwestern Baptist Theological Seminary

Consolidated Financial Statements
as of

July 31, 2020 and 2019

Together With

Independent Auditors’ Report



GUINN, SMITH & CO. INC.
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Independent Auditors' Report

To the Board of Trustees
The Southwestern Baptist Theological Seminary
Fort Worth, Texas

We have audited the accompanying consolidated financial statements of The Southwestern Baptist Theological Seminary (a
Texas nonprofit corporation) which comprise the consolidated statements of financial position as of July 31, 2020 and 2019,
and the related consolidated statements of activities and cash flows for the years then ended, and the related notes to the
consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of consolidated financial statements that are
free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. 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 audits to obtain reasonable assurance about whether the consolidated financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of The Southwestern Baptist Theological Seminary, as of July 31, 2020 and 2019, and the changes in their net assets
and their cash flows for the years then ended in accordance with accounting principles generally accepted in the United States
of America.

Irving, Texas
October 15, 2020
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July 31, 2020
2020
Without
Donor With Donor
Restrictions Restrictions Total
Assets:
Cash and cash equivalents .............ccccoeveveirieiiicieierieeeeeienene $ 12,043,556 $ - $ 12,043,556
Accounts receivables, NEt..........coooveeiieveeeeiieeeeeeeeeeeeeeeee e 1,081,361 - 1,081,361
Unconditional promises to give, Net..........ccveeverierieerieeienneseenne - 235,749 235,749
(0113 g 1 £~ PR 422,458 - 422,458
NOLES TECEIVADIE. ... 28,374 - 28,374
Investments:
Endowment funds..........c..covevieeiiieeieieeee e 2,986,662 123,200,076 126,186,738
Split-interest funds..........ccceeveeriinieciieiee e - 15,379,687 15,379,687
Other INVESTMENTS..........cccviiiiiiieciiieiie ettt 5,220 - 5,220
Total INVESTMENLS. ......ccvveeeeeeeeeeeeeeeeeteeeeeeeee e e e 2,991,882 138,579,763 141,571,645
Due from (t0) other funds..........cccccveeveieecienieiee e (20,027,830) 20,027,830 -
Property, plant, and equipment, Net..........ccocceeveeverirereeneeneeeienne 126,003,202 - 126,003,202
TOtal @SSELS...eiiuviieriiieiieetiecte ettt et e $122,543,003 $158,843,342 $281,386,345
Liabilities and net assets:
Liabilities:
AcCCOUNtS PAYADIE........cooviieiiiieieiiieeete et $ 1,466,609 $ - $ 1,466,609
Accrued salaries and benefits.............coooveviieiiiieiiiieece e 932,795 - 932,795
Deposits and agency funds.........c.eccevverienieiennie e 887,785 - 887,785
Deferred INCOME...........coooveiieeieeeeeeeeeeeeeeeeeee e 362,812 - 362,812
NOLES PAYADIC.....ceeieiiieiieeeieeieeiteie e 22,020,389 - 22,020,389
Liability under annuity contracts............cceeververruesverveneeneeseennes - 10,719,221 10,719,221
Accrued postretirement benefit obligation.............cccecevvereennnnne. 953,494 - 953,494
Accrued postemployment benefit obligation.............c.ccceevuvenn.ne. 441,508 - 441,508
Total Habilities......c..covvevieieerieeiecieerieereeee e 27,065,392 10,719,221 37,784,613
INEE ASSEES....viiuvieerietieeteeere e e et e eteeteeete et e eteeeaeeeteeaeereeeseeeteeeseeaeeereereens 95,477,611 148,124,121 243,601,732
Total liabilities and net assets............cceveeeeevreveereeereenenne. $122,543,003 $158,843,342 $281,386,345

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Financial Position

July 31,2019
2019
Without
Donor With Donor
Restrictions Restrictions Total
Assets:
Cash and cash equivalents .............ccccoeveveirieiiicieierieeeeeienene $ 1247339 § - $ 1,247,339
Accounts receivables, NEt..........coooveeiieveeeeiieeeeeeeeeeeeeeeee e 890,625 - 890,625
Unconditional promises to give, Net..........ccveeverierieerieeienneseenne - 1,319,799 1,319,799
(0113 g 1 £~ PR 367,163 - 367,163
NOLES TECEIVADIE. ... 396,560 - 396,560
Investments:
Endowment funds..........c..covevieeiiieeieieeee e 13,310,454 121,373,822 134,684,276
Split-interest funds..........ccceeveeriinieciieiee e - 15,093,338 15,093,338
Other INVESTMENTS..........cccviiiiiiieciiieiie ettt 91,854 - 91,854
Total INVESTMENLS. ......ccvveeeeeeeeeeeeeeeeeteeeeeeeee e e e 13,402,308 136,467,160 149,869,468
Due from (t0) other funds..........cccccveeveieecienieiee e (14,504,849) 14,504,849 -
Property, plant, and equipment, Net..........ccocceeveeverirereeneeneeeienne 125.966.664 - 125.966.664
TOtAl @SSELS....uviiveirieereetreeteeete ettt ettt $127,765,810 $152,291,808 $280,057,618
Liabilities and net assets:
Liabilities:
AcCCOUNtS PAYADIE........cooviieiiiieieiiieeete et $ 1,339,574 $ - $ 1,339,574
Accrued salaries and benefits.............coooveviieiiiieiiiieece e 630,017 - 630,017
Deposits and agency funds.........c.eccevverienieiennie e 935,136 - 935,136
Deferred INCOME...........coooveiieeieeeeeeeeeeeeeeeeeee e 281,081 - 281,081
NOLES PAYADIC.....ceeieiiieiieeeieeieeiteie e 18,528,414 - 18,528,414
Liability under annuity contracts............cceeververruesverveneeneeseennes - 10,210,870 10,210,870
Accrued postretirement benefit obligation.............cccecevvereennnnne. 1,252,610 - 1,252,610
Accrued postemployment benefit obligation.............c.ccceevuvenn.ne. 485,225 - 485,225
Total Habilities......c..covvevieieerieeiecieerieereeee e 23.452.057 10,210,870 33,662,927
INEE ASSEES....viiuvieerietieeteeere e e et e eteeteeete et e eteeeaeeeteeaeereeeseeeteeeseeaeeereereens 104,313,753 142,080,938 246,394,691
Total liabilities and net assets............cceveeeeevreveereeereenenne. $127,765,810 $152,291,808 $280,057,618

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2020

2020
Without
Donor With Donor
Changes in net assets: Restrictions Restrictions Total
Revenues and other additions:
TUIHON ANA FEES....vviiviiiiiiieeecee ettt eeaens $ 14,959,734 § - $ 14,959,734
Scholarship and fellowShips..........ccceceeeverieriiecieeieceee e, (5,507,188) - (5,507,188)
Gifts:
Cooperative Program...........ccceeceeeveeienieenieeniesresieseeenieeee s 7,377,175 - 7,377,175
Student aid........c.ooeveieeeeiiieeeeeeeee e - 3,162,343 3,162,343
ENdOWIMENL........ooviiiviiiiciiccie ettt 48,000 1,860,122 1,908,122
OhET....oc e 3,746,978 1,009,806 4,756,784
Investment return..........cooovveieiieriiiiiiieee e (2,094,860) 6,395,256 4,300,396
Change in value of split interest funds............cooveevevercienrennens - (454,157) (454,157)
AUXIHATY @NEETPIISES. . eeeveeienreeiieeieriiesteeteeeeesreseesseesesnessaennees 5,257,042 - 5,257,042
OBET ...ttt ettt et eaeeveens 1,665,499 - 1,665,499
Net assets released from restriction.............cceeeeveeeevieeireesreenneens 5,930,187 (5,930,187) -
TOtaAl TEVEIUE ..ot 31,382,567 6,043,183 37,425,750
Expenses and other deductions:
Academic and student programs..............ccceeeveevervesieeneeseesnennnns 15,988,696 - 15,988,696
AdmInisStrative SUPPOTt........eevveerririerieniierieeieeeeneesieeseeeeeseeeneees 11,096,297 - 11,096,297
AUXIHATIES. ... e 6,896,986 - 6,896,986
Facilities operation and maintenance............c.oecvereereeerreevenevennen. 5,768,817 - 5,768,817
Total operating EXpPenses.........c.ccverveeveevereeseesuesieesveneens 39,750,796 - 39,750,796
Change in net assets from operating aCtivities............ceervrreereverrenenns (8,368,229) 6,043,183 (2,325,046)
Loss on disposal of property.........cceeceeeeeeerienieeseeneeeeeieneeee e (467.913) - (467.913)
Change N NEt ASSELS......ccuverueeireieriieieeieeeestesteereeteeeesreesseenseeeeees (8,836,142) 6,043,183 (2,792,959)
Net assets, beginning of YEar..........c.cccvevuereeerienieeieeie e 104,313,753 142,080,938 246,394,691
Net assets, €nd Of YEar......c.ocivviviiieieieieiei e $.95477,611 $148,124,121 $243,601,732

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Activities
For the Year Ended July 31, 2019

2019
Without
Donor With Donor
Changes in net assets: Restrictions Restrictions Total
Revenues and other additions:
TUIHON ANA FEES....vviiviiiiiiieeecee ettt eeaens $ 13,051,740 $ - $ 13,051,740
Scholarship and fellowShips..........ccceceeeverieriiecieeieceee e, (5,313,386) - (5,313,386)
Gifts:
Cooperative Program...........ccceeceeeveeienieenieeniesresieseeenieeee s 7,631,157 - 7,631,157
Student aid........c.ooeveieeeeiiieeeeeeeee e - 2,646,810 2,646,810
ENdOWIMENL........ooviiiviiiiciiccie ettt 48,000 1,615,968 1,663,968
OhET....oc e 987,620 910,282 1,897,902
Investment return..........cooovveieiieriiiiiiieee e 3,183,970 1,395,435 4,579,405
Change in value of split interest funds............cooveevevercienrennens - (58,037) (58,037)
AUXIHATY @NEETPIISES. . eeeveeienreeiieeieriiesteeteeeeesreseesseesesnessaennees 5,668,690 - 5,668,690
OBET ...ttt ettt et eaeeveens 778,670 - 778,670
Net assets released from reStriction.........ooeeevvveeeeeeeeieieeeeeeeeeeinnns 5,458,592 (5,458,592) -
TOtaAl TEVEIUE ..ot 31,495,053 1,051,866 32,546,919
Expenses and other deductions:
Academic and student programs..............ccceeeveevervesieeneeseesnennnns 17,514,481 - 17,514,481
AdmInisStrative SUPPOTt........eevveerririerieniierieeieeeeneesieeseeeeeseeeneees 9,074,448 - 9,074,448
AUXIHATIES. ... e 8,186,186 - 8,186,186
Facilities operation and maintenance............c.oecvereereeerreevenevennen. 3,322,475 - 3,322,475
Total operating EXpPenses.........c.ccverveeveevereeseesuesieesveneens 38,097,590 - 38,097,590
Change in net assets from operating activities..........c.ecververreereeennenne. (6,602,537) 1,051,866 (5,550,671)
Loss 0n sale Of PrOPerty........cceevereecieeiieeiesieniiee et (3.334.639) - (3.334.639)
Change N NEt ASSELS......ccuverueeireieriieieeieeeestesteereeteeeesreesseenseeeeees (9,937,176) 1,051,866 (8,885,310)
Net assets, beginning of YEar..........c.cccvevuereeerienieeieeie e 114,250,929 141,029,072 255,280,001
Net assets, €nd Of YEar......c.ocivviviiieieieieiei e $104,313,753 $142,080,938 $246,394,691

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Consolidated Statements of Cash Flows
For the Years Ended July 31, 2020 and 2019

Change in cash and cash equivalents: 2020 2019

CRANgE 1N NET ASSELS......cveuieeeveriieteteiteteseeteteststetese st etesesseseseseesesestesesensesesesessssesesesesenens $__(2,792,959) $__(8,885,310)

Adjustments to reconcile change in net assets to net cash utilized by operating activities:

Depreciation and amortization of debt iSSUE COSt......evvirirriiriieriirieierieerieneeieseeie e eeenee 4,069,899 4,186,531
Contributions restricted for endowment and acquisition of long-term assets.................... (2,200,374) (2,107,975)
(Gain) loss on disposal of fixed assets 469,003 3,334,639
NON-CaSh CONITDULIONS. ...ttt sttt (664,810) (518,753)
Change in value of sSwap Hability.........cccceeriiriiiiniiiiiieeee e 117,662 190,086
Net unrealized and realized (gain) 10Ss ON INVESIMENTS........eeeerverierieeieieriierieseeienieeenns (1,232,660) 388,562
INVESEMENT INCOMIE. ......uviiiieeitieiie ettt ettt ett et et e et e e baeebe e taeeebeeessesaseesseeenseesseans (1,327,950) (1,189,584)
Change in value of split-interest funds............cceeeeriirieieniinierceee e 1,166,717 196,195
Changes in operating assets and liabilities:
Receivables........cccoeveerccncnnen et st e s (190,736) (147,101)
Unconditional PromiSes t0 SIVE........cceeeeruerieruererrienieeeerteeitesseeseessesseeseesseensessesssenses 1,084,051 1,084,549
ORET @SSELS........eevetiienieiieiieteet sttt ettt ettt ettt b et e b e et ebe b e e e (55,295) 35,266
ACCOUNES PAYADIC......c..oiiiiiiiiiiictet ettt e (34,090) (98,230)
Other aCCTUEd EXPENSES.....ceviruieuiieieeiietieierieeteeteetteieetesteeseetesseetesseentesseessessesneansenns 255,427 227,940
Deferred INCOME........eccuiiiiieiieceeeceee ettt ettt ettt e eae e etbeeeraeeaeebaeeaseenns 81,731 80,948
Accrued postretirement benefit Obligation..........c..ccvceririerieniiinininiceecrceene (299,116) 305,729
Accrued postemployment benefit 0bligation............eeeeveeriieiienieeiienirieie e (43.717) (20.500)
Total AdJUSLMENLS. ....cueeieieiieiieiieie ettt ettt ettt te sttt e beenaesbeeaeenenne 1,195,742 5.948.302
Net cash utilized by Operating aCtiVities...........ervereerierreriierieeeeniieiereseeeeereie e neeenes (1,597,217) (2,937,008)
Cash flows from investing activities:
Proceeds from sale and maturities of INVESIMENLS..........cccveeeviieuiieirieiiecieecee e 20,334,143 76,415,136
Proceeds from notes receivable 368,186 375,807
Purchase Of INVESLIMENLS ..........coouviiiiiiiiiiie ettt e et e e e e e eeeeeeneeeeans (9,469,266) (74,378,877)
Proceeds from sale of property and equIPMENt...........cc.eveeriereeiereeieneseeieeeesee e 3,300 1,588,472
Investment in construction in progress (2,724,242) (735,932)

Purchase of property, plant, and equipment (1.669.374) (1.290.972)

Net cash provided by Investing actiVIties.........coereereerueriierieerieniieiereseeseeereie e enes 6.842.747 1.973.634

Cash flows from financing activities:

Proceeds from issuance of notes payable.......... et s 8,150,500 -
Principal payments on notes payable...........ccieiiriirieiiinieiesieeeeee et (4,800,187) (1,007,709)

Contributions restricted for endowments and acquisition of long-term assets.................. 2.200.374 2.107.975

Net cash provided by financing activities..........ceecververueriierieerieniieiereeieeeeree e 5,550,687 1,100,266

Net increase in cash and cash eqUIVAIENLS...........cceeviirieiiiiiiieceeie s 10,796,217 136,892
Cash and cash equivalents, beginning of Year............cccoevvvrininieiininnnciceeeseseeeeeae 1,247.339 1,110,447
Cash and cash equivalents, end Of YEaT..........ccceririiirerieiieiee e $__ 12,043,556 $ 1,247,339

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

1. NATURE OF ORGANIZATION
The Southwestern Baptist Theological Seminary, (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The primary purpose of the Seminary is to provide theological

education for individuals engaging in Christian ministry. The Seminary’s primary location is in Fort Worth, Texas.

The Seminary is supported by the Southern Baptist Convention (SBC) and is an entity of that Convention. The
Seminary is economically dependent on the SBC and others for financial support.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of Southwestern Seminary Foundation (“Foundation”), Texas non-profit
corporation. Foundation is organized and operated for the benefit of and to further the purposes of the Seminary
and to hold and manage a portion of the Seminary’s endowment portfolio. Foundation is exempt from federal
income tax under Section 501(c)(3) of the Internal Revenue Code. In the event of dissolution of Foundation, all
assets shall inure to the Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Presentation

These financial statements of the Seminary have been prepared and are presented in conformity with accounting
principles generally accepted in the United States of America (GAAP). The Seminary is required to report
information regarding its financial position and activities according to the following net asset classifications:

Net assets without donor restrictions: Net assets that are not subject to donor-imposed restrictions and may
be expended for any purpose in performing the primary objectives of the Seminary. These net assets may be
used at the discretion of the Seminary's management and the board of directors.

Net assets with donor restrictions: Net assets subject to stipulations imposed by donors and grantors. Some
donor restrictions are temporary in nature; those restrictions will be met by actions of the Seminary by the
passage of time. Other donor restrictions are perpetual in nature, where by the donor has stipulated the funds
be maintained in perpetuity.

Donor restricted contributions are reported as increases in net assets with donor restrictions. When a

restriction expires, net assets are reclassified from net assets with donor restrictions to net assets without donor
restrictions in the statements of activities.

Basis of Accounting

The consolidated financial statements of the Seminary have been prepared on the accrual basis of accounting.
Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenue and Support

Revenues and support for the Seminary are primarily derived from tuition, fees, and contributions from donors and
supporters of the Seminary. Contributions received are recorded as net assets with donor restrictions and net assets
without donor restrictions depending on the existence and/or nature of donor restrictions.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Recognition of Donor Restrictions

The Seminary reports gifts of cash and other assets as net asset with donor restrictions if they are received with
donor stipulations limiting the use of the donated assets if the restrictions are not met in the period of receipt. A
donor restriction expires when a stipulated time restriction ends or a purpose restriction is accomplished. At that
time net assets with donor restrictions are reclassified to net assets without donor restrictions. If a stipulated time
restriction ends or a purpose restriction is accomplished during the year the donation is received, the donation is
recognized as net assets without donor restrictions revenue.

The Seminary reports gifts of cash and other assets as net assets with donor restrictions if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Revenue Recognition

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:

e as changes in net assets with donor restrictions if the terms of the gift require that they be added to the
principal of a permanent endowment fund;

e as changes in net assets with donor restrictions if the terms of the gift impose a time or purpose restriction
on the use of the income;

e as changes in net assets without donor restrictions in all other cases.

Donated Assets
Donated property is recorded at fair market value on the date of receipt in the appropriate investment, equipment,
or expense account. In the absence of donor restrictions, donated assets are reported as revenue without donor

restrictions.

Donated Services

Occasionally, the Seminary receives support in the form of donated services. Those services are recognized as
revenue without donor restrictions if the services received (a) create or enhance nonfinancial assets or (b) require
specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if
not provided by contribution. Contributed services that do not meet these criteria are not recognized as revenue.
No such amounts were recorded in the financial statements for the years ended July 31, 2020 and 2019.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Classification of Revenue and Expenses

Operating activities include items which are directly related to the Organization's program activities or are essential
support elements of those programs. Depreciation and interest expense have been allocated to related operating
activities. Interest income and gains or losses on disposals of assets or liabilities do not meet the Organization's
criteria for operating activities and are included with other revenue and expenses.

Estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect certain reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. The most significant estimates included in these financial statements are depreciation, the valuation of
certain level 3 investments, the interest rate swap agreement, the accrued benefit obligations, and allocation of
certain expenses.

Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and cash
equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Seminary currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.

Programs

The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture, globally

minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships, and

dedicated to professional excellence and lifelong learning. The Seminary pursues its mission through the execution
of these major programs:

Academic and student - providing a biblically-based education for undergraduate, graduate, and postgraduate
degrees in theology, church music and worship, educational ministries, and evangelism
and missions; along with campus life activities, placement and employment services

Auxiliary enterprises - providing housing, dining, recreational, and other services to students and staff

Administrative support - providing support for program activities and general operations

Facilities operations - providing for maintenance and care of facilities, grounds, and equipment

Cash and Cash Equivalents

For the purposes of financial reporting, the Seminary considers all short-term investments, with an original
maturity of three months or less, to be cash equivalents.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Accounts Receivable

The Seminary’s accounts receivable are due primarily from students. Credit is extended to students and collateral
is not required. Accounts receivable are due at the beginning of each term. Amounts are reported net of an
allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are considered past due.
The Seminary determines its allowance by considering a number of factors, including the length of time student
receivables are past due and the Seminary’s previous loss history. The Seminary writes off accounts receivable
when they are deemed uncollectible, and payments subsequently received on such receivables are credited to the
allowance for doubtful accounts. Typically, students whose accounts are not current are not allowed to enroll in
future classes. Allowance for doubtful accounts for the years ended July 31, 2020 and 2019, was $779,005 and
$347,865, respectively.

Investments

Investments in debt, equity securities, and mineral rights are stated at fair value. The net realized and unrealized
gains and losses on investments are reflected in the Statement of Activities. Investments received by gift or
bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions
from the trusts are recorded as endowment income and the carrying value of the investments is the current market

value of underlying assets.

Fair Value Measurements

The Seminary follows FASB Accounting Standards Codification Topic 820, Fair Value Measurement. Topic 820
defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. Topic 820 establishes a
fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels.

The Seminary adopted the provisions of Accounting Standards Update (ASU) No. 2015-07, Disclosures for
Investments in Certain Entities That Calculate Net Asset Value per Share (or its equivalent). ASU No. 2015-07
amends ASC Topic 820, Fair Value Measurement, to remove the requirements to categorize within the fair value
hierarchy all investments for which fair value is measured using the net asset value (NAV) per share practical
expedient. The information provided in Note 14 in these financial statements has been updated to comply with the
provisions of this ASU.

Split-Interest Agreements

The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable remainder trusts and
charitable gift annuities. At the dates these trusts are established, assets and contribution revenues are recognized
at the present value of the estimated future benefits to be received when the trust assets are distributed. The
receivables are adjusted during the term of the trusts for changes in the value of assets, accretions of the discount
and other changes in the estimates of future benefits which are reflected in the Statement of Activities as a change
in value of split-interest agreements. Liabilities under split-interest agreements are calculated based upon current
actuarial assumptions used by trustees of the agreements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Advertising Costs

The Seminary uses advertising to promote its major programs to the general public. The costs of advertising are
expensed as incurred. Advertising expense was $406,271 and $266,742 for the years ended July 31, 2020 and
2019, respectively.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at acquisition cost. Donated assets are recorded at fair market value at
the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500. Betterments and renewals are
capitalized. Maintenance and repairs are charged to operations when incurred. Depreciation is computed using the
straight-line method over the following estimated useful lives:

BUIIAINES. ..ottt ettt e et et e e esbeenaesse e saennesnnas 30-40 years
EQUIPIMENL....utiiiiiiieeii ettt ettt e et e st e et e esbeesaesseeseensesnnes 5-10 years
Improvements other than buildings.............ccevveeviriirieiiee e 30 years

Impairment of Long-lived Assets

Management evaluates its long-lived assets for financial impairment whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. An impairment loss is recognized when the
estimated undiscounted future cash flows from the assets are less than the carrying value of the assets. Assets to be
disposed of are reported at the lower of their carrying amount or fair value, less cost to sell. Management is of the
opinion that the carrying amount of its long-lived assets does not exceed their estimated recoverable amount.

Unconditional Promises to Give

The Seminary records unconditional promises to give when a promise to give is communicated in writing with
specific amounts and due dates for those donors with an established history of giving. Unconditional promises are
evaluated annually as to collectability and reserves for doubtful promises are provided for estimated uncollectible
accounts. Unconditional promises are written off when determined to be uncollectible.

Functional Allocation of Expenses
The costs of providing the various programs and other activities have been summarized on a functional basis in the
Statement of Activities. Accordingly, certain expenses have been allocated among the programs and supporting

services benefited.

Compensated Absences

Employees of the Seminary are entitled to paid vacation leave depending upon their length of service and other
factors. Compensated absences for vacation leave have not been accrued since they cannot be reasonably
estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement

The Seminary uses a derivative to manage risks related to interest rate movements. The Seminary’s interest-rate
swap contracts are reported at fair value. The change in the swap contract's fair value is reported as a gain or loss in
the Statement of Activities. The Seminary’s risk management strategy is to stabilize cash flow requirements by
maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

New Accounting Pronouncements

In 2019, the Seminary adopted ASU 2016-14, Not-for-Profit Entities (Topic 958) — Presentation of Financial
Statements of Not-for-Profit Entities. The update addresses the complexity and understandability of net asset
classification, deficiencies in information about liquidity and availability of resources, and the lack of consistency
in the type of information provided about expenses and investment return.

On July 1, 2019, the Seminary adopted ASU 2014-09, Revenue from Contracts with Customers (Topic 606), which
outlines a single comprehensive standard for revenue recognition across all industries and supersedes most existing
revenue recognition guidance. In addition, ASU 2014-09 requires new enhanced disclosures. These changes do
not have a material impact of the Seminary's financial statements and have been applied to the financial statements
and footnotes on a modified retrospective basis.

3. LIQUIDITY AND AVAILABLE RESOURCES

The following represents the Seminary's financial assets at July 31, 2020 and 2019:

2020 2019
Cash and cash eqUIVAlENts.............c.ccovviiiirieieiiee e $ 12,043,556 $ 1,247,339
Accounts and contributions receivable............ccceeviieiiieiiiiiiieee e 1,317,110 2,210,424
NOLES TECEIVADIE......eooeeeieeeeeiie et 28,374 396,560
INVESIMENLS.....uvviiiieeieeeieeeeee e e e e eeenraee e 63,642,546 71,546,527
Endowments held in perpetuity by others..........ccoceveierieviiecenieieeeeeeen, 62,549,412 63,229,603
Annuities and trusts held by others..........ccocoeviecirieniienieeeeeee e, 15,379,687 15,093,338
OheT @SSELS...c.uevieveeieeiieiietete sttt ettt ettt ettt 422,458 367.163
Total financial ASSELS.........eccveriereerieiieeie et 155,383.143 154,090,954
Amounts not available to be used within one year, due to:
Contribution and accounts receivable ..........ccoeeivierieriiriieeierieeeeee s $ (120,000) $ (240,000)
Perpetual and term endowments and accumulated earnings not
convertible to cash within the next 12 months...........cccooeervvirieniecinienenne (60,442,000) (68,174,674)
Endowments held in perpetuity by others not convertible to cash within
the NexXt 12 MONLAS. .....cciiiieiie et (59,749,000) (60,229,603)
Investments held in trusts and various state required annuity reserves........ (15,379,687) (15,093,338)
Investments in board designated endowments............ccceeveeeeverierieecieniennnans (470.872) (439.082)
Total amounts not available to be used within one year........................ (136,161,559) (144,176,697)
Financial assets available to meet general expenditures
over the next twelve MmOnths.............coceeivveeirireiieeeeee s $_ 19,221,584 $_ 9,914,257

Financial assets are considered unavailable when illiquid or not convertible to cash within one year, trust assets,
perpetual endowments, or because the governing board has set aside the funds for specific contingency reserves
and projects or a long-term investment as board designated endowments. The Seminary structures its financial
assets to be available as its general expenditures, liabilities, and other obligations come due.
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The Seminary also has an unsecured $3,000,000 line of credit, which was not drawn upon at July 31, 2020. The
line of credit matures on January 19, 2021. The interest rate is LIBOR, with interest due monthly and principal due
upon maturity.

REVENUE FROM CONTRACTS WITH CUSTOMERS

The Seminary's only customers are its students. All revenue associated with students are education-related charges
(tuition and fees). The performance obligations associated with these contracts consist of providing professional
instruction in course subject matter for the associated academic term, assigning a grade consistent with the student's
performance, and recording that grade in an official permanent transcript. Even though the Seminary provides the
contracted educational services over the period of the academic term, generally, no refunds are available to
students after the second week of classes. Therefore, the Seminary fully recognizes revenue from these contracts in
the first accounting period of each academic term.

FUNCTIONAL EXPENSES

Operating activities include items which are directly related to the Seminary's program services or are essential
support elements of those programs. The costs of providing the Seminary's various programs and supporting
services have been summarized in the table below, which reports certain categories of expenses that are attributable
to more than one program or supporting activity. Accordingly, these expenses have been allocated among the
programs and supporting services benefited using allocation bases determined by management and that are
reasonable and consistently applied. Interest income and gains or losses on disposals of assets or liabilities do not
meet the Seminary's criteria for operating activities and are included with other non-operating activities.

Total expenses include all operating expenses and net periodic pension cost.

2020

Program Activities Supporting Activities

Facilities
Academic and Administrative Operation and
student programs Auxiliaries Support Maintenance Total expenses

Salaries and wages..........c..ccoeueee. $ 8,911,564 § 1,159,529 § 4,674,477 $ 2,627,295 $§ 17,372,865
Employee benefits............ccceueneene 3,023,536 375,604 2,201,472 754,449 6,355,061
Depreciation and amortization..... - - - 4,045,899 4,045,899
Services, supplies, and other........ 1,717,337 623,340 2,209,086 1,228,542 5,778,305
Occupancy, utilities, and

MAINLENANCE......ceverveenrerienene 91,135 1,209,059 1,823,029 2,261,814 5,385,037
Interest.......cocvevvereenierieiennen. - 837,653 21,625 - 859,278
Transfer between functions.......... 121,027 1,026,104 18,123 (1,210,903) (45,649)
Depreciation and amortization,

allocated by function.............. 2.124.097 1.665.697 148.485 (3.938.279) -
Total eXpenses.........coccevevveeecenenn $__ 15988696 $__ 6,896986 $__ 11,096,297 § 5,768,817 $__39,750,796
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2019

Program Activities

Supporting Activities

Facilities
Academic and Administrative Operation and
student programs Auxiliaries Support Maintenance Total expenses
Salaries and wages...........ccceeunene $ 10,227,381  $ 1,551,964 §$ 3,587,227 $ 2,417,508 $ 17,784,080
Employee benefits............ccceueneene 2,875,920 347,233 1,748,258 517,126 5,488,537
Depreciation and amortization..... - - - 4,162,532 4,162,532
Services, supplies, and other........ 1,950,154 686,874 2,161,513 (37,951) 4,760,590
Occupancy, utilities, and
maintenance............cceeeveeennnnns 236,979 1,037,553 1,711,651 1,884,147 4,870,330
LS B T - 1,018,523 7,701 - 1,026,224
Transfer between functions.......... 38,703 1,830,485 (294,664) (1,569,227) 5,297
Depreciation and amortization,
allocated by function.............. 2,185,344 1,713,554 152,762 (4,051,660) -
Total eXpenses........oeevvereereenueenns $ 17,514,481 $ 8,186,186 § 9,074,448 $ 3,322,475 $__ 38,097,590
6. UNCONDITIONAL PROMISES TO GIVE
Scheduled maturities of unconditional promises to give at July 31, are as follows:
2020 2019
LeSS than ONE YEAT ........ccociivieieiiiieeieiiieeceteeeee ettt eve et ees $ 120,000 $ 1,122,000
ONE 10 FIVE YEATS....euvieiieiiieeieiieiieie ettt et ste et e st et ae e e eseenseenseenseeees 120,000 240,000
Total unconditional promises t0 GIVe..........ccuereererreerierieieerieeeeseeeeenns 240,000 1,362,000
Unamortized discount at 1.20% and 2.53%, respectively..........ccocue.n.... (4.251) (42.201)
Net unconditional promises t0 GiVe........cevvevverveererrierieieieierereenenns $ 235,749 $ 1,319,799
7. FUNDRAISING ACTIVITIES
Fundraising expense for the years ended July 31, 2020 and 2019, was $1,373,574 and $964,296, respectively,
These expenses are included in institutional support in the accompanying Statement of Activities.
8. COOPERATIVE PROGRAM

One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating in the
Cooperative Program contribute to the SBC, which passes funds (according to an allocation formula) to the
Seminary and other entities. The Seminary received $7,377,175 and $7,631,157 from the SBC for the years ended

July 31, 2020 and 2019, respectively.
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Distributions by state, as provided by the SBC Executive Committee for years ended July 31, are as follows:

ALADAIMA. ....ecuviieiie ettt etae et e et eeree et b e e raeeataeebeaeareeeas
ATASKA. ..o ettt et e e be e ebaeeare s
ATIZONA....c.viieiieeiiie et eeiee ettt ettt eete e et e etaeeetaeesaseetbeeeteeeateeebaeereeeabaeaareeas
ATKANSAS .....eivieciiieiie ettt et eee et et eta e e ete e etee e baeebe e b aeeareaas
CalifOIMIA. .....vvieiie ittt ettt e te e ear e e stbeesareesabeeeaseesaneeraeenns
COLOTAAO ...ttt ettt ettt e et eear e stb e e eae e e abeeeaaeesaneeraeenns
DAKOTA ..ottt et et et ettt e te e e atee e baeebe e b e e eareaas
FIOTIAA ..ot et
L€ 1T 4 T H USRS
Hawaii PaCIfiC........cooiieiiiiiiiciic e e
TIHIIOTS. ettt ettt be e e e e stbeesaseeabeeeaneesaneeraeenns

K@NUCKY ..ottt ettt enee e
LOUISIANA ... e e et e e et e e e ennneas
Maryland-Delaware............coccuerierieriieieeiiesiene et eee
IMICRIGAN....covieiiieiieeie ettt et s et e sbeeneeenaesneenseense e
MiINNESOtA-WISCONSIN......uvvieieeeeeeeiieeeeectreeeeeeee e et ee e e e e e eeeeeeeaeeeeeaeeeeeneeas
IVISSISSIPP 1 enveenreenrereeerseanseeteestenseesseenseessessaenseesseensesssessaenseesesnsesssesseensessenns
IMESSOUL L. ..c.evviieeeeee e eeee e e e et e e et e e et e e ere e e e eareeeeennaeeeeateeeeeaeesennneas
1LY (0301 F: 4 - TP UPPTUPPPPPRPPPPPPPRt
JA (377 1c - TR
NeW ENgland........c.cocooiiiieiiieiee ettt
NEW MEXICO.....cuuveeeeiureeeeeeeeeeee e e et e e et e e et e e eereeeeere e e eennaeeeenaeeeeeaeesennneas
NEW YOIK ..ot e et e e et eeeaeeeennnees

Pennsylvania-South JErSeY........cccverieriieierieiiere ettt
Puerto Rico/U.S. Virgin Islands............ccceeverieiieniiiienieeee e
SOUth Caroling.........ccueeiieieiiere ettt eeaeseeeneeas
TEINESSEE...c..vviiiiieiiii i
TeXAS-BGC T ..ottt ettt et
TeXAS-SBTC ..ttt ettt et
Utah-Tdaho.......ocieeieiiciecee ettt e
Virginia-BGAV . ..ccuoiiiee ettt et e
ViIrginia-SBCV .....oouiiiieiece ettt st
WSt VITZINIA. ...evieiieniieie e cite ettt et ettt ee et et et eenbesnaesaeeseennesnnenns
WYOIMNG ..ottt sttt e ettt e et e e e eseeteenseessessaesseenseensesnnenns

Churches and individUals............ccc.eeeeieieeiieeeeeeeee e

Total Cooperative Program Allocation..........c.ccoccecerenenenineeneeinneenene.
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2020 2019
708,662 S 736,304
4,595 6,831
47,222 43,711
357,302 363,196
71,854 85,480
24,832 27,063
4383 3,782
558,855 577,578
615,323 602,768
9,834 9,253
86,946 91,252
29,833 34,585
15,166 13,379
30,127 31,768
370,345 387,797
248,356 269,664
61,682 66,243
12,032 12,324
8,452 9,186
455,353 479,113
225,246 227,339
7,309 7,628
18,768 24,309
7,802 8,381
41,039 32,579
8,896 9,432
440,409 449,477
22,224 26,762
86,989 84,594
387,391 390,330
11,727 13,400
228 276
414,902 427,287
607,935 616,876
380,902 402,974
557,577 590,174
8,485 8,364
32,243 30,615
177,686 178,569
18,418 21,482
4,138 4251
7,181,468 7,406,376
195.707 224781
7377175 $__ 7.631.157
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9.

10.

INVESTMENTS

The Seminary carries marketable securities at fair market value and realized and unrealized gains and losses are

recorded in the Statement of Activities. Investments consist of the following as of July 31:

2020 2019

Money market fUNAS .........ocveeeririiieiiieeier et $ 542922 % 477,197
EQUILY SECUTTHIES. ....eeetveiieeiieieeteeiiesteiee e eteseee st ae e e eneesese e eseeenseeneeensenes - 20,204
Private CQUILY.....cvieoeieteeiieiieie ettt ettt e e enaenes 615,482 1,008,784
Other Foundations and 3rd party trusts..........ccceeceevienieeciesienieneee e 78,055,029 78,230,803
79,213,433 79,736,988

Investments measured at net asset Value.........cceeeveveeeeoeiieeeeceee e 62.358.212 70,132.480
Investments, net of restricted cash.............cceevvviiiiiiiiii e, $_ 141,571,645 $_149,869.468

The “Investments measured at net asset value” and “Private equity” categories include interest in certain limited
partnerships and limited liability corporations and is carried at fair value as provided by the investment managers.
The amounts realized upon disposition of these investments may differ from the value reflected in the financial
statements and the differences could be material. Certain partnership agreements are restricted as to resale and

may require advance notice for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment activities
of the underlying instruments of the partnerships, including market, credit, and currency risk. The Seminary’s risk
of loss as of July 31, 2020 and 2019, in any of its investment partnerships is limited to the value of the investment

at July 31, 2020 and 2019. Investment fees are netted against dividend and interest income.

The following schedule details investment returns for the years ended July 31:

Dividend and INterest INCOME...........coovuvrviiiieeeiiiieieeeeeeceieeee e e eeeieereeeeeens $ 3,372,187 $§ 4,821,657
Net realized gains on INVESIMENLS...........ceceeriieerieeeiienieesieeeeeenieeeseeesennes 3,079,203 8,361,491
Net unrealized gain (10SS) ON INVESTMENLS........eeeveerrierieeniieeieeniieeneeeinen (2.150.994) (8,603.743)
] 71 EO USRS $__ 4300396 $__ 4,579,405
PROPERTY, PLANT, AND EQUIPMENT
Property and equipment consists of the following at July 31:
LA ettt b e et et nes $§ 2,028483 $§ 2,028,483
BUIlAINES ..ottt 152,706,805 150,842,775
EQUIPIMENL...c.ttiiiiiiiiieiiie ettt et te e s ve et e e v e enbeeseneennnes 16,474,777 16,235,212
Improvements other than buildings...........ccceeevveevieiciieniieniieeeeie e, 11,746,059 9,987,103
Library books/microfilm/antiquities..........ccceeevveereercieeniieeniieereenreesveennes 14,385,662 14,263,995
197,341,786 193,357,568
Less accumulated depreciation............ceceveeveieereenieerieeiecieseeie s (71.,338.584) (67.390.904)
TOtALL ettt $_126,003.202 $ 125,966,664
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Buildings include construction in progress for existing facilities totaling $2,884,888 at July 31, 2020.

11. EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides its officers, permanent faculty and career employees with a defined contribution retirement
plan which is administered by GuideStone Financial Resources of the Southern Baptist Convention under Internal
Revenue Code Section 403(b) and Treasury regulations related thereto. The Seminary contributes 10% of the
participant's salary to the plan and also matches the participant's contributions up to a maximum of 5% of their
salary. The Seminary’s contribution for the years ended July 31, 2020 and 2019, was $1,461,701 and $1,009,198,

respectively.

Postretirement and Postemployment Benefits

The Seminary provides postretirement benefits to retired employees. The following table sets forth the future

obligations at July 31:
2020 2019
Accumulated benefit COStS......uiiviiimiiiniiiiieecii e $ 953.494 $_ 1.252.610
Employer contributions (benefit paid).........ccccccevvvereeciirienieieeeeeeenn (65.300) (65.100)
Net periodic benefit COSt.......cvmiiireriiiieiiiere e 83.681 50,315
Comprehensive INCOME.........c.eevirieiieie et (317,497) (320,514)
Discount rate aSSUMEd............ceeevviiiriieirieiiieeie et eeieeeee e eiee e eveeeane s 1.97% 3.25%

The Seminary provides postemployment benefits to retired employees. The following table sets forth the future

obligations at July 31:
Accumulated Denefit COSES......ovrirriiriiririieie e e $ 441,508 $ 485,225
Employer contributions (benefit paid).........ccccccevvereeciinienieieeeeeeenn (44.794) (49.122)
Net periodic benefit COSt.......cimirreriirieriiie e 1.077 28,622
Discount rate aSSUMEd..........ccvveuerierierieeieiie sttt eee e seeeneeas 2.23% 3.22%

12. NET ASSETS

Net assets without donor restrictions:

CUITENE OPETALIONS. ... vveeeienrrenireereeetestesteesteeaessaestesseeseensesssesseesseasesneesssenseens $ (10,096,862) $ (14,697,116)
INOLES PAYADIC. .....eeeeieeieiieiieie ettt ettt ettt e nee e esaenseens (22,020,389) (18,528,414)
ENAOWIMENL ...ttt ettt sens 2,986,662 13,310,454
Invested in property, plant and eqUIPMENt ...........cccccverveeeiirierieniee e 126,003,202 125,966,664
Unfunded postretirement benefits..........ccoeceeierieciniienie e (953,494) (1,252,610)
Unfunded postemployment benefits...........ccoevveriecirieniieneeniee e (441.,508) (485.225)
Total net assets without donor restrictions............cccecveeverierierieriesrerienenns $_95477.611 $_104,313,753
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13.

Net assets with donor restrictions, temporary in nature and met by passage of 2020 2019
time consists of the following:

CaAPItAl PTOJECES....vivieriirieiieieeeieiet ettt et eteeie et et et e b e saesbesreereeresseesaesseneens $ 4,115,741 $ 4,101,177
SCROIATSIIPS ...ttt ettt et et e e esnee e 13,463,557 9,224,479
ONET ettt ettt et et e ste e e taeebaeere e ebaeeabeeeaaeens 2.607.431 2.105.974

Total net assets, teMPOrary in NALULE..........ecvrervereerreriiererreeeesieeeennenn, $_ 20,186,729 $_ 15,431,630

Net assets with donor restrictions, perpetual in nature and stipulated by the
donor consists of the following:

Annuity and life income funds............cccoeevirierienieiecee e, $ 4,660,466 $ 4,882,470
Endowment fUNAS............oooouiiiiiiiie e, 123,200,076 121,007,398
OBET. ..ttt ettt ettt et ettt ettt e et e ereeereeere e, 76,850 759,440
Total net assets, perpetual in NALULE...........cecvreriercierieriieieee e, 127.937.392 126,649,308
Total net assets with donor reStriCtions...........cccvveeeevvveeeeiveeeeeeeeeeeeeee e, 148.124.121 142.080,938
TOtal NEE @SSELS.....vievvireereereeeeeerieeteeete et e et et e ereere e e eaeeereen s $ 243,601,732 $_ 246,394,691

Net assets released during the years ended July 31 are for the following

purposes:
CaPItal PIOJECES.....vivietiiieieieietietet ettt et ettt ettt bees e besenas $ 199,004 $§ (3,539,029)
SCROLATSIIPS ...ttt sttt s et eaeeenee e 5,509,838 5,325,612
(35T PSRRI 221.345 3.672.009

Total net assets 1e1eased...........oovivieviieiiiiiieeeeee e, $_  5930,187 $__ 5.458,592

ENDOWMENT INVESTMENTS

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include net assets
with donor restricted funds that the Seminary must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while
assuming moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide an
average rate of return of approximately 8% annually. Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent
risk constraints.
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Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment funds
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the Seminary's
objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return. The Board of Trustees has the right to
recommend against expenditure of earnings or gains in any given year due to factors such as financial market
conditions or poor investment performance.

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
entities throughout the United States. These entities do not report net assets with donor restrictions on the amount
to retain as a fund of perpetual duration. Consequently, the Seminary records changes in the market value of
investments held in trust for the benefit of the Organization as though the donor specifies the undistributed funds
be considered included in the fund for perpetual duration.

Underwater Funds - From time to time, the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and
the Texas Uniform Prudent Management of Institutional Funds Act (TUPMIFA), deficiencies of this nature are
classified in net assets with donor restrictions. As of July 31, 2020 and 2019, material deficiencies (5.0% or
greater) of this nature exist in 437 and 260 donor-restricted endowment funds, respectively, which together have a
original gift value of $41,721,105 and $23,123,500, respectively, and a market value of $32,245,795 and
$18,800,100, respectively. These deficiencies resulted primarily from unfavorable market conditions that occurred
shortly after the investment of new perpetually restricted contributions, along with continuing distributions for the
program purposes designated by the donors.

Restrictions - Endowment investments are either net assets with donor restrictions or net assets without donor
restrictions. Donor contributions and earnings that are permanently reinvested at donor direction, and earnings
from funds held in trust by others are treated as net assets with donor restrictions. Other market value changes,
whether realized or unrealized gains and losses or income (net of expenses) of donor-restricted endowments and all
board-designated endowments are placed in the unrestricted category.

Endowments as of July 31, 2020, are composed of the following:

Without Donor  With Donor

Restrictions Restrictions Total
Donor-restricted endowment funds and market value changes
of donor-restricted endowment funds...............ccceeeeviiivieeineeinn, $ 2,515,790 $123,200,076 $125,715,866
Board-designated ...........ocevieiieniieiiee e 470.872 - 470,872
TOtAL ... $__2.986,662 $123.200,076 $126,186,738
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The change in endowments for the year ended July 31, 2020, is as follows:

Without Donor  With Donor

Restrictions Restrictions Total
Beginning of the period..........cccovveeiieiirienieeeieeieeee e $ 13,310,454 $121,373,822 $134,684,276
Change in INVESTMENL..........c.ereereereieierieieereeeeeeeeeeeee e seeas (10,371,792) (33,868)  (10,405,660)
CONIIDULIONS.......ovveeeeereeeeeieee e eeeeee e e ere e e 48.000 1,860,122 1,908.122
End of period.........ccovievieiiei e $__ 2.986,662 $123.200,076 $126,186,738

Endowments as of July 31, 2019, are composed of the following:

Without Donor With Donor

Restrictions Restrictions Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds.............c.c.c......... $ 12,871,372 $ 121,373,822 $ 134,245,194
Board-designated ..........cceeierieneeiieee e 439.082 - 439,082
0] 71 SRR $_ 13310454 $_121,373.822 $134,684,276

The change in endowments for the year ended July 31, 2019, is as follows:

Without Donor With Donor

Restrictions Restrictions Total
Beginning of the period..........cccovvevierieeeiieieiiieieeeieieeen $ 14,540,873 $ 120,731,273 $ 135,272,146
Change N INVESMENL..........c.ereereeeieierieieete e eeeeeeeee e seees (1,278,419) (907,739) (2,186,158)
CONIDULIONS .....cvvieceiieeie et ettt e e s 48.000 1,550,288 1,598.288
End of PETiod......ccvevviivieiiiiieiieieieieieee e $_ 13,310,454 $_121,373.822 $134,684,276

14. FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit
price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Seminary uses various valuation approaches. A fair value hierarchy for inputs is used

in measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable inputs
by requiring that the most observable inputs are to be used when available.
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The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Seminary has the ability to access.

Level 2 — Valuations based on inputs, other than quoted prices included in Level 1, which are observable either
directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by reference to
quoted market prices and other relevant information generated by market transactions.

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of the
investments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are
available according to the type of investment strategy in use.

Multi-strategy and long/short hedge funds typically utilize the NAV provided by the underlying investee. The
Valuation Committee established by each fund manager also takes into account information provided within
audited and unaudited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other alternative valuation techniques may be utilized by the
fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not publicly
traded. The fair value of these securities is not readily determinable. These investments are valued on at least a
quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting principles
generally accepted in the United States (US GAAP). The Board of Directors or Valuation Committee determines
the fair value in good faith based on the input of their Investment Advisor and the respective third-party valuation
firms.

Private equity funds fair values are supported by information received from the investee funds such as monthly net
asset values, investor reports, and audited financial statements, when available. The fund Valuation Committee
may consider other factors, including subscription and redemption rights, expected discounted cash flows,
transactions in the secondary market, bids received from potential buyers, and overall market conditions in its
determination of fair value.

Investments by category level at July 31, 2020, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)

Endowment Funds..........ccooveiiiiiiiiieceeieeeeeenen, $ 63,833,746 $ 63,218,264 $ - $ 615,482
ANNUILES, NET......veeieeiiieeeiee e 4,660,466 4,660,466 - -
Other InvesStments..............cooevveeeeeeeeeeeineeeeereeeens - - - -
Total investments subject to fair value
RIETATCHY ...cvevivcieici e 68,494,212 $_ 67,878,730 $ - $ 615,482
Investments measured at net asset value.............. 62,358,212

TOtal..ccuviiieiieceieceeeeeece e $130,852,424
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Investments by category level at July 31, 2019, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)

Endowment Funds..........cccoooevieviieiiieceeieeeeeene, $ 64,551,795 $ 63,543,011 §$ - $ 1,008,784
ANNUILES, NET......veeieeiiieeciee e 4,882,469 4,882,469 - -
Other InvesStments..............cooevveeeeeveeeeiireeeeereeeens 91.854 91.854 - -
Total investments subject to fair value
HIETarchyi....c.covevvieiieiieiieiceeeeeee e 69,526,118 $_68,517,334 § - $__ 1,008,784
Investments measured at net asset value.............. 70,132,480

TOtal.oveeceieeeeee e $139.658,598

The changes in investment in partnerships, which are measured at fair value on a recurring basis using significant
unobservable inputs, are as follows:

Balance at July 31, 2018.....ccciiiieieiieie et $ 1,562,868
REACMPLIONS. ....eeieeiiiieiieie ettt sttt e e sseenseseseeneas (622,827)
SUDSCIIPTIONS ...t euveeeieeiietieiieieete st et et e testeste e st enseeseesaeesseenseessesnsesseenseens 41,693
Change in estimated fair value...........cccovieviieiinieriee e 27.050
Balance at July 31, 2019......ccuiiiiieiie e 1,008,784
REACMPLIONS. ....eeieiiiiieiieie ettt ettt sttt e e steenseseseeneas (301,718)
SUDSCIIPTIONS ....reetreeieeitetieeiieieete et et eteeae st e see e st enbeseesaeesseenseensesnsesseenseens 10,792
Change in estimated fair value...........cccovieviiecinieniee e (102.376)
Balance at July 31, 2020........c.ccieieieieieieieieniesie et eee e s s s eae s $__ 615482
NOTES PAYABLE

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”) with a bank, for the purpose of
paying for construction of 252 new student housing units. The Loan is structured with $16,000,000 of tax-exempt
bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the loan is amortized over 20 years,
with the final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day LIBOR rate
plus 156 basis points. The 90-day LIBOR rate is .25% and 2.27% at July 31, 2020 and 2019, respectively. From
December 2011 to December 2013, quarterly payments were for interest only, with both principal reduction and
interest payments beginning in January 2014. The taxable portion of the loan was due December 30, 2018, with
interest calculated as 90-day LIBOR rate plus 200 basis points. This portion of the Loan was renewed and
extended to mature on December 15, 2021, with the same interest provision. The Loan is secured with deeds of
trust on land and buildings, with a net book value of $25,043,864 in Fort Worth, Texas.

In April 2020, the Seminary obtained a 1% interest bearing Paycheck Protection Program loan through the Small
Business Administration (SBA) for $4,550,500. The Paycheck Protection Program is a loan that helps businesses
keep their workforce employed during the Coronavirus crisis. The Seminary is required to repay the funds in
seventeen equal principal payments, of $252,806, and one final principal and interest payment of $252,999. The
first payment is due in November 2020, and the final payment is due in April 2022. The Seminary applied for loan
forgiveness in October 2020. The funds were used for qualifying expenses according to the SBA and management
firmly believes the loan amount will be forgiven. The Seminary is currently waiting on communication from the
SBA.
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Scheduled principal payments and total loans outstanding at July 31, 2020, for the following two years ended July
31, and thereafter are as follows:

2021ttt ettt e be sttt n e st ne bt r e nene $ 5,360,120
TRETEATEET ... ettt 16,457,758
Total scheduled paymMeENnts..........ccecvevieeeiieieniieieee e 21,817,878
Liability on sWap agreement..........ceecveeveeiereeseenieneeseeneeeeesnesseeneeenes 250,511

DEDL ISSUE COSL.c.veuvruiiniiiinienieniinteeicetet ettt e (48.000)
Total amount outStanding............ccecvevverierrerineeieiereieiereee e $_22,020,389

The Seminary entered into an interest rate swap as a hedge against exposure to variances in interest rates applied to
the loans. The differential interest required to be paid or that will be received under these agreements is accrued
consistent with the terms of the agreements and is recognized in the Statements of Activities and included in these
Notes Payable. The interest rate for the bonds is established quarterly based upon 65% of the 90-Day LIBOR plus
1.56% (1.72% and 3.04% at July 31, 2020 and 2019, respectively). The notional principal amount of the swap
agreements are $10,000,000 and $6,000,000. The agreements effectively fix the Seminary’s interest rate exposure
at 3.25% for a period of ten years ending December 2021.

Generally accepted accounting principles require derivative instruments, such as interest rate swap agreements, to
be recognized at fair value as either assets or liabilities in the Statements of Financial Position. Accordingly,
$250,511 and $132,850, which is representative of the value of the swap agreements at July 31, 2020 and 2019,
respectively, is included in Notes Payable on the Statement of Financial Position. Value has been measured based
on an estimate of the amount needed to settle the agreement as calculated by the counterparty to the swap
agreement. Such calculations were based on changes in market conditions and/or assumptions underlying the
valuation models.

The Seminary paid interest for the years ending July 31, 2020 and 2019, of $716,991 and $828,437, respectively.
CHARITABLE GIFT ANNUITIES

The Seminary enters into split interest agreements with donors whereby, in exchange for the gift from the donor,
the Seminary is obligated to provide an annuity to the donor or other designated beneficiaries during their lifetimes.
At July 31, 2020, five annuities are active. The assets and liabilities associated with these annuities are accounted
for as indicated in Note 2, Split-Interest Agreements.

LEASE COMMITMENTS
The Seminary has non-cancelable operating leases for various office equipment expiring in 2023. Lease expenses

were $242,376 and $244,748 for the years ended July 31, 2020 and 2019, respectively. The Seminary's future
minimum lease payments under the lease agreements are as follows for the three years ended July 31:

2021 $ 232210
2022, 221,044
20231 e, 143,038
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20.

ACCOUNTING FOR UNCERTAIN TAX POSITIONS

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3) of the
Internal Revenue Code as other than a private foundation, except on net income derived from unrelated business
activities. The Seminary is subject to unrelated business income tax on certain rental activities. The Seminary paid
no taxes for unrelated business income tax in 2020 and 2019 as expenses exceeded revenues. The Seminary
believes that it has appropriate support for any tax positions taken, and as such, does not have any uncertain tax
positions that are material to the financial statements.

CONTINGENCY

The Seminary is a defendant in a pending litigation, asserting claims by a former student of the Seminary, related
to an alleged sexual offense occurring on Seminary property. Presently, discovery responses are ongoing
according to the timelines established by law and/or by agreement of the parties. At this stage, there is no
reasonable prediction of the outcome of the case, or of any potential liability of the Seminary. The Seminary has
tendered the lawsuit to its insurance carrier, who is providing the Seminary a defense subject to a reservation of
rights.

SUBSEQUENT EVENTS

The Seminary has evaluated subsequent events through October 15, 2020, the date the financial statements were
available to be issued.
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Independent Auditors' Report

To the Board of Trustees
The Southwestern Baptist Theological Seminary
Fort Worth, Texas

We have audited the accompanying consolidated financial statements of The Southwestern Baptist Theological
Seminary (a Texas nonprofit corporation) which comprise the consolidated statements of financial position as of July
31, 2021 and 2020, and the related consolidated statements of activities and cash flows for the years then ended, and
the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. 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 audits to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of The Southwestern Baptist Theological Seminary, as of July 31, 2021 and 2020, and the changes
in their net assets and their cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Irving, Texas
October 11, 2021
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Consolidated Statements of Financial Position
July 31, 2021 and 2020

Assets: 2021 2020
Cash and cash eqUIVAIENLS .........ccecieriieieriieieniee ettt s ae e aeeeees $ 6,669,447 $ 12,043,556
ACCOUNTS TECEIVADIES, NET.......viiiieeiiiiiiiiietee ettt e e e enaees 1,006,356 1,081,361
Unconditional promises t0 ZiVe, NEt..........c.evvervieieriieiienienieeeerieeeeseesaeeeeseeessesenes 120,000 235,749
(01 4 1S g T 1 £ TR 474,334 422,458
INOLES TECEIVADIE ... ..eeiieie it eaae e e enaeeean 9,142 28,374
Investments:

Endowment fUNAS........cc.oooiviiiiiiiieieeeeceee e 149,795,926 126,186,738
SPIt-Interest fUNAS......ccveeeieiieiieieeeeecee et ens 17,200,797 15,379,687
Other INVESTMENES .....ccuviiiiiieiieiie ettt ee e et e e eeaeeeveeeaeeeteeeveeeaeeennes 1,397,602 5,220
TOtal INVESIMENTS......couvviiiieieieeeeie ettt e et e e e e e eaae e e enaeeeeenneesennes 168,394,325 141,571,645
Property, plant, and equIpmMENt, NEL...........cceecveruieviiriierieeiere et see e eeees 130,649,704 126,003,202
TOLAL ASSELS...nnveeeeeeeeeeeee et ee et e et e e et e e et e e e eeeeeeeeeeeeaaeesaaeesesneeeseeaeesnenes $307,323,308 $281,386,345

Liabilities and net assets:

Liabilities:
ACCOUNLS PAYADIC.......oicvieiiiciiiiiciicteete ettt et re e ste b sraens $ 1,648,684 $ 1,466,609
Accrued salaries and DENETILS.......c.uvviiiiiiiiiiiiie e 905,292 932,795
Deposits and agency funds..........ccoeeerireniinineneee e 595,100 887,785
DEfErTed INCOIME. .. ..oiiieeiiiieiiee ettt e s et e e eateeeennaes 163,573 362,812
NOLES PAYADIC......eeeiiiiiiiiieiiciiecteee ettt ettt et be b saeeaeeneas 16,280,384 22,020,389
Liability under annuity CONTIACTS...........ccuevrieriieierrieieseeteeeesteereseesreenesreevesenens 11,620,565 10,719,221
Accrued postretirement benefit 0bligation...........c.coeceviriririiiineniieeee e 884,510 953,494
Accrued postemployment benefit Obligation............cceceeeeerereneninenerereee 442,935 441,508
Total HHADIIITIES.......cveeeeieeree ettt ettt enee s 32,541,043 37.784.613

Net Assets:
Net assets - without dOnor reStriCtioNS. .........ccueeeeeviiieciee e e e 110,687,488 95,477,611
Net assets - With dONOT TESIIICTIONS. ......eiiiiieeriiieee et e e e e e e enraeeeeeeas 164,094,777 148,124,121
TOLAl NEE ASSELS....vvveeiieeeieeeee ettt et e e e e st e e e e e eeraareeesesanaeeeas 274,782,265 243,601,732
Total 11abilities and NEt ASSELS.......eeeeereeeeeeeeeeeeee et eeeeeeeeeeeeeeeeeeeeeeeeeeeaees $307,323,308 $ 281,386,345

The accompanying notes are an integral part of these financial statements.
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Consolidated Statement of Activities
For the Year Ended July 31, 2021

2021
Without
Donor With Donor
Changes in net assets: Restrictions Restrictions Total
Revenues and other additions:
Tuition aNd FEES.....c.eovviieiieiieiieeeceeeeee et $ 12,450,260 $ - $ 12,450,260
Scholarship and fellowShips.........ccceveeiinienieiireeeeee (5,433,964) - (5,433,964)
Gifts:
Cooperative Program...........cocceeeeveenienienieeceeee e 7,045,972 - 7,045,972
Student @id.........cooieeiiiiiiiieeee e - 3,181,609 3,181,609
ENdOWIMENT........coviiiiiiieiiciicie ettt 48,000 1,681,165 1,729,165
OBET....cvieeeceeee ettt aeeas 10,902,958 1,189,310 12,092,268
Investment TetUIN..........c..oooeiuieieiieeeie e 14,629,154 15,379,217 30,008,371
Change in value of split interest funds..........cccoocveeereeniecennnee. - (886,852) (886,852)
AUXIlIary eNterPriSes.....cecverureruierieriierieeiestieieeeie st e e 5,169,797 - 5,169,797
OBET ...ttt ettt e ennas 394,241 - 394,241
Net assets released from restriction...........ooeevvvveeieeveveeeeeeiiennnee. 4,573,793 (4,573,793) -
Total TEVENUE........eoceiieiiiiiietie ettt e 49,780,211 15,970,656 65,750,867
Expenses and other deductions:
Academic and student programs...........c.cceevveeverieerieeeesieenenneenns 15,215,947 - 15,215,947
AdmIniStrative SUPPOTt......ccverveerrerrerieererieeieeeenieeseeseesseesesseenns 12,494,233 - 12,494,233
AUXIHATIES. ...t 6,507,724 - 6,507,724
Facilities operation and maintenance..............ccoeeeevveeeerreenerneennn. 5,218,439 - 5,218,439
Total operating eXpPenSses.......cceevverveerreevesreerresreesreeeenreenns 39,436,343 - 39,436,343
Change in net assets from operating activities..........ccecereererreennrnne 10,343,868 15,970,656 26,314,524
Other revenue and expenses:
Gain on extinguishment of debt............coccooviiiiiiiiiiiii 4,550,500 - 4,550,500
Gain on disposal Of ProPerty........ccceeeerieierieierieieeiere e 315.509 - 315.509
Total other revenue and eXPenses.........cecveeereeerieeieneeiereeee e 4,866,009 - 4,866,009
Change in NEt ASSELS.......ccueeruerreerieeieniieieeeeeieeeesteeeesseeseeeesseensesseenns 15,209,877 15,970,656 31,180,533
Net assets, beginning of Year..........ccoocvevereierieieiiereeieseee e 95,477,611 148,124,121 243,601,732
Net assets, end Of YEaT.......c.cceiiiiiieieieieieeeeceeeee e $110,687,488 $164,094,777 $274,782.265

The accompanying notes are an integral part of these financial statements.
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For the Year Ended July 31, 2020

2020
Without
Donor With Donor
Changes in net assets: Restrictions Restrictions Total
Revenues and other additions:
Tuition aNd FEES.....c.eovviieiieiieiieeeceeeeee et $ 14,959,734 § - $ 14,959,734
Scholarship and fellowShips.........ccceveeiinienieiireeeeee (5,507,188) - (5,507,188)
Gifts:
Cooperative Program...........cocceeeeveenienienieeceeee e 7,377,175 - 7,377,175
Student @id.........c.ooveeeiiiiieeee e - 3,162,343 3,162,343
ENAOWIMENT........ocviiiiiiiieeeeecee et 48,000 1,860,122 1,908,122
(01417 PR 3,746,978 1,009,806 4,756,784
INVESTMENT TELUINL .....vevviiieiiieiieiee e (2,094,860) 6,395,256 4,300,396
Change in value of split interest funds..........cccoocveeereeniecennnee. - (454,157) (454,157)
AUXIlIary eNterPriSes.....cecverureruierieriierieeiestieieeeie st e e 5,257,042 - 5,257,042
(0111 T3 TR 1,665,499 - 1,665,499
Net assets released from restriction...........ooeevvvveeieeveveeeeeeiiennnee. 5,930,187 (5,930,187) -
Total TEVENUE........eoceiieiiiiiietie ettt e 31,382,567 6,043,183 37,425,750
Expenses and other deductions:
Academic and student programs...........c.cceevveeverieerieeeesieenenneenns 15,988,696 - 15,988,696
AdmIniStrative SUPPOTt......ccverveerrerrerieererieeieeeenieeseeseesseesesseenns 11,096,297 - 11,096,297
AUXIHATIES. ...ttt ettt e eveeere e 6,896,986 - 6,896,986
Facilities operation and maintenance..............ccoeeeevveeeerreenerneennn. 5,768.817 - 5,768,817
Total operating eXpPenSses.......cceevverveerreevesreerresreesreeeenreenns 39,750,796 - 39,750,796
Change in net assets from operating activities..........ccevvereereeeeennrnne (8,368,229) 6,043,183 (2,325,046)
Loss 0n sale Of Property........cccceceeeerierieeeieneeieseee e (467.913) - (467.913)
Change in NEt ASSETS.......ccueeruerrieriieieriieieeteenieeeee st ete e eeenee e eeesee s (8,836,142) 6,043,183 (2,792,959)
Net assets, beginning of Year..........ccovoverereiieieiieeeereee e 104,313,753 142,080,938 246,394,691
Net assets, end Of YEaT.......c.cvvevierierieieieieieieeee s $ 95477.611 $148,124,121 $243,601,732

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Cash Flows
For the Years Ended July 31, 2021 and 2020

Change in cash and cash equivalents:

CRANGE 1N NET ASSETS....euvetieuiirtieieeiiert ettt ettt ettt ettt e et sitesbeestesaeenaesaeesaeenae e,
Adjustments to reconcile change in net assets to net cash utilized by operating activities:

Depreciation and amortization of debt iSSUE COSt......ccurvrriirieriiriiriiiicieeieieieieste e
Gain on extinguishment of debt.........cccueviiiiiiiiiiieiecceee s
Contributions restricted for endowment and acquisition of long-term assets.....................
Gain on disposal Of fIXEd ASSELS........ccieierieriiriirrietiee ettt ettt ettt sbesbesbeeaeeeas
NON-CASH CONEITDULIONS ...ttt nes
Change in value of sSWap Hability.......ccccceeveviiriirieieieeeecie e
Net unrealized and realized gain on INVESTMENLS..........ccvevverierierierienieeieeeieiesresre e
INVESHMENT INCOMIC ...ttt ettt ettt s et b e sttt b et e e s e e st be e eeenes
Change in value of split-interest funds...........ccoeveeeeieieiieierieseree e
Changes in operating assets and liabilities:
RECEIVADIES. ...ttt ettt ettt se b se b
Unconditional PromiSes t0 ZIVe.......c.eveverierierrisreseeeeeeeeiessessessessesseesessseseessessessessenss
ONET @SSELS....e.veuevitetieteiiet ettt ettt sttt ettt e bt s b s et e e st e st et e e e st eseseenennas
ACCOUNTS PAYADIC....c.viviiiiieiieiietieieieiesie ettt et e et e b et e besbeebeeseeseessessessessessassenes
Other ACCTUEA EXPEINSES......veuverrererresreereerieteertetestestessesseeseeseestessessassessesseeseessessessessensenes
DEferred INCOME. ......euiteiieiiieiieteet ettt ettt se b
Accrued postretirement benefit obligation
Accrued postemployment benefit obligation

TOtal AQJUSEINENLS ..c..eveeeiiieiieieieeteet ettt ettt b e bttt benae st e
Net cash utilized by operating activities ........c.ecevueirueirenieinenineneeneeeene e
Cash flows from investing activities:

Proceeds from sale and maturities of iINVEStMENLS..........c.ccvevververierierierieneeeeeeeeeee e
Proceeds from notes reCeIVabIE........uiveieierieiicieeietceeetetee et
Purchase of INVESTMENLS ......ccvevviriirieieieieieteseete ettt ettt ee e se e nsenbesaeenes
Proceeds from sale of property and eqUIPMENt..........ccceveeverierieriereneeeneeeeeeeeeeee e
Investment in CONSIUCHION 1N PIOZIESS ...vverveverrerrierierierierereiessessessessessesseeseessessensessessenses
Purchase of property, plant, and eqUIPMENt ...........cceevieierierierererenece e

Net cash (utilized) provided by investing activities..........c.ceeereeererieirenineneieeceees

Cash flows from financing activities:
Proceeds from issuance of Notes payable........ccoocieveiieiieiieriieieeee e
Principal payments on notes payable..........cccooeriririririiieieeeeee s
Contributions restricted for endowments and acquisition of long-term assets...................
Net cash provided by financing aCtiVities..........cocceverveerieirireieneineneereeeeseee e
Net (decrease) increase in cash and cash equIvalents...........cocevvererereeininieieeeee e

Cash and cash equivalents, beginning Of YEar ...........ccvecievirierierierierieciecececetee e

Cash and cash equivalents, end Of YEaT.........cccoveriiriericieicieceeeere et

2021 2020
$_ 31,180,533 $_ (2.792.959)
4,117,005 4,069,899
(4,550,500) -
(2,765,518) (2,200,374)
(315,509) 469,003
(2,643,197) (664,810)
(172,634) 117,662
(24,917,126) (1,232,660)
(1,572,006) (1,327,950)
941,120 1,166,717
75,006 (190,736)
115,749 1,084,051
(51,876) (55,295)
(556,330) (34,090)
(320,188) 255,427
(199,239) 81,731
(68,984) (299,116)
1,427 (43.717)
(32.882.800) 1,195,742
(1,702,267) (1,597.217)
22,844,677 20,334,143
19,231 368,186
(20,574,804) (9,469,266)
422,466 3,300
(7,001,078) (2,724,242)
(1.106.982) (1.669.374)
(5.396.490) 6.842.747
- 8,150,500
(1,040,870) (4,800,187)
2,765,518 2,200,374
1,724,648 5,550,687
(5,374,109) 10,796,217
12,043,556 1,247.339
S 6669447 $__ 12043556

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

1. NATURE OF ORGANIZATION

The Southwestern Baptist Theological Seminary, (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The primary purpose of the Seminary is to provide theological
education for men and women preparing for Christian ministry. The Seminary’s primary location is in Fort
Worth, Texas.

The Seminary is supported by the Southern Baptist Convention (SBC) and is an entity of that Convention. The
Seminary is economically dependent on the SBC and others for financial support.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Seminary consolidates the accounts of Southwestern Seminary Foundation (“Foundation™), Texas non-profit
corporation. Foundation is organized and operated for the benefit of and to further the purposes of the Seminary
and to hold and manage a portion of the Seminary’s endowment portfolio. Foundation is exempt from federal
income tax under Section 501(c)(3) of the Internal Revenue Code. In the event of dissolution of Foundation, all
assets shall inure to the Seminary. All significant intercompany accounts and transactions have been eliminated.

Basis of Presentation

These financial statements of the Seminary have been prepared and are presented in conformity with accounting
principles generally accepted in the United States of America (GAAP). The Seminary is required to report
information regarding its financial position and activities according to the following net asset classifications:

Net assets without donor restrictions: Net assets that are not subject to donor-imposed restrictions and may
be expended for any purpose in performing the primary objectives of the Seminary. These net assets may be
used at the discretion of the Seminary's management and the board of directors.

Net assets with donor restrictions: Net assets subject to stipulations imposed by donors and grantors. Some
donor restrictions are temporary in nature; those restrictions will be met by actions of the Seminary or by the
passage of time. Other donor restrictions are perpetual in nature, where by the donor has stipulated the funds
be maintained in perpetuity.

Donor restricted contributions are reported as increases in net assets with donor restrictions. When a
restriction expires, net assets are reclassified from net assets with donor restrictions to net assets without

donor restrictions in the statements of activities.

Basis of Accounting

The consolidated financial statements of the Seminary have been prepared on the accrual basis of accounting.
Accordingly, revenues are recognized when earned and expenses are recorded when incurred.

Revenue and Support

Revenues and support for the Seminary are primarily derived from tuition, fees, and contributions from donors
and supporters of the Seminary. Contributions received are recorded as net assets with donor restrictions and net
assets without donor restrictions depending on the existence and/or nature of donor restrictions.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Consolidated Financial Statements

Recognition of Donor Restrictions

The Seminary reports gifts of cash and other assets as net asset with donor restrictions if they are received with
donor stipulations limiting the use of the donated assets if the restrictions are not met in the period of receipt. A
donor restriction expires when a stipulated time restriction ends or a purpose restriction is accomplished. At that
time net assets with donor restrictions are reclassified to net assets without donor restrictions. If a stipulated time
restriction ends or a purpose restriction is accomplished during the year the donation is received, the donation is
recognized as net assets without donor restrictions revenue.

The Seminary reports gifts of cash and other assets as net assets with donor restrictions if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the

income derived from the donated asset for general or restricted purposes.

Revenue Recognition

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:

e as changes in net assets with donor restrictions if the terms of the gift require that they be added to the
principal of a permanent endowment fund,

e as changes in net assets with donor restrictions if the terms of the gift impose a time or purpose
restriction on the use of the income;

e as changes in net assets without donor restrictions in all other cases.

Donated Assets
Donated property is recorded at fair market value on the date of receipt in the appropriate investment, equipment,
or expense account. In the absence of donor restrictions, donated assets are reported as revenue without donor

restrictions.

Donated Services

Occasionally, the Seminary receives support in the form of donated services. Those services are recognized as
revenue without donor restrictions if the services received (a) create or enhance nonfinancial assets or (b) require
specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if
not provided by contribution. Contributed services that do not meet these criteria are not recognized as revenue.
No such amounts were recorded in the financial statements for the years ended July 31, 2021 and 2020.
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Classification of Revenue and Expenses

Operating activities include items which are directly related to the Organization's program activities or are essential
support elements of those programs. Depreciation and interest expense have been allocated to related operating
activities. Interest income and gains or losses on disposals of assets or liabilities do not meet the Organization's
criteria for operating activities and are included with other revenue and expenses.

Estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect certain reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. The most significant estimates included in these financial statements are depreciation, the valuation of
certain level 3 investments, the interest rate swap agreement, the accrued benefit obligations, and allocation of
certain expenses.

Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and cash
equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the
risk of incurring material losses related to this credit risk is remote. The Seminary currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.

Programs
The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture, globally
minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships, and

dedicated to professional excellence and lifelong learning. The Seminary pursues its mission through the
execution of these major programs:

Academic and student - providing a biblically-based education for undergraduate, graduate, and postgraduate
degrees in theology, church music and worship, educational ministries, and evangelism
and missions; along with campus life activities, placement and employment services

Auxiliary enterprises - providing housing, dining, recreational, and other services to students and staff

Administrative support - providing support for program activities and general operations

Facilities operations - providing for maintenance and care of facilities, grounds, and equipment

Cash and Cash Equivalents

For the purposes of financial reporting, the Seminary considers all short-term investments, with an original
maturity of three months or less, to be cash equivalents.
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Accounts Receivable

The Seminary’s accounts receivable are due primarily from students. Credit is extended to students and collateral
is not required. Accounts receivable are due at the beginning of each term. Amounts are reported net of an
allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are considered past due.
The Seminary determines its allowance by considering a number of factors, including the length of time student
receivables are past due and the Seminary’s previous loss history. The Seminary writes off accounts receivable
when they are deemed uncollectible, and payments subsequently received on such receivables are credited to the
allowance for doubtful accounts. Typically, students whose accounts are not current are not allowed to enroll in
future classes. Allowance for doubtful accounts for the years ended July 31, 2021 and 2020, was $1,310,309 and
$779,005, respectively.

Investments

Investments in debt, equity securities, and mineral rights are stated at fair value. The net realized and unrealized
gains and losses on investments are reflected in the Statement of Activities. Investments received by gift or
bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions
from the trusts are recorded as endowment income and the carrying value of the investments is the current market

value of underlying assets.

Fair Value Measurements

The Seminary follows FASB Accounting Standards Codification Topic 820, Fair Value Measurement. Topic 820
defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. Topic 820 establishes a
fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels.

The Seminary adopted the provisions of Accounting Standards Update (ASU) No. 2015-07, Disclosures for
Investments in Certain Entities That Calculate Net Asset Value per Share (or its equivalent). ASU No. 2015-07
amends ASC Topic 820, Fair Value Measurement, to remove the requirements to categorize within the fair value
hierarchy all investments for which fair value is measured using the net asset value (NAV) per share practical
expedient. The information provided in Note 14 in these financial statements has been updated to comply with
the provisions of this ASU.

Split-Interest Agreements

The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable remainder trusts and
charitable gift annuities. At the dates these trusts are established, assets and contribution revenues are recognized
at the present value of the estimated future benefits to be received when the trust assets are distributed. The
receivables are adjusted during the term of the trusts for changes in the value of assets, accretions of the discount
and other changes in the estimates of future benefits which are reflected in the Statement of Activities as a change
in value of split-interest agreements. Liabilities under split-interest agreements are calculated based upon current
actuarial assumptions used by trustees of the agreements.
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Advertising Costs

The Seminary uses advertising to promote its major programs to the general public. The costs of advertising are
expensed as incurred. Advertising expense was $488,341 and $406,271 for the years ended July 31, 2021 and
2020, respectively.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at acquisition cost. Donated assets are recorded at fair market value
at the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500. Betterments and renewals
are capitalized. Maintenance and repairs are charged to operations when incurred. Depreciation is computed
using the straight-line method over the following estimated useful lives:

BUILAINES ...ttt ettt sttt s e eneas 30-40 years
EQUIPIMENL. ..ot ettt ettt et sae e s nneenees 5-10 years
Improvements other than buildings...........cccoeeeiieiiniiiiie e, 30 years

Impairment of Long-lived Assets

Management evaluates its long-lived assets for financial impairment whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. An impairment loss is recognized when the
estimated undiscounted future cash flows from the assets are less than the carrying value of the assets. Assets to
be disposed of are reported at the lower of their carrying amount or fair value, less cost to sell. Management is of
the opinion that the carrying amount of its long-lived assets does not exceed their estimated recoverable amount.

Unconditional Promises to Give

The Seminary records unconditional promises to give when a promise to give is communicated in writing with
specific amounts and due dates for those donors with an established history of giving. Unconditional promises are
evaluated annually as to collectability and reserves for doubtful promises are provided for estimated uncollectible
accounts. Unconditional promises are written off when determined to be uncollectible.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on a functional basis in
the Statement of Activities. Accordingly, certain expenses have been allocated among the programs and
supporting services benefited.

Compensated Absences

Employees of the Seminary are entitled to paid vacation leave depending upon their length of service and other
factors. Compensated absences for vacation leave have not been accrued since they cannot be reasonably
estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement

The Seminary uses a derivative to manage risks related to interest rate movements. The Seminary’s interest-rate
swap contracts are reported at fair value. The change in the swap contract's fair value is reported as a gain or loss
in the Statement of Activities. The Seminary’s risk management strategy is to stabilize cash flow requirements by
maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.
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3. LIQUIDITY AND AVAILABLE RESOURCES

The following represents the Seminary's financial assets at July 31, 2021 and 2020:

2021 2020
Cash and cash eqUIVAIENLS..........ceecverieiiiieriee e $ 6,669,447 $§ 12,043,556
Accounts and contributions receivable...........ccoeiieeiiiiiiiciiecie e 1,126,356 1,317,110
NOLES TECEIVADIE ..o, 9,142 28,374
INVESHMENLS. ..ottt e e et e e e eeaaneeens 76,274,235 63,642,546
Endowments held in perpetuity by others.........cccoeeveieniecienieieieeeeen, 74,919,293 62,549,412
Annuities and trusts held by others............ccoevveriicieniiie e 17,200,797 15,379,687
OthET @SSELS... . euveuteiieiieiietetete ettt sttt 474.334 422.458
Total financial @SSELS.........ccvreverierierieie et 176.673.604 155.383.143
Amounts not available to be used within one year, due to:
Contribution and accounts 1eceivable ..........ccoovvieririieniereeieeeeeeeee, - (120,000)
Perpetual and term endowments and accumulated earnings not
convertible to cash within the next 12 months............ccccceevvrieneecienieinnnen, (72,814,000) (60,442,000)
Endowments held in perpetuity by others not convertible to cash within
the nexXt 12 MONTAS.......cccuiiiiiiieieieceeee e (72,039,000) (59,749,000)
Investments held in trusts and various state required annuity reserves........ (17,200,797) (15,379,687)
Investments in board designated endowments............ccoceeeeerienieneeneeenennen, (623.750) (470.872)
Total amounts not available to be used within one year....................... (162,677,547) (136,161,559)
Financial assets available to meet general expenditures
over the next twelve MONTRS. ........iooveeeeeeee et $ 13,996,057 $ 19,221,584

Financial assets are considered unavailable when illiquid or not convertible to cash within one year, trust assets,
perpetual endowments, or because the governing board has set aside the funds for specific contingency reserves
and projects or a long-term investment as board designated endowments. The Seminary structures its financial
assets to be available as its general expenditures, liabilities, and other obligations come due.

The Seminary also has an unsecured $5,000,000 line of credit, which was not drawn upon at July 31, 2021. The

line of credit matures in March 2022. The interest rate is LIBOR, with interest due monthly and principal due
upon maturity.
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4.

REVENUE FROM CONTRACTS WITH CUSTOMERS

The Seminary’s only customers are its students. Contracts with students are of three types: 1) education-related
tuition and fees, 2) dormitory rentals (with meal plan), and 3) dining fees (for students living on-campus in non-
dorm facilities or off-campus). Performance obligations associated with education-related contracts consist of
providing professional, accredited instruction in course subject matter for the associated academic term, assigning
a grade consistent with the student’s performance, and recording that grade in an official, permanent transcript.
Dormitory rental (with meal plan) contracts obligate the Seminary to provide acceptable accommodations,
utilities, maintenance, security, adequate parking, and nutritional meals of acceptable quality and quantity. Dining
fee contracts obligate the Seminary to only providing nutritional meals of acceptable quality and quantity. Even
though the Seminary provides each of these contracted services over the entire period of the academic term, no
refunds or prorated adjustments are available to students after the second week of classes.  Therefore, the
Seminary fully recognizes revenue from these contracts in the first accounting period of each academic term.

FUNCTIONAL EXPENSES

Operating activities include items which are directly related to the Seminary's program services or are essential
support elements of those programs. The costs of providing the Seminary's various programs and supporting
services have been summarized in the table below, which reports certain categories of expenses that are
attributable to more than one program or supporting activity. Accordingly, these expenses have been allocated
among the programs and supporting services benefited using allocation bases determined by management and that
are reasonable and consistently applied. Interest income and gains or losses on disposals of assets or liabilities do
not meet the Seminary's criteria for operating activities and are included with other non-operating activities.

Total expenses include all operating expenses and net periodic pension cost.

2021
Program Activities Supporting Activities
Facilities
Academic and Administrative Operation and
student programs Auxiliaries Support Maintenance Total expenses

Salaries and wages............cccunue... $ 8,464,393 § 619910 $ 4,539,265 $ 2,190,133 $ 15,813,701
Employee benefits.........ccccecuneene. 3,114,815 216,381 2,186,532 987,870 6,505,598
Depreciation and amortization..... - - - 4,093,005 4,093,005
Services, supplies, and other......... 1,459,529 1,212,317 3,279,504 278,537 6,229,887
Occupancy, utilities, and

MAINtENANCE. .....eveverererenrenene 62,160 1,273,048 2,263,893 2,806,380 6,405,481
Interest........ccevveceveniecnecnnne. - 391,813 - - 391,813
Transfer between functions.......... (33,778) 1,109,165 74,826 (1,153,355) (3,142)
Depreciation and amortization,

allocated by function.............. 2.148.828 1.685.090 150,213 (3.984.131) -

Total expenses........ccccveeervereeuennee $ 15215947 $_ 6,507,724 $_ 12,494233 § 5,218,439 $_ 39,436,343
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2020
Program Activities Supporting Activities
Facilities
Academic and Administrative ~ Operation and
student programs Auxiliaries Support Maintenance Total expenses
Salaries and wages..........c.cccevnennne $ 8911,564 $ 1,159,529 § 4,674,477 $ 2,627,295 $ 17,372,865
Employee benefits.........cccccveneee. 3,023,536 375,604 2,201,472 754,449 6,355,061
Depreciation and amortization..... - - - 4,045,899 4,045,899
Services, supplies, and other......... 1,717,337 623,340 2,209,086 1,228,542 5,778,305
Occupancy, utilities, and
MaiNtenance..........ooveeevereereneen. 91,135 1,209,059 1,823,029 2,261,814 5,385,037
INEETESt e - 837,653 21,625 - 859,278
Transfer between functions.......... 121,027 1,026,104 18,123 (1,210,903) (45,649)
Depreciation and amortization,
allocated by function.............. 2,124,097 1,665,697 148,485 (3,938.279) -
Total EXPenses.......covvvereererreeneenns $  15988,696 $__ 6,896,986 $__ 11,096,297 $ 5,768,817 $__39,750,796
6. UNCONDITIONAL PROMISES TO GIVE
Scheduled maturities of unconditional promises to give at July 31, are as follows:
2021 2020
LesS than ONE YEAT........ccveieriieieciieiieieeieeie ettt eeee e $ 120,000 $ 120,000
ONE 10 FIVE YOAIS...uvevieuiieiieiieieettete et ete st eteete st eae st e besnaesseesesneensennnens - 120,000
Total unconditional Promises t0 ZIVE.......ccecververeerreecierieereeresieereeeeenns 120,000 240,000
Unamortized discount at 0.90% and 1.20%, respectively...................... - (4.251)
Net unconditional promises t0 ZIVe.......ceceevverrrerereerreeeenieeeeseeennes $ 120,000 $ 235,749

7. FUNDRAISING ACTIVITIES

Fundraising expense for the years ended July 31, 2021 and 2020, was $1,525,535 and $1,373,574, respectively,
These expenses are included in institutional support in the accompanying Statement of Activities.

8. COOPERATIVE PROGRAM
One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating in the
Cooperative Program contribute to the SBC, which passes funds (according to an allocation formula) to the

Seminary and other entities. The Seminary received $7,045,972 and $7,377,175 from the SBC for the years ended
July 31, 2021 and 2020, respectively.
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Distributions by state, as provided by the SBC Executive Committee for years ended July 31, are as follows:

PN F:1oF: Vo o V- SRR
ALASKA. ...
YN V7)1V TSR
ATKANSAS ... e
(0815 o) 5 11 : TR
(070) 1) -« Lo TR
I D F:1 0 ¢ B
3 o) 4 U - TR
L Ty T TSP
Hawail PaCifiC.....cc.oooiiiiiieeeeee e
THINIOIS. .. et e et e e et e e e e e

K@NTUCKY ..ttt st
LOUISIANA. ... e
Maryland-Delaware............cccoooierieiiiiere et
IMICRIZAN. ...ttt ettt ettt ettt enens
MiINNESOtA-WISCONSIML........uveieeerieietieeeeeeeeetee e e e eee e et eeeee e e e e e e e eeneas
A S (S0 o) USSR
1Y BT 101§ ST
MONEANA. .....oviiieiieciiiee et e et e e e e e e e e taa e e e e e e earaaeeas
NEVAAQ. ... e e e e e et eeens
NeWw England.........ccoooioiiiieieeeeee e e
INEW IMEXICO....uvveeeeueieeeeteee et e e e e e e e e e eaeeeeeneeeeeneeeeenneeeenns
NEW YOTIK ..ot e e e e eeans
NOIth CarOLINA.........eeeeeieieeeeeee e eeeaeeeenns
INOTTRWEST ... e e e et e e e e e eeneeeeenneeeenns

Pennsylvania-South JerSey........cooeeririiriiieiiee e
Puerto Rico/U.S. Virgin IsIands..........ccccoeoeiiriiiieiineeeeeeeeeee
SoUth CaroliNa.......cc.eeiueeiieiiee et
TEINNESSEE ...ttt ettt ettt ettt ettt et sat et e st e s bt e e b e sateesaaeenee e
TeXAS-BGCT ..ottt
TEXAS-SBTC ..ottt s
Utah-1dahio. ......ooeieiee e
Virginia-BGAV......ooiiiee e
Virginia-SBCV .. ..o
WESE VIIZINIA ...eiiiiiieiieiieie ettt eeeenen
WYOMUNEG. ...ttt ettt sttt sttt e b enteeneens

Churches and IndividUualS........cc.vveeiiiiiiiiiiiiieeee e

Total Cooperative Program Allocation............ccoeeeveereenierieneeneieeeeee,
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2021 2020
699,551 $ 708,662
4,425 4,595
49,611 47222
345,286 357,302
84,960 71,854
27,663 24,832
3,879 4,383
556,494 558,855
567,867 615,323
8,570 9,834
80,911 86,946
26,460 29,833
21,519 15,166
31,033 30,127
360,679 370,345
234,036 248,356
55,951 61,682
12,881 12,032
10,303 8,452
413,066 455,353
215,381 225246
6,960 7,309
15,103 18,768
7,289 7,802
33,347 41,039
8,281 8,896
430,776 440,409
20,895 22,224
78,429 86,989
373,949 387,391
11,231 11,727
541 228
397,555 414,902
525,914 607,935
363,846 380,902
564,097 557,577
9,004 8,485
32,590 32,243
170,273 177,686
17,698 18,418
2,787 4,138
6,881,091 7,181,468
164.881 195,707
7045972 $__ 7.377.175
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9.

10.

INVESTMENTS

The Seminary carries marketable securities at fair market value and realized and unrealized gains and losses are
recorded in the Statement of Activities. Investments consist of the following as of July 31:

2021 2020
Money market funds ..........ococviveiiiiiiiieececeeee e $ 1,605,103 $ 542,922
Private CqUILY ....ceovieieeiieiieieit ettt ettt s be e neas 7,012,341 615,482
Other Foundations and 3rd party trusts...........ccevveevereeriereeneeieseeie e 92,120,089 78,055,029
100,737,533 79,213,433
Investments measured at net asset Value........c..oeovveeeeeviiieieeeieeeeeeeeeeeeen, 67,656,792 62,358,212
Investments, net of restricted cash...........ccceovviiieiiiciiiiiecieceeceeeee $_168.394.325 $_ 141,571,645

The “Investments measured at net asset value” and “Private equity” categories include interest in certain limited
partnerships and limited liability corporations and is carried at fair value as provided by the investment managers.
The amounts realized upon disposition of these investments may differ from the value reflected in the financial
statements and the differences could be material. Certain partnership agreements are restricted as to resale and
may require advance notice for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment activities
of the underlying instruments of the partnerships, including market, credit, and currency risk. The Seminary’s risk
of loss as of July 31, 2021 and 2020, in any of its investment partnerships is limited to the value of the investment
at July 31, 2021 and 2020. Investment fees are netted against dividend and interest income.

The following schedule details investment returns for the years ended July 31:

Dividend and interest iNCOME............eeoveivvieveeerieceeeeee e et $ 5292,878 $§ 3,372,187

Net realized gains on iNVESTMENLS.........ceerveeieriierieeieieeiesieeee e 3,548,316 3,079,203

Net unrealized gain (10Ss) 0N INVESTMENTS......ccveerierieiieieiieieeieee e 21,167,177 (2,150.994)
TOMAL .ttt ettt ettt ettt et reeaeeanens $__ 30,008,371 $__ 4,300,396

PROPERTY, PLANT, AND EQUIPMENT

Property and equipment consists of the following at July 31:

LA .t § 2,028,483 § 2,028,483
BUIIAINES ...ttt et 157,306,878 152,706,805
EQUIPIMENL.....iuiitiietiiieiirieeie ettt 16,334,374 16,474,777
Improvements other than buildings.............ccceveverieiieiieninieciee e 15,609,300 11,746,059
Library books/microfilm/antiquities. ..........coeeverueruerienienenienienienieieieeenen, 14,566,967 14,385,662
205,846,002 197,341,786

Less accumulated depreciation...........c.eecvereeevereenieeeenesieseeee e, (75,196,298) (71,338,584)
TOAL ettt ettt $_130,649,704 $_126,003,202
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Buildings include construction in progress for existing facilities totaling $7,260,145 at July 31, 2021.

11. EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides all full - time employees with a defined contribution retirement plan which is administered
by GuideStone Financial Resources of the Southern Baptist Convention under Internal Revenue Code Section
403(b) and Treasury regulations related thereto. The Seminary contributes 10% of the participant's salary to the
plan and also matches the participant's contributions up to a maximum of 5% of their salary based upon prior
years of service eligibility. The Seminary’s contribution for the years ended July 31, 2021 and 2020, was

$1,303,716 and $1,461,701, respectively.

Postretirement and Postemployment Benefits

The Seminary provides postretirement benefits to retired employees. The following table sets forth the future

obligations at July 31:
2021 2020
Accumulated DENETIt COSES......viiuiiiiiiiiiitieeeeteee et $ 884,510 $ 953,494
Employer contributions (benefit paid)..........cccceeeerieriiiiniieiieeeeee, (59.734) (65.300)
Net periodic benefit COSt........couriimiriiiieiieeeee e 37.781 83.681
Comprehensive INCOME. ........c.ooiirieriiriei e (47,031) (317,497)
Discount rate asSumMEd...........cceeevierirecieeiiieeee e eeree e see v e 2.34% 1.97%

The Seminary provides postemployment benefits to retired employees. The following table sets forth the future

obligations at July 31:
Accumulated benefit COSES........uvruimirririrriieierieie e $ 442935 $ 441,508
Employer contributions (benefit paid).........cccocveevercieriicienieeeeeeeieen, (37.168) (44.794)
Net periodic benefit COSt........ooirriiririirienieiereee e 38.595 1.077
Discount rate aSSUMEA..........ccveeieruieierieieriere et eae e ese e 2.58% 2.23%
12. NET ASSETS
Net assets without donor restrictions:
CUITENE OPETALIONS.....c.vevireeireeierieietieeteeteeeeteeeesetese st esessesseseasesesesesseseesessesenns $ (14,944,156) $ (10,096,862)
NOLES PAYADIC......evieieieieieciecieeie ettt et ene e (16,280,384) (22,020,389)
ENAOWINENLE ..ottt ettt 12,589,769 2,986,662
Invested in property, plant and eqUIPMENt...........cceevvereerereriereerierieeeeseeens 130,649,704 126,003,202
Unfunded postretirement benefits...........occvevveieriesienienieiereeeeee e (884,510) (953,494)
Unfunded postemployment benefits.........cocveeverierieeienieiesieeeeeseeee e (442.935) (441.508)
Total net assets without donor restrictions..........cceecveveeeverveceervereeeeennes $ 110,687,488 $_ 95,477,611
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13.

Net assets with donor restrictions, temporary in nature and met by passage of 2021 2020
time consists of the following:

CaPItal PrOJECS ....vvivieieretieiieteteeeet ettt ettt s $ 5,218,499 $ 4,115,741
SCROIATSIIPS. ...ttt 13,604,015 13,463,557
OBRET .ottt st e e et e et e e e e e eana s 2.409.024 2.607.431

Total net assets, temporary in NAULE..........cceeeerueereereereeeereeeeeseeereeenees $ 21231,538 $ 20,186,729

Net assets with donor restrictions, perpetual in nature and stipulated by the
donor consists of the following:

Annuity and life income funds...........ccocevieverieninienieeeeeee e $ 5,580,232 $ 4,660,466
Endowment fUNAS..........cccooiiiiiiioiieeeee e 137,206,157 123,200,076
OBET .ottt ettt ettt ettt et e et ete et e reeaeereeereeanas 76,850 76.850
Total net assets, perpetual in NATUTE..........ccecvveeeriereeeiereeie e 142.863.239 127,937,392
Total net assets with donor restriCtions...........cc.oeeeeveeevveeeerreeeeeneeeenennn 164,094,777 148.124.121
TOtAl EE ASSELS....eveeeeeeeieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e e e eeneeeeeaeeeas $ 274,782,265 $ 243,601,732

Net assets released during the years ended July 31 are for the following

purposes:
CaPItal PrOJECES....oviivieietieetieeeee ettt ettt ettt ettt ee et $ - $ 199,004
SCROIATSIIPS. .. .evvieeieiieieciiee ettt et et sb e eeeesae e 5,433,964 5,509,838

Reclass from restricted endOWmEnts..........c.ecvevveeieriereeneenieeeeseeee e (1,264,913) -
ONET ...ttt sttt ettt sttt ettt 404,742 221,345
Total net assets released.........covevvevieriecienienieieeeeeeee e $_ 4573793 $__ 5930187

ENDOWMENT INVESTMENTS

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include net assets
with donor restricted funds that the Seminary must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while
assuming moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide
an average rate of return of approximately 8% annually. Actual returns in any given year may vary from this
amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset
allocation that places a greater emphasis on equity-based investments to achieve its long-term return objectives
within prudent risk constraints.
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Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment funds
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the
Seminary's objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term
as well as to provide additional real growth through new gifts and investment return. The Board of Trustees has
the right to recommend against expenditure of earnings or gains in any given year due to factors such as financial
market conditions or poor investment performance.

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
entities throughout the United States. These entities do not report net assets with donor restrictions on the amount
to retain as a fund of perpetual duration. Consequently, the Seminary records changes in the market value of
investments held in trust for the benefit of the Organization as though the donor specifies the undistributed funds
be considered included in the fund for perpetual duration.

Underwater Funds - From time to time, the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and
the Texas Uniform Prudent Management of Institutional Funds Act (TUPMIFA), deficiencies of this nature are
classified in net assets with donor restrictions. As of July 31, 2021 and 2020, material deficiencies (5.0% or
greater) of this nature exist in 261 and 437 donor-restricted endowment funds, respectively, which together have
a original gift value of $24,829,126 and $41,721,105, respectively, and a market value of $20,293,713 and
$32,245,795, respectively. These deficiencies resulted primarily from unfavorable market conditions that
occurred shortly after the investment of new perpetually restricted contributions, along with continuing
distributions for the program purposes designated by the donors.

Restrictions - Endowment investments are either net assets with donor restrictions or net assets without donor
restrictions. Donor contributions and earnings that are permanently reinvested at donor direction, and earnings
from funds held in trust by others are treated as net assets with donor restrictions. Other market value changes,
whether realized or unrealized gains and losses or income (net of expenses) of donor-restricted endowments and
all board-designated endowments are placed in the unrestricted category.

Endowments as of July 31, 2021, are composed of the following:

Without Donor ~ With Donor

Restrictions Restrictions Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds.............c.cccu...... $ 11,966,019 $137,206,157 $149,172,176
Board-designated ...........cooeeoiiieiineee 623.750 - 623,750
0] 71 RO $ 12,589,769 $137,206,157 $149,795,926
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The change in endowments for the year ended July 31, 2021, is as follows:

Without Donor ~ With Donor

Restrictions Restrictions Total
Beginning of the period.............ccceveiievereiieiereeieeeeeeeeees, $ 2,986,662 $123,200,076 $126,186,738
Change in INVEStMENL........ecverueeieieieieiesieseesie e, 9,555,107 12,324,917 21,880,024
CONIIDULIONS.....ceeiiiiiiiieeeeeeeeie et eea e e s seneaeeeas 48.000 1,681,164 1,729.164
End of Period.........ccueirieiniiiiieece e, $_ 12,589,769 $137,206,157 $149,795.,926

Endowments as of July 31, 2020, are composed of the following:

Without Donor ~ With Donor

Restrictions Restrictions Total
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds......................... $ 2,515,790 $ 123,200,076 $ 125,715,866
Board-designated ..........ccoecverieriiiienieee e 470.872 - 470,872
0] 71 RSO $  20986,662 $ 123,200,076 $ 126,186,738

The change in endowments for the year ended July 31, 2020, is as follows:

Without Donor ~ With Donor

Restrictions Restrictions Total
Beginning of the period...........ccccoeveeiriereriiniereiiiereeeeennes $ 13,310,454 $ 121,373,822 $ 134,684,276
Change in INVEStMENL........ccoeiriririeiieeieeeee et (10,371,792) (33,868) (10,405,660)
CONITIDULIONS . ....veeiieeiee ettt e e s eaaee e 48.000 1,860,122 1,908,122
End of period.........cccvevvieieviieiinieieceeceeeee e $_2986,662 $_123.200,076 $126,186,738

14. FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit
price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Seminary uses various valuation approaches. A fair value hierarchy for inputs is

used in measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable
inputs by requiring that the most observable inputs are to be used when available.
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The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Seminary has the ability to access.

Level 2 — Valuations based on inputs, other than quoted prices included in Level 1, which are observable either
directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by reference to
quoted market prices and other relevant information generated by market transactions.

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of the
investments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are
available according to the type of investment strategy in use.

Multi-strategy and long/short hedge funds typically utilize the NAV provided by the underlying investee. The
Valuation Committee established by each fund manager also takes into account information provided within
audited and unaudited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other alternative valuation techniques may be utilized by
the fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not publicly
traded. The fair value of these securities is not readily determinable. These investments are valued on at least a
quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting principles
generally accepted in the United States (US GAAP). The Board of Directors or Valuation Committee determines
the fair value in good faith based on the input of their Investment Advisor and the respective third-party valuation
firms.

Private equity funds fair values are supported by information received from the investee funds such as monthly net
asset values, investor reports, and audited financial statements, when available. The fund Valuation Committee
may consider other factors, including subscription and redemption rights, expected discounted cash flows,
transactions in the secondary market, bids received from potential buyers, and overall market conditions in its
determination of fair value.

Investments by category level at July 31, 2021, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)
Endowment Funds...........coooveviviiiveieeeieeeeene. $ 83,536,736 $ 82,890,881 $ - $ 645,855
ANNUILIES, NEL.....oeiviieeieeiieceeeeee e 5,580,232 5,580,232 - -
Total investments subject to fair value
hierarchy .......cccoeveieieieieieieece e 89,116,968 $ 88,471,113 $ - $ 645,855
Investments measured at net asset value............. 67,656,792
TOtAL. e $156,773,760
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Investments by category level at July 31, 2020, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)
Endowment FUnds..........c.ccooveviveveeieececeeenens $ 63,833,746 § 63,218,264 § - $ 615,482
ANNUILIES, NEL....eeiieeiiiiiieeeeee e 4,660,466 4,660,466 - -
Total investments subject to fair value
hierarchy.......ccocveievieciiece e 68,494,212 $ 67.878,730 $ - $ 615,482
Investments measured at net asset value............. 62,358,212
TOtal. e $130,852,424

The changes in investment in partnerships, which are measured at fair value on a recurring basis using significant
unobservable inputs, are as follows:

Balance at July 31, 2019 .....c.ccioiieiieiieieieeteeee et $ 1,008,784
RedemMPIONS. .. .coeeeiieieeeie e, (301,718)
SUDSCIIPLIONS. ...ttt ettt sttt ese et eeaee s eneen, 10,792
Change in estimated fair value...........ccoooerieiinieiieeeeeeee e, (102.376)
Balance at July 31, 2020 ......coiieiieieieeeeieeeeee e, 615,482
RedemMPLIONS. ....eoeeeiieieieie e, (232,752)
SUDSCIIPLIONS. ...ttt ettt sttt ee et et e s eneees 38,176
Change in estimated fair value...........ccoeoeiieiinieiieeeeeee e, 224.949
Balance at July 31, 2021...c.ccccieiiieiiieiieeiieieieieeee et s, $__ 645,855

15. NOTES PAYABLE

In fiscal year 2012, the Seminary entered into a financing arrangement (“Loan”) with a bank, for the purpose of
paying for construction of 252 new student housing units. The Loan is structured with $16,000,000 of tax-exempt
bonds and a $7,000,000 taxable loan with the bank. The tax-exempt portion of the loan is amortized over 20
years, with the final payment due December 15, 2021. Interest calculation is based upon 65% of the 90-day
LIBOR rate plus 156 basis points. The 90-day LIBOR rate is .25% at July 31, 2021 and 2020, respectively. From
December 2011 to December 2013, quarterly payments were for interest only, with both principal reduction and
interest payments beginning in January 2014. The taxable portion of the loan was due December 30, 2018, with
interest calculated as 90-day LIBOR rate plus 200 basis points. This portion of the Loan was renewed and
extended to mature on December 15, 2021, with the same interest provision. The Loan is secured with deeds of
trust on land and buildings, with a net book value of $24,214,485 in Fort Worth, Texas.

Scheduled principal payments and total loans outstanding at July 31, 2021.

2022ttt ettt ettt et et $ 16,226,507
Liability on SWap a@reemeNt..........ccverveeverreererreieevesieeeeeseeseeeesseensenns 77,877
DEDE ISSUE COSL....ueurinienieiieiieteitet ettt ettt (24.000)

Total amount oUtStaNAINg...........ccvevververierierierieieieieeeiee e $ 16,280,384
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16.

17.

The Seminary entered into an interest rate swap as a hedge against exposure to variances in interest rates applied
to the loans. The differential interest required to be paid or that will be received under these agreements is
accrued consistent with the terms of the agreements and is recognized in the Statements of Activities and included
in these Notes Payable. The interest rate for the bonds is established quarterly based upon 65% of the 90-Day
LIBOR plus 1.56% (1.72% at July 31, 2021 and 2020, respectively). The notional principal amount of the swap
agreements are $10,000,000 and $6,000,000. The agreements effectively fix the Seminary’s interest rate exposure
at 3.25% for a period of ten years ending December 2021.

Generally accepted accounting principles require derivative instruments, such as interest rate swap agreements, to
be recognized at fair value as either assets or liabilities in the Statements of Financial Position. Accordingly,
$77,877 and $250,511, which is representative of the value of the swap agreements at July 31, 2021 and 2020,
respectively, is included in Notes Payable on the Statement of Financial Position. Value has been measured based
on an estimate of the amount needed to settle the agreement as calculated by the counterparty to the swap
agreement. Such calculations were based on changes in market conditions and/or assumptions underlying the
valuation models.

In April 2020, the Seminary obtained a 1% interest bearing Paycheck Protection Program loan through the Small
Business Administration (SBA) for $4,550,500. The Paycheck Protection Program is a loan that helps businesses
keep their workforce employed during the Coronavirus crisis. The Seminary used the funds for qualifying
expenses according to the SBA. In June 2021, SBA forgave the loan and the Seminary recorded a gain of
extinguishment of debt of $4,550,500.

The Seminary paid interest for the years ending July 31, 2021 and 2020, of $559,446 and $716,991, respectively.
CHARITABLE GIFT ANNUITIES

The Seminary enters into split interest agreements with donors whereby, in exchange for the gift from the donor,
the Seminary is obligated to provide an annuity to the donor or other designated beneficiaries during their
lifetimes. At July 31, 2021, five annuities are active. The assets and liabilities associated with these annuities are
accounted for as indicated in Note 2, Split-Interest Agreements.

LEASE COMMITMENTS

The Seminary has non-cancelable operating leases for equipment expiring in 2026. Lease expenses were
$363,816 and $242,376 for the years ended July 31, 2021 and 2020, respectively. The Seminary's future
minimum lease payments under the lease agreements are as follows for the five years ended July 31:

2022 ettt e $ 325,666
2023t st st 248,052
2024 ettt 105,798
2025ttt et st 66,165
2020, ettt st e 10,889
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18.

19.

20.

21.

ACCOUNTING FOR UNCERTAIN TAX POSITIONS

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3) of the
Internal Revenue Code as other than a private foundation, except on net income derived from unrelated business
activities. The Seminary is subject to unrelated business income tax on certain rental activities. The Seminary
paid no taxes for unrelated business income tax in 2021 and 2020 as expenses exceeded revenues. The Seminary
believes that it has appropriate support for any tax positions taken, and as such, does not have any uncertain tax
positions that are material to the financial statements.

ENERGY SAVINGS CONTRACT

In March 2021, the Seminary entered into an energy services contract with Ideal Impact (Company). The purpose
of the contract is to upgrade equipment to optimize energy savings for electricity and gas usage. The Seminary
shall pay the Company a total project fee of $1,987,591 only upon actual energy savings over the baseline year.
The baseline year is the 12 months preceding March 2020. The Company will bill the Seminary 80% of actual
energy savings over the baseline year, per quarter until the $1,987,591 is paid. The Seminary benefits from the
20% difference with lower utility bills. The Seminary is not liable to pay the Company if the actual current energy
costs exceed the baseline year and no cost savings are recognized.

CONTINGENCY

The Seminary is a defendant in a pending litigation, asserting claims by a former student of the Seminary, related
to an alleged sexual offense occurring on Seminary property. Presently, discovery responses are ongoing
according to the timelines established by law and/or by agreement of the parties. At this stage, there is no
reasonable prediction of the outcome of the case, or of any potential liability of the Seminary. The Seminary has
tendered the lawsuit to its insurance carrier, who is providing the Seminary a defense subject to a reservation of
rights.

SUBSEQUENT EVENTS

The Seminary has evaluated subsequent events through October 11, 2021, the date the financial statements were
available to be issued.
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GUINN, SMITH & Co. INC.
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Independent Auditors' Report

To the Board of Trustees
The Southwestern Baptist Theological Seminary
Fort Worth, Texas

Opinion

We have audited the accompanying financial statements of The Southwestern Baptist Theological Seminary (a Texas
nonprofit corporation), which comprise the statements of financial position as of July 31, 2022 and 2021, and the related
statements of activities, and cash flows for the years then ended, and the related notes to the financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of The
Southwestern Baptist Theological Seminary, as of July 31, 2022 and 2021, and the changes in its net assets and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report. We are required to be independent of The Southwestern Baptist Theological Seminary
and to meet our other ethical responsibilities in accordance with the relevant ethical requirements relating to our audits. We

believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Emphasis of Matter

As discussed in Note 17 to the financial statements, the accompanying financial statements for fiscal year 2021 have been
restated to correct an error made in a prior year. Our opinion is not modified with respect to that matter.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
accounting principles generally accepted in the United States of America, and for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or events, considered
in the aggregate, that raise substantial doubt about The Southwestern Baptist Theological Seminary, ability to continue as a
going concern within one year after the date that the financial statements are available to be issued.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance
is a high level of assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted in
accordance with generally accepted auditing standards will always detect a material misstatement when it exists. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are
considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.



In performing an audit in accordance with generally accepted auditing standards, we:

e  Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and
design and perform audit procedures responsive to those risks. Such procedures include examining, on a test basis,
evidence regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of The
Southwestern Baptist Theological Seminary's internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluate the overall presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about The Southwestern Baptist Theological Seminary's ability to continue as a going concern for
a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit, significant audit findings, and certain internal control related matters that we identified during the
audit.

Irving, Texas
November 11, 2022
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Assets: 2022 2021
Cash and cash equIVAIENLS .........cccceeeiieeiiieriieeeeee e e, $ 1,720,618 $ 6,669,447
ACCOUNLS TECEIVADIES, TNET.....uvviiiiiiiiiiiieiie ettt e ee e e e e e 413,123 99,550
Unconditional promises t0 ZIiVe, NEL.......ccceerieerieeirieereeeiieeieenieeereesireesneeneveesenens - 120,000
OFNET @SSEES.....veieieiee ettt e ettt e e e e et e e e e e e esaae e e eeesenaaareeeeessnenaneeens 637,898 474,334
INOLES TECEIVADIE.......eevveeiiee et e e e e e e e eaaraae e e e e e, 8,025 9,142
Investments:

Endowment fUNAS............oooiiiiiiiiiiiiicieeeeeeeeee e 142,295,273 149,795,926
SPIt-INtErest fUNAS.....cccieeriieiieciie et e be e 15,376,459 17,200,797
Other INVESTMENLS. ........eoiiiiiie et eetee et eete e e et e et e e et e e e aeee e 4,989 1,397.602
TOtal INVESTMENTS ....ccoiiiiiiiiiieieeeeeeeee et e e eeaaaeee s 157,676,721 168,394,325
Property, plant, and equipment, Net.........ccceeveerieeiieerieeeiieeieeeiee e eeeeseae e, 130,637,867 131,631,608
TOtAl ASSELS....eeiieeiiiiietiie ettt et ettt et et $291,094,252 $307,398.,406

Liabilities and net assets:

Liabilities:
ACCOUNES PAYADIC......ueeiiiieiieciieeiee et ettt et re e e e staeesaeeesaeesbeesnbaeenseeenees $ 1,738,699 $ 1,648,684
Accrued salaries and DENETILS..........eiiiiiiiiiiiiiiiei e 821,524 905,292
Deposits and agency fUNdS..........cceeecueeeviieriiieiiierie e e 402,724 595,100
DEferred INCOME. ..ot e et e e e eeataee e e e s e e eenaaes 176,889 163,573
NOLES PAYADIC....cceviiiiiieiie ettt ettt et e e b e et e e sreeensaeeaae e 17,495,422 16,280,384
LeaSe ODIIZATIONS. ....uieiiiieiieciieeieeeiee ettt e et sbe e etve e e etaeesaeeesaeebeeensaeenseeenes 849,874 981,903
Liability under annuity CONIACES........eeevveeruierieerieeeieenieenireeseeesreeseeesseeeseeennas 10,048,525 11,620,565
Accrued postretirement benefit Obligation..........cccveveveercieeriieniiierie e e 646,647 884,510
Accrued postemployment benefit obligation............cceeeveeerieeeieienieeneeecie e 355,985 442,935
Total HADIIITICS. .....vveeeeeeii ettt et 32.536.289 33,522.946

Net Assets:
Net assets - without dONOTr TESIIICIONS. ......cccvvvreieeiiiiiiieree e eee e ens 92,812,650 109,780,683
Net assets - With dONOT TESIIICTIONS. ... ...ueeeeeereeeeeeeeeeeeeeeeeeeeeeeeeeereeeeeeeeeeeeeeeeeeeeeeeeees 165,745,313 164,094,777
TOtaAl NET ASSELS...cceeieeeeeeieeeee e 258,557,963 273,875,460
Total liabilities and NEt @SSELS.........ccceeeeeiuireeeiiieeeie e $291.094,252 $307,398.,406

The accompanying notes are an integral part of these financial statements.
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2022
Without
Donor With Donor
Changes in net assets: Restrictions Restrictions Total
Revenues and other additions:
TUIHON ANA FEES....vviiviiiiiiieeecee ettt eeaens $ 12,414,811 $ - $ 12,414,811
Scholarship and fellowShips..........ccceceeeverieriiecieeieceee e, (5,741,710) - (5,741,710)
Gifts:
Cooperative Program...........ccceeceeeveeienieenieeniesresieseeenieeee s 6,995,362 - 6,995,362
Student aid........c.ooeveieeeeiiieeeeeeeee e - 3,256,677 3,256,677
OhET....oicii e 2,634,176 1,402,632 4,036,808
Investment income available for operations...............cceecvererennenne 4,408,227 2,610,720 7,018,947
AUXIHATY @NEETPIISES...veeveeiereerieeieriiestieteeeeesaeneesseesesnessaennees 6,074,224 - 6,074,224
OBET ...ttt ettt et eveereens 507,813 - 507,813
Net assets released from restriction.............cceeeeveeeevieecieesreenneens 6,524,103 (6,524,103) -
TOtaAl TEVEIUE ....coeoiiiiiiiieieeeeeeeeeee e 33,817,006 745,926 34,562,932
Expenses and other deductions:
Academic and student programs..............ccceeeveevereesieereeieesnennnns 15,338,826 - 15,338,826
AdmInisStrative SUPPOTt........eevveerririirienierieereereneesieeseeenesseeneees 13,689,861 - 13,689,861
AUXIHATIES. ... e 7,557,019 - 7,557,019
Facilities operation and maintenance...........ccoecveevereeereeevennvennen. 6,143,223 - 6,143,223
Total operating EXPenses..........ccverveeveeveneereenuesivesueneens 42,728,929 - 42,728,929
Change in net assets from operating activities...........ceevvereercvererennns (8,911,923) 745,926 (8,165,997)
Non-operating activities:
Gifts - permanently restricted endowments and annuities........... - 4,515,484 4,515,484
Change in value of investments (N€t)..........ceceereereeerveneereeeeenne. (8,109,090)  (5,257,834) (13,366,924)
Change in value of split interest funds...........ccecevevervenvenrennne, - 1,646,960 1,646,960
Gain on sale of ProPerty......ccceeevereerieriireeie et 52.980 - 52.980
Total non-operating activities...........ecveevereerreereserervennnn. (8,056,110) 904,610 (7,151,500)
Change N NEt ASSELS......ccuverueeireieriieieeieeeestesteereeeeeeeseeesseenseeeeees (16,968,033) 1,650,536 (15,317,497)
Net assets, beginning 0f YEar..........c.ccvevverierieniieieee e 109,780,683 164,094,777 273,875,460
Net assets, €nd Of YEar......c.ocivvieiiieieieieiei e $_92.812,650 $165,745,313 $258,557,963

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Statement of Activities
For the Year Ended July 31, 2021

2021
Without
Donor With Donor
Changes in net assets: Restrictions Restrictions Total
Revenues and other additions:
TUIHON ANA FEES....vviiviiiiiiieeecee ettt eeaens $ 12,450,260 $ - $ 12,450,260
Scholarship and fellowShips..........ccceceeeverieriiecieeieceee e, (5,433,964) - (5,433,964)
Gifts:
Cooperative Program...........ccceeceeeveeienieenieeniesresieseeenieeee s 7,045,972 - 7,045,972
Student aid........c.ooeveieeeeiiieeeeeeeee e - 3,181,609 3,181,609
OhET....oicii e 10,950,958 1,189,310 12,140,268
AUXIHATY @NEEIPIISES. . eeereeiereerieeieriieeteeteeeeesreneesseesesnesseennees 5,169,797 - 5,169,797
Investment income available for operations...............ccceeverurennenns 4,193,533 2,452,053 6,645,586
OBET ...ttt ettt et eveereens 394,241 - 394,241
Net assets released from restriction.............cceeeeveeeevieecieesreenneens 4,573,793 (4,573,793) -
TOtaAl TEVEIUE ....coeoiiiiiiiieieeeeeeeeeee e 39,344,590 2,249,179 41,593,769
Expenses and other deductions:
Academic and student programs..............ccceeeveevereesieereeieesnennnns 15,215,947 - 15,215,947
AdmInisStrative SUPPOTt........eevveerririirienierieereereneesieeseeenesseeneees 12,494,233 - 12,494,233
AUXIIATIES. ...c.veevvieceieeiie ettt et eer e ae et e eaaeeanae s 6,507,724 - 6,507,724
Facilities operation and maintenance...........ccoecveevereeereeevennvennen. 5,218,439 - 5,218,439
Total operating EXPenses..........ccverveeveeveneereenuesivesueneens 39,436,343 - 39,436,343
Change in net assets from operating activities..........ceccververeeereeennenne. (91.753) 2.249.179 2.157.426
Non-operating activities:
ENdOWIMENT.......coovviiiiiiieeeiieeeeee e - 1,681,165 1,681,165
Change in value of investments (N€t)..........ccoevvevverrereeriienireeenns 10,435,621 12,927,164 23,362,785
Change in value of split interest funds............coovevvevercienrenens - (886,852) (886,852)
Gain on extinguishment of debt.............ccceeevvriiiniiiiiiiees 4,550,500 - 4,550,500
Gain on sale of ProPerty......ccceeeverierieriirerie e 315,509 - 315.509
Net non-0perating aCtIVItIES......cverveeveeruereerreneieeesie e seeesreenee e e 15,301,630 13,721,477 29,023,107
Change N NEt ASSELS......ccuverueeirrrieriieieeieeeeseeseeeseeteseeseeesseenseeeeens 15,209,877 15,970,656 31,180,533
Net assets, beginning 0f YEar ..........ccvevverierieniieieeie e 95,477,611 148,124,121 243,601,732
Net assets, end of year, as previously reported............ccoovververirennenne. 110,687,488 164,094,777 274,782,265
Prior period adjustment............cccvevvieriierierieeienieee e (906,805) - (906,805)
Net assets, end of year as restated..........ccocveveeverenieeieeieieieieienne. $109,780,683 $164,094,777 $273,875,460

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Statements of Cash Flows
For the Years Ended July 31, 2022 and 2021

Change in cash and cash equivalents: 2022 2021

CRANgE 1N NET ASSELS......cveuieeeveriieteteiteteseeteteststetese st etesesseseseseesesestesesensesesesessssesesesesenens $_(15317,497) $__31,180,533

Adjustments to reconcile change in net assets to net cash utilized by operating activities:

DIEPIECIALION .euieeieeieeiieiieie ettt ettt st ettt e et e et e bt estes e sste st eseentesseensesseensansesneensesneanee 4,330,822 4,117,005
Gain on extinguishment 0f debt..........ccooieiiiiiiiiiiiiie e - (4,550,500)
Amortization 324,498 -
Principal portion of lease HHabilities.........ccccverieriroieiinenineniencceecreeerc e (312,436) -
Contributions restricted for endowment and acquisition of long-term assets.................... (5,281,159) (2,765,518)
Gain (loss) on disposal Of fIXed ASSELS......ccuiruiererieriirtieiieiertere et 10,066 (315,509)
NON-CaSh CONITDULIONS. ...ttt sttt s (142,955) (2,643,197)
Change in value of swap Hability........c.cccoviriniiniiiiiiiiinicecc e (77,877) (172,634)
Net unrealized and realized gain on INVEStMENTS........cceerverreeierierierieeieeeeieeriesieeieseeeenens 14,378,194 (24,917,126)
Investment income............ccceveeuveennennnen. e teeeeteeeeehbee e beeeaheeeaaaaeeabreeeabeeennbeeeabeae s (4,188,957) (1,572,0006)
Change in value of split-interest funds............cceveeviirieierienenieeeceee e (1,572,040) 941,120
Changes in operating assets and liabilities:
RECEIVADIES. ...ttt ettt (313,573) 75,006
Unconditional PromiSes t0 SIVE........cceeeerierieruererrienteeeerteeiesseeeessesseessesseessesseessenses 120,000 115,749
OFRET @SSELS........eevetiiinieiieiieieet sttt ettt ettt ettt et eb et e ebe et ebe b saennenne (163,564) (51,876)
ACCOUNES PAYADIC. ..ottt sttt 90,017 (556,330)
Other aCCTUEA EXPEISES.......cuerrirtitinieiietietertent ettt ettt st ettt ettt et se et eae b nae e enne (276,144) (320,188)
Deferred INCOME.......coueiiiiirieiite ettt e 13,316 (199,239)
Accrued postretirement benefit Obligation..........c..cceceririerieneiirinininccecrceene (237,863) (68,984)
Accrued postemployment benefit 0bligation............eeeeveeviieiierieeiienirieie e (86.950) 1.427
Total AdJUSLMENLS. ....cuveieieiieiieiieie ettt ettt ettt sttt e beenaesbeeaeeseene 6.613.395 (32.882.800)
Net cash utilized by Operating aCtiVities..........eruereereerreeiierieerienieeieseseeieeeeieseenee e (8,704,102) (1,702,267)
Cash flows from investing activities:
Proceeds from sale and maturities of INVESIMENLS. .........cccveevvieeuiiiiiieiiieeieecee e 11,878,485 22,844,677
Proceeds from notes receivable 1,117 19,231
Purchase of investments (11,411,985) (20,574,804)
Proceeds from sale of property and equipment 307,272 422,466

Investment in construction in progress................ (2,811,199) (7,001,078)
Purchase of property, plant, and equipment (604.518) (1,106,982)

Net cash (utilized) provided by investing activities..........ecveevverreevererreeniereeiereeneenes (2.640.828) (5.396.490)

Cash flows from financing activities:

Proceeds from issuance of notes payable..........ocovevieiirirnieneeieeeee e 1,611,271 -
Principal payments on notes payable...........cccocviririiiiiiiniinenice e (496,329) (1,040,870)
Contributions restricted for endowments and acquisition of long-term assets................. 5,281,159 2,765,518
Net cash provided by financing activities..........ceeververueriierieesierieieneeeee e 6.396.101 1.724.648
Net decrease in cash and cash eqUIVAIENLS..........cceeviiriiriiiiiiieieee e (4,948,829) (5,374,109)
Cash and cash equivalents, beginNing 0f YEar........ccccceeieriirierieieeieriee e 6.669.447 12.043.556
Cash and cash equivalents, end Of YEaT..........ccceririiirerieiieiee e $ 1,720,618 $__ 6,669,447

The accompanying notes are an integral part of these financial statements.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Financial Statements

1. NATURE OF ORGANIZATION

The Southwestern Baptist Theological Seminary, (the "Seminary") is incorporated under the laws of the State of
Texas as a not-for-profit religious organization. The primary purpose of the Seminary is to provide theological
education for men and women preparing for Christian ministry. The Seminary’s primary location is in Fort Worth,
Texas.

The Seminary is supported by the Southern Baptist Convention (SBC) and is an entity of that Convention. The
Seminary is economically dependent on the SBC and others for financial support.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

These financial statements of the Seminary have been prepared and are presented in conformity with accounting
principles generally accepted in the United States of America (GAAP). The Seminary is required to report
information regarding its financial position and activities according to the following net asset classifications:

Net assets without donor restrictions: Net assets that are not subject to donor-imposed restrictions and may
be expended for any purpose in performing the primary objectives of the Seminary. These net assets may be
used at the discretion of the Seminary's management and the board of directors.

Net assets with donor restrictions: Net assets subject to stipulations imposed by donors and grantors. Some
donor restrictions are temporary in nature; those restrictions will be met by actions of the Seminary or by the
passage of time. Other donor restrictions are perpetual in nature, where by the donor has stipulated the funds
be maintained in perpetuity.

Donor restricted contributions are reported as increases in net assets with donor restrictions. When a

restriction expires, net assets are reclassified from net assets with donor restrictions to net assets without donor
restrictions in the statements of activities.

Basis of Accounting

The financial statements of the Seminary have been prepared on the accrual basis of accounting. Accordingly,
revenues are recognized when earned and expenses are recorded when incurred.

Revenue and Support

Revenues and support for the Seminary are primarily derived from tuition, fees, and contributions from donors and
supporters of the Seminary. Contributions received are recorded as net assets with donor restrictions and net assets
without donor restrictions depending on the existence and/or nature of donor restrictions.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Financial Statements

Recognition of Donor Restrictions

The Seminary reports gifts of cash and other assets as net assets with donor restrictions if they are received with
donor stipulations limiting the use of the donated assets if the restrictions are not met in the period of receipt. A
donor restriction expires when a stipulated time restriction ends or a purpose restriction is accomplished. At that
time net assets with donor restrictions are reclassified to net assets without donor restrictions. If a stipulated time
restriction ends or a purpose restriction is accomplished during the year the donation is received, the donation is
recognized as net assets without donor restrictions revenue.

The Seminary reports gifts of cash and other assets as net assets with donor restrictions if they are received with
donor stipulations that resources be maintained permanently but permits the Seminary to use part or all of the
income derived from the donated asset for general or restricted purposes.

Revenue Recognition

Contributions are recognized as revenues in the period when unconditional promises to give are received.
Conditional promises to give are not recognized until they become unconditional, that is when the conditions on
which they depend are substantially met. Contributions to be received after one year are discounted at an
appropriate discount rate commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.

An allowance for uncollectible receivables is provided based upon management’s judgment including such factors
as prior collection history, type of contribution and nature of fund raising activity.

Investment returns on endowment and similar funds are reported as follows:

e as changes in net assets with donor restrictions if the terms of the gift require that they be added to the
principal of a permanent endowment fund;

e as changes in net assets with donor restrictions if the terms of the gift impose a time or purpose restriction
on the use of the income;

e as changes in net assets without donor restrictions in all other cases.

Donated Assets
Donated property is recorded at fair market value on the date of receipt in the appropriate investment, equipment,
or expense account. In the absence of donor restrictions, donated assets are reported as revenue without donor

restrictions.

Donated Services

Occasionally, the Seminary receives support in the form of donated services. Those services are recognized as
revenue without donor restrictions if the services received (a) create or enhance nonfinancial assets or (b) require
specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if
not provided by contribution. Contributed services that do not meet these criteria are not recognized as revenue.
No such amounts were recorded in the financial statements for the years ended July 31, 2022 and 2021.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Financial Statements

Classification of Revenue and Expenses

Operating activities include items which are directly related to the Organization's program activities or are essential
support elements of those programs. Depreciation and interest expense have been allocated to related operating
activities. Interest income and gains or losses on disposals of assets or liabilities do not meet the Organization's
criteria for operating activities and are included with other revenue and expenses.

Estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect certain reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Accordingly, actual results could differ from those
estimates. The most significant estimates included in these financial statements are depreciation, the valuation of
certain level 3 investments, the interest rate swap agreement, the accrued benefit obligations, and allocation of
certain expenses.

Concentrations

Financial instruments, which potentially subject the Seminary to concentrations of credit risk, are cash and cash
equivalents and investments. The Seminary places its cash with high-credit quality financial institutions and
periodically maintains deposits in amounts which exceed FDIC insurance coverage. Management believes the risk
of incurring material losses related to this credit risk is remote. The Seminary currently invests primarily in
common stock, mutual funds and partnerships. Management believes diversity within the portfolio avoids
significant concentration of credit risk with respect to these investments.

Programs

The Seminary’s core values are exemplified in its efforts to be Christ-centered, grounded in Scripture, globally

minded, supportive of the local church, encouraging of Godly character, pursuit of lifelong relationships, and

dedicated to professional excellence and lifelong learning. The Seminary pursues its mission through the execution
of these major programs:

Academic and student - providing a biblically-based education for undergraduate, graduate, and postgraduate
degrees in theology, church music and worship, educational ministries, and evangelism
and missions; along with campus life activities, placement and employment services

Auxiliary enterprises - providing housing, dining, recreational, and other services to students and staff

Administrative support - providing support for program activities and general operations

Facilities operations - providing for maintenance and care of facilities, grounds, and equipment
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Financial Statements

Cash and Cash Equivalents

For the purposes of financial reporting, the Seminary considers all short-term investments, with an original
maturity of three months or less, to be cash equivalents.

Accounts Receivable

The Seminary’s accounts receivable are due primarily from students. Credit is extended to students and collateral
is not required. Accounts receivable are due at the beginning of each term. Amounts are reported net of an
allowance for doubtful accounts. Accounts outstanding beyond the beginning of the term are considered past due.
The Seminary determines its allowance by considering a number of factors, including the length of time student
receivables are past due and the Seminary’s previous loss history. The Seminary writes off accounts receivable
when they are deemed uncollectible, and payments subsequently received on such receivables are credited to the
allowance for doubtful accounts. Typically, students whose accounts are not current are not allowed to enroll in
future classes. Allowance for doubtful accounts for the years ended July 31, 2022 and 2021, was $999,483 and
$1,310,309, respectively.

Investments

Investments in debt, equity securities, and mineral rights are stated at fair value. The net realized and unrealized
gains and losses on investments are reflected in the Statement of Activities. Investments received by gift or
bequest are recorded at fair value at the date of effective receipt. If fair value is not determinable at date of
effective receipt, assets received by gift or bequest are recorded at a nominal value until such time as the fair value
is determinable. Purchased investments or debt securities which are not marketable with readily determinable fair
values are carried at cost unless there has been an impairment of value considered to be other than temporary.

The Seminary is the beneficiary of certain perpetual trusts held and administered by third parties. Distributions
from the trusts are recorded as endowment income and the carrying value of the investments is the current market

value of underlying assets.

Fair Value Measurements

The Seminary follows FASB Accounting Standards Codification Topic 820, Fair Value Measurement. Topic 820
defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. Topic 820 establishes a
fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels.

The Seminary adopted the provisions of Accounting Standards Update (ASU) No. 2015-07, Disclosures for
Investments in Certain Entities That Calculate Net Asset Value per Share (or its equivalent). ASU No. 2015-07
amends ASC Topic 820, Fair Value Measurement, to remove the requirements to categorize within the fair value
hierarchy all investments for which fair value is measured using the net asset value (NAV) per share practical
expedient. The information provided in Note 14 in these financial statements has been updated to comply with the
provisions of this ASU.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Financial Statements

Split-Interest Agreements

The Seminary is the beneficiary of split-interest agreements which are irrevocable charitable remainder trusts and
charitable gift annuities. At the dates these trusts are established, assets and contribution revenues are recognized
at the present value of the estimated future benefits to be received when the trust assets are distributed. The
receivables are adjusted during the term of the trusts for changes in the value of assets, accretions of the discount
and other changes in the estimates of future benefits which are reflected in the Statement of Activities as a change
in value of split-interest agreements. Liabilities under split-interest agreements are calculated based upon current
actuarial assumptions used by trustees of the agreements.

Advertising Costs

The Seminary uses advertising to promote its major programs to the general public. The costs of advertising are
expensed as incurred. Advertising expense was $551,162 and $488,341 for the years ended 2022 and 2021,
respectively.

Property, Plant, and Equipment

Property, plant, and equipment are recorded at acquisition cost. Donated assets are recorded at fair market value at
the time of receipt. The Seminary capitalizes assets with a cost greater than $3,500. Betterments and renewals are
capitalized. Maintenance and repairs are charged to operations when incurred. Depreciation is computed using the
straight-line method over the following estimated useful lives:

BUIIAINES. ..ottt ettt et e et e esbesnaesseeseensesnnas 30-40 years
EQUIPIMENL....otiiiiiiieeie ettt ettt e et e st e st e esbeenaesseenseensenenas 5-10 years
Improvements other than buildings............ccceveeiiriiniieiieecieeeeee e 30 years

Impairment of Long-lived Assets

Management evaluates its long-lived assets for financial impairment whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. An impairment loss is recognized when the
estimated undiscounted future cash flows from the assets are less than the carrying value of the assets. Assets to be
disposed of are reported at the lower of their carrying amount or fair value, less cost to sell. Management is of the
opinion that the carrying amount of its long-lived assets does not exceed their estimated recoverable amount.

Unconditional Promises to Give

The Seminary records unconditional promises to give when a promise to give is communicated in writing with
specific amounts and due dates for those donors with an established history of giving. Unconditional promises are
evaluated annually as to collectability and reserves for doubtful promises are provided for estimated uncollectible
accounts. Unconditional promises are written off when determined to be uncollectible.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Financial Statements

Functional Allocation of Expenses
The costs of providing the various programs and other activities have been summarized on a functional basis in the
Statement of Activities. Accordingly, certain expenses have been allocated among the programs and supporting

services benefited.

Compensated Absences

Employees of the Seminary are entitled to paid vacation leave depending upon their length of service and other
factors. Compensated absences for vacation leave have not been accrued since they cannot be reasonably
estimated. The Seminary’s policy is to recognize these costs when actually paid.

Interest Rate Swap Agreement

The Seminary uses a derivative to manage risks related to interest rate movements. The Seminary’s interest-rate
swap contracts are reported at fair value. The change in the swap contract's fair value is reported as a gain or loss in
the Statement of Activities. The Seminary’s risk management strategy is to stabilize cash flow requirements by
maintaining a swap contract which effectively converts variable-rate debt to a fixed rate.

New Accounting Pronouncements

In 2022, the Seminary adopted the provisions of Accounting Standards Update (ASU) No. 2016-02, Leases (Topic
842). The new standard clarifies the definition of a lease and causes lessee to recognize leases on the balance sheet
as a lease liability with a corresponding right-of-use asset for leases with a lease term of more than one year. This
change does not have a material impact on the Seminary's financial statements and have been applied to the
financial statements and footnotes on a modified retrospective basis.

In 2022, the Seminary adopted, and retrospectively applied, the provisions of Accounting Standards Update (ASU)
No. 2020-07, Presentation and Disclosures by Not-for-Profit Entities for Contributed Non-Financial Assets. ASU
No. 2020-07 amends ASC Topic 958, Not-for-Profit Entities, and improves generally accepted accounting
principles (GAAP) by increasing the transparency of contributed nonfinancial assets for not-for-profit (NFP)
entities through enhancements to presentation and disclosure. This change does not have a material impact on the
Seminary's financial statements.

Change in Presentation
Certain amounts from the prior year financial statements have been reclassified to conform to the current year's

financial statement presentation and enhance comparability between periods. This change has no effect on total net
assets or the total change in net assets for the year ended July 31, 2021.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Financial Statements

3.

LIQUIDITY AND AVAILABLE RESOURCES

The following represents the Seminary's financial assets at July 31, 2022 and 2021:

2022 2021
Cash and cash eqUIVAlENts.............c.ccovviieiiieieiiee e $ 1,720,618 $ 6,669,447
Accounts and contributions receivable..........cccooovveeieiiieeeeieee e 413,123 219,550
NOLES TECEIVADIE. ...t 8,025 9,142
INVESIMENLS.....evviiiieeieeeieeeeee e e e e e e e 70,484,422 76,274,236
Endowments held in perpetuity by others..........ccocevverieciiecenieiee e, 71,815,840 74,919,293
Annuities and trusts held by others..........ccccoevieiirieniienieeeeeee e, 15,376,458 17,200,797
OFheT @SSELS...c.vevieieeieeiieiiiiete sttt ettt ettt ettt 637.898 474,334
Total financial ASSELS.......c.eecverirreerieiieeie et seeens 160,456,384 175.766.799
Amounts not available to be used within one year, due to:
Perpetual and term endowments and accumulated earnings not
convertible to cash within the next twelve months...............ccoeveriveiiriennnnne (67,024,000) (72,814,000)
Endowments held in perpetuity by others not convertible to cash within
the next twelve MONthS...........cccoevieiiiiecie e (68,936,000) (72,039,000)
Investments held in trusts and various state required annuity reserves........ (15,376,458) (17,200,797)
Investments in board designated endowments............ccceeeveeevereieneeeciennennenns (593.010) (623.750)
Total amounts not available to be used within one year........................ (151,929.468) (162,677,547)
Financial assets available to meet general expenditures
over the next twelve MONthS.........ccoeveiririeinieieeeeee e $__ 8526916 $__13,089,252

Financial assets are considered unavailable when illiquid or not convertible to cash within one year, trust assets,
perpetual endowments, or because the governing board has set aside the funds for specific contingency reserves
and projects or a long-term investment as board designated endowments. The Seminary structures its financial
assets to be available as its general expenditures, liabilities, and other obligations come due.

The Seminary has an unsecured line of credit (LOC) agreement in the amount of $5,000,000. The LOC has been
drawn upon during the current year in the amount of $1,600,000, all of which is outstanding at July 31, 2022. The
line of credit matures in March 2023. The interest rate is variable, indexed to the prime rate as quoted in the most
recently published issue of the Wall Street Journal ("WSJ") (US Edition). The rate at July 31, 2022 is 5.5%. The
interest rate will be no less that 3.5% and no greater than the maximum rate allowed by applicable law. For
purposes of this Note, the "maximum rate allowed by applicable law" means the greater of (A) the maximum rate
of interest permitted under federal or other law applicable to the indebtedness evidenced by this Note, or (B) the
"Weekly Ceiling" as referred to in Sections 303.002 and 303.003 of the Texas Finance Code. Interest is due
monthly and principal is due upon maturity.
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THE SOUTHWESTERN BAPTIST THEOLOGICAL

SEMINARY

Notes to Financial Statements

REVENUE FROM CONTRACTS WITH CUSTOMERS

The Seminary’s only customers are its students. Contracts with students are of three types: 1) education-related
tuition and fees, 2) dormitory rentals (with meal plan), and 3) dining fees (for students living on-campus in non-
dorm facilities or off-campus). Performance obligations associated with education-related contracts consist of
providing professional, accredited instruction in course subject matter for the associated academic term, assigning
a grade consistent with the student’s performance, and recording that grade in an official, permanent transcript.
Dormitory rental (with meal plan) contracts obligate the Seminary to provide acceptable accommodations, utilities,
maintenance, security, adequate parking, and nutritional meals of acceptable quality and quantity. Dining fee
contracts obligate the Seminary to only providing nutritional meals of acceptable quality and quantity. Even
though the Seminary provides each of these contracted services over the entire period of the academic term, no
refunds or prorated adjustments are available to students after the second week of classes.  Therefore, the
Seminary fully recognizes revenue from these contracts in the first accounting period of each academic term.

FUNCTIONAL EXPENSES

Operating activities include items which are directly related to the Seminary's program services or are essential
support elements of those programs. The costs of providing the Seminary's various programs and supporting
services have been summarized in the table below, which reports certain categories of expenses that are attributable
to more than one program or supporting activity. Accordingly, these expenses have been allocated among the
programs and supporting services benefited using allocation bases determined by management and that are
reasonable and consistently applied. Interest income and gains or losses on disposals of assets or liabilities do not
meet the Seminary's criteria for operating activities and are included with other non-operating activities.

Total expenses include all operating expenses and net periodic pension cost.

2022

Program Activities Supporting Activities

Facilities
Academic and Administrative Operation and
student programs Auxiliaries Support Maintenance Total expenses
Salaries and wages...........ccceveenee. $ 8,389,059 $ 729,524  $ 5,026,814 $ 2,071,629 $§ 16,217,026
Employee benefits...........ccoeeueenen. 2,550,160 218,864 2,135,543 1,076,182 5,980,749
Depreciation and amortization..... - - - 4,296,606 4,296,606
Services, supplies, and other........ 1,867,046 994,898 4,155,436 157,890 7,175,270
Leasing CoSt......ccuerievieruenierennenns 129,449 56,634 132,511 60,918 379,512
Occupancy, utilities, and
maintenance... 145,387 2,239,909 2,068,644 3,683,698 8,137,638
Interest......covevveeceeeeeeeeeeeeeeee 2,007 534,346 5,775 - 542,128
Transfer between functions.......... - 1,013,931 7,453 (1,021,384) -
Depreciation and amortization,
allocated by function.............. 2,255,718 1,768.913 157,685 (4,182.316) -
Total eXpenses.......coveverervenreanns $ 15,338,826 $__ 7,557,019 $__ 13,689,861 § 6,143223 §_ 42,728,929
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2021

Program Activities

Supporting Activities

Facilities
Academic and Administrative Operation and
student programs Auxiliaries Support Maintenance Total expenses

Salaries and wages..........c.cccoeuee. $ 8,464,393 $ 619,910 $ 4,539,265 $ 2,190,133 § 15,813,701
Employee benefits.........c..c.cccoeueene 3,114,815 216,381 2,186,532 987,870 6,505,598
Depreciation and amortization..... - - - 4,093,005 4,093,005
Services, supplies, and other........ 1,459,529 1,212,317 3,279,504 278,537 6,229,887
Occupancy, utilities, and

MAINLENANCE......ceverveeneeeienene 62,160 1,273,048 2,263,893 2,806,380 6,405,481
Interest......ccccoveveneecvecncnncnes - 391,813 - - 391,813
Transfer between functions.......... (33,778) 1,109,165 74,826 (1,153,355) (3,142)
Depreciation and amortization,

allocated by function.............. 2.148.828 1.685.090 150,213 (3.984.131) -
Total eXpenses.........coccevevveeeeennn $__ 15215947 $__ 6,507,724 $__ 12494233 § 5218.439 $_ 39.436,343

6. FUNDRAISING ACTIVITIES

Fundraising expense for the years ended July 31, 2022 and 2021, was $2,335,291 and $1,525,535, respectively,
These expenses are included in institutional support in the accompanying Statement of Activities.

7. COOPERATIVE PROGRAM

One significant source of Seminary revenue is the Cooperative Program of the SBC. Churches participating in the
Cooperative Program contribute to the SBC, which passes funds (according to an allocation formula) to the
Seminary and other entities. The Seminary received $6,995,361 and $7,045,972 from the SBC for the years ended

July 31, 2022 and 2021, respectively.
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Distributions by state, as provided by the SBC Executive Committee for years ended July 31, are as follows:

2022 2021

ALBDAIMA. ...ttt $ 682,336 $ 699,551
ALBSKA.....ccviivieie ettt ettt ete et ens 4,463 4,425
YN a0 ) V- N 50,034 49,611
ATKANSAS ...ttt 335,257 345,286
CalifOrNIA. ... .ccovviee e 73,416 84,960
[070] 16 e (o FO RPN 19,215 27,663
D F1 o] v R 3,772 3,879
FLOTIAA ...ttt ettt et te v ens 518,300 556,494
L€ 1T 4 T H USRS 534,368 567,867
Hawail PaACITIC........cooviiiiiieie e 7,648 8,570
TLHDIOIS. c. vttt ettt ettt et ettt e e re e re e eraeenas 76,142 80,911
3T ST Vo TSRO 26,455 26,460
LOWa .o e e 25,854 21,519
Kansas-INEDIasKa...........coouuiiieiueieeieieeeeee et 27,949 31,033
K@NUCKY ..ottt ettt enee e 353,541 360,679
LOUISIANA ... e e et e e et e e e ennneas 233,864 234,036
Maryland-Delaware............coccuerierieriieieeiiesiene et eee 57,300 55,951
IMICRIGAN....covieiiieiieeie ettt et s et e sbeeneeenaesneenseense e 14,105 12,881
MiINNESOtA-WISCONSIN......uvvieieeeeeeeiieeeeectreeeeeeee e et ee e e e e e eeeeeeeaeeeeeaeeeeeneeas 9,149 10,303
IVISSISSIPP 1 enveenreenrereeerseanseeteestenseesseenseessessaenseesseensesssessaenseesesnsesssesseensessenns 467,836 413,066
IMESSOUL L. ..c.evviieeeeee e eeee e e e et e e et e e et e e ere e e e eareeeeennaeeeeateeeeeaeesennneas 202,657 215,381
MONEANA. ......coiiiiiieee et e et e e e et e e e e e et areae e e e e eeattreaeeeas 6,519 6,960
JA (377 1c - TR 15,081 15,103
NeW ENgland........c.cocooiiiieiiieiee ettt 6,675 7,289
NEW MEXICO.....cuuveeeeiureeeeeeeeeeee e e et e e et e e et e e eereeeeere e e eennaeeeenaeeeeeaeesennneas 33,869 33,347
NEW YOIK ..ot e et e e et eeeaeeeennnees 8,016 8,281
NOIth CArOlNQ. .....ccovviieeciiie et 434,584 430,776
NOTTRWESL. ...t e et e e e et eeeeaee s eenneas 18,810 20,895
OREO.. ettt et ettt ettt ettt ettt e ereeraeens 78,396 78,429
()74 F:1 107 1 RO 367,979 373,949
Pennsylvania-South JErSeY........cccverieriieierieiiere ettt 11,423 11,231
Puerto Rico/U.S. Virgin Islands............ccceeverieiieniiiienieeee e 638 541
SOUth CarOliNa........oeeiiiiieieeiiie et eeareeean 382,390 397,555
TOMMESSEE. ....vvvveiieeeeeeteeee ettt e e e et e e e e e e r e e e e e e e ttaeeeeeeeeas 639,550 525,914
TeXAS-BGCT ...ttt et 344,849 363,846
TEXAS-SBTC ..ot e e e e e 537,592 564,097
1710 (G Y s o YRR 8,137 9,004
VATZINIA-BGAV oottt ettt et et ese b s s neessennens 30,242 32,590
ViIrginia-SBCV .....oouiiiieiece ettt st 167,740 170,273
WSt VITZINIA. ...evieiieniieie e cite ettt et ettt ee et et et eenbesnaesaeeseennesnnenns 16,759 17,698
WYOIMNG ..ottt sttt e ettt e et e e e eseeteenseessessaesseenseensesnnenns 1.313 2,787
6,834,223 6,881,091

Churches and individualS...........c..coovieiiiiiiiieeie e 161,138 164.881
Total Cooperative Program Allocation............eceevvveeeririeeeenreeereeenen $_ 6995361 §_ 7.045972
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8. INVESTMENTS

The Seminary carries marketable securities at fair market value and realized and unrealized gains and losses are
recorded in the Statement of Activities. Investments consist of the following as of July 31:

2022 2021

Money market fUNAS .........ocveeeririiieiiieeier et $ 181,155 $§ 1,605,103
Private CQUILY.....vieoeieieeiieiierie ettt ettt ene s 3,442,579 7,012,341

Private debDl.......coooviiiiieeee e 2,815,475 -
Other Foundations and 3rd party trusts..........ccceeceevienieeciesienieneee e 87,251,461 92,120,089
93,690,670 100,737,533
Investments measured at net asset value............cceeeveeieiecieenieeciee e, 63,986,051 67,656,792
Investments, net of restricted cash............ccoovvevveeiivveveceeeeeeeeeeeeene, $_157,676,721 $_168,394.325

The “Investments measured at net asset value” and “Private equity” categories include interest in certain limited
partnerships and limited liability corporations and is carried at fair value as provided by the investment managers.
The amounts realized upon disposition of these investments may differ from the value reflected in the financial
statements and the differences could be material. Certain partnership agreements are restricted as to resale and
may require advance notice for redemption or withdrawal.

The Seminary’s investments in partnerships is subject to various risk factors arising from the investment activities
of the underlying instruments of the partnerships, including market, credit, and currency risk. The Seminary’s risk
of loss as of July 31, 2022 and 2021, in any of its investment partnerships is limited to the value of the investment
at July 31, 2022 and 2021. Investment fees are netted against dividend and interest income.

The following schedule details investment returns for the years ended July 31:

2022 2021
Dividend and INterest INCOME...........ccovuvrviiieieiiiiiiiieeeeeeeeieeee e e eeeeeeeeeeeens $ 7845311 §$§ 5,292,878
Net realized gains on INVESIMENLS...........ceceeeiieerieeeiienieesieeeeeesieeeseeeennnes 2,082,181 3,548,316
Net unrealized gain (10SS) 0N INVEStMENLS........cceeevierrierieieieeeireeieeie e (16,275.468) 21,167,177
TOLAL ..ottt $__(6,347,976) $_30,008,371
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9. PROPERTY, PLANT, AND EQUIPMENT
Property and equipment consists of the following at July 31:
2022 2021

Land oo et $ 2,028483 § 2,028,483
BUIldINES ..ot e 160,419,900 157,406,219
EQUIPIMENL.....coiiiieiieieeieeie ettt st ettt enee e e seaeneeas 16,275,265 16,334,374
Improvements other than buildings.............ccceeeeeriierieciinierieeee e 15,635,000 15,509,960
Library books/microfilm/antiquiti€s.............ccereverierieeriinienienieeie e 14,651,898 14,566,967

Right of Use Assets - Operating, net of amortization..............c..cceecveruennen. 830,749 981,904
209,841,295 206,827,907
Less accumulated depreciation............cveeveeveriereeneenieeieseeseesie s (79.203.428) (75.196.298)

TOtAL . $_130,637,867 $_131,631,609

Buildings include construction in progress for existing facilities totaling $2,558,138 at July 31, 2022.

10. LEASES

The Organization is the lessee of office printer equipment, vehicles, postage equipment and ice machine under
operating leases expiring in various years through 2026. The net book value of the right of use assets is $830,749.
The assets and liabilities under operating leases are recorded at the present value of the minimum lease payments.
The assets are amortized over the lease term. Amortization of operating lease right of use assets is included in lease
expense. Accumulated amortization for these assets was $331,561 at July 31, 2022.

Minimum future lease payments under operating leases as of July 31, 2022, are as follows:

2023 ettt e h e et ebe ettt e st s $ 371,185
2024 ..ttt et ettt s nae 338,503
2025 ettt s eh e et eb ettt et sae 176,669
2026 ..ttt e bt ettt st eae 21,092
Total minimum 1€ase PAYMENLS........cc.eeruereerierierieiieseeneiereeenre e seeeneeenns 907,449
Less amount representing interest.........uevververieeererseeseeneieneeeeeseeseeeneeenns (57,575)
Present value of net minimum operating lease payments...................... $ 849,874

Below is a summary of lease costs for the year ended July 31, 2022:

Interest on operating lease liability.........cccoevvveeieienienieiieeeeeee e $ 47,950
Amortization of operating lease right-of-use assets...........cccceeveevereennen. 331,561
TOtal 168SE COSL...vuvrriieiiriirieiriiiete ettt $ 379,511

Page 18 of 27



THE SOUTHWESTERN BAPTIST THEOLOGICAL
SEMINARY

Notes to Financial Statements

Other information:

Right-of-use assets obtained in exchange for new operating lease.......... 180,407
Weighted-average remaining lease term-operating leases...........c........... 18.1 months
Weighted-average discount rate-operating leases.........c..coccvvevererueennennee 5.0%

11. EMPLOYEE BENEFITS

Defined Contribution Retirement Plan

The Seminary provides all full - time employees with a defined contribution retirement plan which is administered
by GuideStone Financial Resources of the Southern Baptist Convention under Internal Revenue Code Section
403(b) and Treasury regulations related thereto. The Seminary contributes 10% of the participant's salary to the
plan and also matches the participant's contributions up to a maximum of 5% of their salary based upon prior years
of service eligibility. The Seminary’s contribution for the years ended July 31, 2022 and 2021, was $1,526,545 and

$1,303,716, respectively.

Postretirement and Postemployment Benefits

The Seminary provides postretirement benefits to retired employees. The following table sets forth the future

obligations at July 31:
2022 2021
Accumulated benefit COStS......uiiiiimiiiniiiiieecii e $ 646,647 $ 884.510
Employer contributions (benefit paid).........ccccccevvverieciinienieriee e (43.379) (59.734)
Net periodic benefit COSt.......ciriirieriiiieiiiieee e 34.127 37.781
Comprehensive INCOME........cc.eevirierierie e (228,611) (47,031)
Discount rate asSUMEd............ceeeviiviieeirieiiieeie et eeee e eiee e eveeeare s 4.12% 2.34%

The Seminary provides postemployment benefits to retired employees. The following table sets forth the future

obligations at July 31:
Accumulated Denefit COSES.......uvrirriiriirieiieieeieee e $ 355985 $ 442 935
Employer contributions (benefit paid).........ccccccevvverieciinienieiee e (65.182) (37.168)
Net periodic benefit COSt.......cvriirririiiieiiiere e (21.768) 38.595
Discount rate aSSUMEd..........ccveeverierierieeieriesie st eee e seeenneas 4.14% 2.58%
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12.

NET ASSETS
2022 2021
Net assets without donor restrictions:
CUITENE OPETALIONS. .. vveeeienveenereereeeeestesteesteetessaestesseeseeneesssesseenseansesnsesssenseens $ (23,276,383) $ (15,850,961)
INOLES PAYADIC. .....eeeeieeieiieiieie ettt ettt ettt e et eneeesaenseens (17,495,422) (16,280,384)
ENAOWIMENT .....oooiiiiiiiiiiiceciee e 3,949,220 12,589,769
Invested in property, plant and eqUIPMENt..........ccccceevveeeiirierienieee e 130,637,867 130,649,704
Unfunded postretirement benefits..........ccoocerierieiiniienieiieniee e (355,985) (884,510)
Unfunded postemployment benefits...........ccoeveriieiiiriieniieneeniee e (646.647) (442.935)
Total net assets without donor restrictions............cveevvereeceereeneereereennne. $_ 92,812,650 $_109,780,683
Net assets with donor restrictions, temporary in nature and met by passage of
time consists of the following:
CaPItal PIOJECES.....vivietiiieeieiiietietet ettt ettt et se b b se et benena, $ 5,750,258 $§ 5,218,499
SCROLATSHIPS ...ttt sttt sttt eenee e 13,801,108 13,604,015
ORNET ettt st s st 2,416,574 2.409.024
Total net assets, teMPOrary in NAUTE............ceeveeererreieesrerieriesereeresnereens, $_ 21967940 $_ 21,231,538
Net assets with donor restrictions, perpetual in nature and stipulated by the
donor consists of the following:
Annuity and life income funds...........ccccveeiirieriienieneceee e, $ 5327934 $ 5,580,232
Endowment fUNAS........c...ooooveiiiiiie e, 138,346,054 137,206,157
ORNET ettt st s sttt 103.385 76.850
Total net assets, perpetual in NALULE...........cecvereerierieriieeee e, 143.777.373 142.863.239
Total net assets with dONOr reStriCtions...........ecveeeerverieecieeie e, 165,745.313 164.094.777
TOtal NEt ASSELS ...eveuvritinieeiieieeteet ettt ettt eae e eene s $_ 258,557,963 $_273.875.460
Net assets released during the years ended July 31 are for the following
purposes:
SChOIATSRIPS ...c.vivecvieriieiit ettt ettt eb ettt e bess v s eaeene s $ 5518,710 $ 5,433,964
CaAPIA]l PLOJECLS...eeuiirieiieiieie ettt st ettt et et et e enaeseeesseenseennens 510,625 -
Reclass from restricted endoOWments...........cccceevvverieeienieniiecieeie e, - (1,264,913)
ORET ettt st e st 494.768 404.742
Total net assets released.........coovveirireirerieieirieeieeee e, $_ 6524103 $__ 4,573,793
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13.

ENDOWMENT INVESTMENTS

Return Objectives and Risk Parameters - The Seminary has adopted investment and spending policies 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 the endowment assets. Endowment assets include net assets
with donor restricted funds that the Seminary must hold in perpetuity or for a donor-specified period(s) as well as
board-designated funds. Under this policy, as approved by the Board of Trustees, the endowment assets are
invested in a manner that is intended to produce returns that equal inflation plus annual distribution, while
assuming moderate levels of investment risk. The Seminary expects its endowment funds, over time, to provide an
average rate of return of approximately 8% annually. Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives - To satisfy its long-term rate-of-return objectives, the Seminary
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 Seminary targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives within prudent
risk constraints.

Spending Policy and How the Investment Objectives Relate to the Spending Policy - The Seminary has a policy of
appropriating for distribution each year a percentage (generally between 4% and 6%) of its endowment funds
average fair value based on a 16 quarter moving average of portfolio values. This is consistent with the Seminary's
objective to maintain purchasing power of endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return. The Board of Trustees has the right to
recommend against expenditure of earnings or gains in any given year due to factors such as financial market
conditions or poor investment performance.

Funds Held in Trust by Others - A substantial portion of the Seminary’s endowment assets is held by Baptist
entities throughout the United States. These entities do not report net assets with donor restrictions on the amount
to retain as a fund of perpetual duration. Consequently, the Seminary records changes in the market value of
investments held in trust for the benefit of the Organization as though the donor specifies the undistributed funds
be considered included in the fund for perpetual duration.

Underwater Funds - From time to time, the market value of assets associated with individual donor-restricted
endowment funds may fall below the original gift value (become “underwater”). In accordance with GAAP and
the Texas Uniform Prudent Management of Institutional Funds Act (TUPMIFA), deficiencies of this nature are
classified in net assets with donor restrictions. As of July 31, 2022 and 2021, material deficiencies (5.0% or
greater) of this nature exist in 435 and 261 donor-restricted endowment funds, respectively, which together have a
original gift value of $46,597,220 and $24,829,126, respectively, and a market value of $37,450,783 and
$20,293,713, respectively. These deficiencies resulted primarily from unfavorable market conditions that occurred
shortly after the investment of new perpetually restricted contributions, along with continuing distributions for the
program purposes designated by the donors.

Restrictions - Endowment investments are either net assets with donor restrictions or net assets without donor
restrictions. Donor contributions and earnings that are permanently reinvested at donor direction, and earnings
from funds held in trust by others are treated as net assets with donor restrictions. Other market value changes,
whether realized or unrealized gains and losses or income (net of expenses) of donor-restricted endowments and all
board-designated endowments are placed in the unrestricted category.
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Endowments as of July 31, 2022, are composed of the following:

Without Donor ~ With Donor
Restrictions Restrictions Total
Donor-restricted endowment funds and market value changes
of donor-restricted endowment funds...............ccceeveviiivieiineeinn, $ 3,356,209 $138,346,054 $141,702,263
Board-designated ...........occevieiieniieiieee e 593.010 - 593,010
TOtAL ... $_ 3,949,219 $138,346,054 $142,295,273

The change in endowments for the year ended July 31, 2022, is as follows:

Without Donor ~ With Donor
Restrictions Restrictions Total
Beginning of the period...........ccoeveevieieriienieie e $ 12,589,769 $ 137,206,157 $149,795,926
Change N INVESMENL..........c.eveereeeieierieie e e eeeeeeeieeae e (8,688,550) (3,129,232)  (11,817,782)
CONIIDULIONS.......covveeeeeereeeeereee e e eere e 48.000 4.269.129 4317.129
End of period........cccevieiieiieieieeee e $_ 3949219 $138,346,054 $142.295,273

Endowments as of July 31, 2021, are composed of the following:

With Donor
Restrictions

Total

$ 137,206,157

$ 149,172,176
623.750

Without Donor
Restrictions
Donor-restricted endowment funds and market value
changes of donor-restricted endowment funds..............ccoc.e...... $ 11,966,019
Board-designated ..........ccevierienieeiieee e 623.750
0] 71 SRS $ 12,589,769

$_137,206,157

The change in endowments for the year ended July 31, 2021, is as follows:

5149795926

Without Donor With Donor
Restrictions Restrictions Total
Beginning of the period..........cccoevveeiieieniieiieie e $ 2,986,662 $ 123,200,076 $ 126,186,738
Change N INVESTMENL..........c..ereereereieierieieeie e eeeeieeeee e seeas 9,555,107 12,324,917 21,880,024
CONIIDULIONS.......cevveeeiereeeeereee e e 48.000 1,681,164 1,729.164
End of period........cccvvieiienieeeieeee e $_ 12,589,769 $_137.206,157 $149,795.926
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14.

FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit
price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Seminary uses various valuation approaches. A fair value hierarchy for inputs is used
in measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable inputs
by requiring that the most observable inputs are to be used when available.

The fair value hierarchy is categorized into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Seminary has the ability to access.

Level 2 — Valuations based on inputs, other than quoted prices included in Level 1, which are observable either
directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Fair values for money market funds, equities, mutual funds, and closed-end funds are determined by reference to
quoted market prices and other relevant information generated by market transactions.

Fair values for investment in partnerships have been estimated using the net asset value (NAV) per share of the
investments as provided by the fund managers. Individual fund managers rely on a variety of inputs that are
available according to the type of investment strategy in use.

Multi-strategy and long/short hedge funds typically utilize the NAV provided by the underlying investee. The
Valuation Committee established by each fund manager also takes into account information provided within
audited and unaudited financial statements and performance reports of the underlying investee. In addition, third
party valuation services, broker quotes, estimates, and other alternative valuation techniques may be utilized by the
fund’s Valuation Committee.

Structured credit fund portfolio investments are primarily in the form of debt investments that are not publicly
traded. The fair value of these securities is not readily determinable. These investments are valued on at least a
quarterly basis in accordance with a valuation policy which is, at all times, consistent with accounting principles
generally accepted in the United States (US GAAP). The Board of Directors or Valuation Committee determines
the fair value in good faith based on the input of their Investment Advisor and the respective third-party valuation
firms.

Private equity funds fair values are supported by information received from the investee funds such as monthly net
asset values, investor reports, and audited financial statements, when available. The fund Valuation Committee
may consider other factors, including subscription and redemption rights, expected discounted cash flows,
transactions in the secondary market, bids received from potential buyers, and overall market conditions in its
determination of fair value.
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Investments by category level at July 31, 2022, are as follows:

Fair Value (Level 1) (Level 2) (Level 3)
Endowment Funds..........ccoooeviiviieiiiecieieeeeene, $ 78,314,211 $ 78,023,535 § - $ 290,676
ANNUILES, NET......vveieieieeeieeeeee e 5,327,934 5,327,934 - -
Total investments subject to fair value
HIErarchyi....c.covevvieiieiieicieieeeeeee e 83,642,145 $_83.351.469 $ - $ 290,676
Investments measured at net asset value.............. 63,986,051
Total..ccveiiiieeeieeeeee e $147,628,196
Investments by category level at July 31, 2021, are as follows:
Fair Value (Level 1) (Level 2) (Level 3)
Endowment Funds..........c.cocoevieiiiviiiieiiciecnene. $ 83,536,736 $ 82,890,881 §$ - $ 645,855
ANNUILES, NET......veeieeiiieeciee e 5,580,232 5,580,232 - -
Total investments subject to fair value
RIETATCHY ...cveviiveeeici e 89,116,968 $_88.471,113 § - $ 645,855
Investments measured at net asset value.............. 67,656,792
TOtAl...oooeeeeeeee e, $156,773,760

The changes in investment in partnerships, which are measured at fair value on a recurring basis using significant

unobservable inputs, are as follows:

Balance at July 31, 2020........c.ccouerieiiiie et
REACMPLIONS. ....eeieeiiiieiieie ettt ettt st ettt e e steenseseseeneas
SUDSCIIPTIONS ....revteeeieeiieiieiieie et et eie e e saeseee st essesaesaeesseenseessesnnesseensenns
Change in estimated fair value...........cccevieriiecinienieececeeee e
Balance at July 31, 2021.....ccciiiieiieieeie e
REACMPLIONS. ....eeieeiiiieiieie ettt sttt sttt steenseseseeneas
SUDSCIIPTIONS ....revvreeieeiietieiieieete st e et eieeaestesee e st enseseesneessaenseensesnsesseenseens
Change in estimated fair value...........cccovieriieiinieniee e
Balance at July 31, 2022......ccoeiiiiiiieiie ettt
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15.

NOTES PAYABLE

2022

2021

Principal

Unamortized
Debt Issuance
Cost Principal Cost

Unamortized
Debt Issuance

4.34% note payable to a financial

institution, secured with deeds of trust on

land and buildings, with an estimated net

book value of $115,155,220, payable in

quarterly installments through February
20321, $ 15,855,346

Variable rate (5.50% at July 2022)
unsecured line of credit to a financial
institution, due on March 2023................... 1,600,000
7.29% note payable to financial

institution, secured by vehicle with a

carrying value of $81,700, payable in

monthly installments through April 2027.... 78,992

6.54% note payable to financial

institution, secured by vehicle with a

carrying value of $56,000, payable in

monthly installments through March 2027.. 53,029

Variable rate (1.72% at July 2021) note
payable to a financial institution,
refinanced in 2022.........ccocevenenenenencencnn. -

(91,945) $ - $ -

- 16,226,507 (24,000)

17,587,367

Liability on swap agreement....................... -

(91,945) 16,226,507 (24,000)

- 77.877 -

Notes payable, net of current portion.......... $_ 17,587,367

(91,945) $_16,304384 § (24.,000)
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16.

17.

Scheduled principal payments and total loans outstanding at July 31, 2022, for the following five fiscal years ended
July 31, and thereafter are as follows:

2023 ettt et a et e be et b e bt b et n e nene $ 2,408,596
2024ttt be sttt sttt n e aene 843,338
2025 ettt ettt e be et b bbbt ne bt n e nene 883,565
2026ttt ettt e be sttt b e st se bt resnene 923,903
2027 ettt bttt e be et be bbbt n e nene 948,440
THEICATLET ...ttt 11,579,525
Total scheduled PaymMents...........cccccverieeiirieniieieeie e 17,587,367

DEDE ISSUE COSL..vivriiieiieiieiiieeierite ettt see e seeae e eneense s (91,945)
Total amount outStanding............c.ecvevverierreriireeieieieieiereeee e $_17,495.422

Generally accepted accounting principles require derivative instruments, such as interest rate swap agreements, to
be recognized at fair value as either assets or liabilities in the Statements of Financial Position. Accordingly,
$77,877, which was representative of the value of the swap agreement was included in Notes Payable on the
Statement of Financial Position at July 31, 2021. Value was measured based on an estimate of the amount needed
to settle the agreement as calculated by the counterparty to the swap agreement. Such calculations were based on
changes in market conditions and/or assumptions underlying the valuation models. The Seminary recognized a
$77,877 loss from the termination of the interest rate swap upon the refinance of the $16,226,507 note payable.

In April 2020, the Seminary obtained a 1% interest bearing Paycheck Protection Program loan through the Small
Business Administration (SBA) for $4,550,500. The Paycheck Protection Program is a loan that helps businesses
keep their workforce employed during the Coronavirus crisis. The Seminary used the funds for qualifying
expenses according to the SBA. In June 2021, SBA forgave the loan and the Seminary recorded a gain of
extinguishment of debt of $4,550,500.

The Seminary paid interest for the years ending July 31, 2022 and 2021, of $607,223 and $559,446, respectively.
CHARITABLE GIFT ANNUITIES

The Seminary enters into split interest agreements with donors whereby, in exchange for the gift from the donor,
the Seminary is obligated to provide an annuity to the donor or other designated beneficiaries during their lifetimes.
The assets and liabilities associated with these annuities are accounted for as indicated in Note 2, Split-Interest
Agreements.

PRIOR PERIOD ADJUSTMENT

The accompanying financial statements for fiscal year 2021 have been restated to correct an error made in a prior
year. For fiscal year 2021, "Tuition and fees" revenue was incorrectly stated, as it included tuition revenue

associated with an academic program that was cancelled before year end. The effect of this restatement was to
decrease accounts receivable and unrestricted net assets by $906,805, as of July 31, 2021.
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18.

19.

20.

21.

ACCOUNTING FOR UNCERTAIN TAX POSITIONS

The Seminary is a nonprofit organization that is exempt from federal income taxes under Section 501(c)(3) of the
Internal Revenue Code as other than a private foundation, except on net income derived from unrelated business
activities. The Seminary is subject to unrelated business income tax on certain rental activities. The Seminary paid
no taxes for unrelated business income tax in 2022 and 2021 as expenses exceeded revenues. The Seminary
believes that it has appropriate support for any tax positions taken, and as such, does not have any uncertain tax
positions that are material to the financial statements.

ENERGY SAVINGS CONTRACT

In March 2021, the Seminary entered into an energy services contract with Ideal Impact (Company). The purpose
of the contract is to upgrade equipment to optimize energy savings for electricity and gas usage. The Seminary
shall pay the Company a total project fee of $1,987,591 only upon actual energy savings over the baseline year.
The baseline year is the 12 months preceding March 2020. The Company will bill the Seminary 80% of actual
energy savings over the baseline year, per quarter until the $1,987,591 is paid. The Seminary benefits from the
20% difference with lower utility bills. The Seminary is not liable to pay the Company if the actual current energy
costs exceed the baseline year and no cost savings are recognized.

CONTINGENCY

The Seminary is a defendant in a pending litigation, asserting claims by a former student of the Seminary, related
to an alleged sexual offense occurring on Seminary property. Presently, discovery responses are ongoing
according to the timelines established by law and/or by agreement of the parties. At this stage, there is no
reasonable prediction of the outcome of the case, or of any potential liability of the Seminary. The Seminary has
tendered the lawsuit to its insurance carrier, who is providing the Seminary a defense subject to a reservation of
rights.

SUBSEQUENT EVENTS

The Seminary has evaluated subsequent events through November 11, 2022, the date the financial statements were
available to be issued.
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