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$300,000,000
PRESIDENT AND FELLOWS OF HARVARD COLLEGE
Taxable Bonds, Series 2010C

4.875% Bonds due October 15, 2040 Issue price: 99.333% CUSIP: 740816 AH6**

Interest payable: April 15 and October 15 Dated: Date of Delivery

The President and Fellows of Harvard College Taxable Bonds, Series 2010C (the “Bonds”) will be issued
pursuant to the terms of an Indenture of Trust, dated as of November 1, 2010 (the “Indenture”™), by and between
President and Fellows of Harvard College (the “Institution”) and The Bank of New York Mellon Trust Company,
N.A,, as trustee (the “Trustee”). The proceeds of the Bonds will be used by the Institution to refinance a portion

of the Institution’s commercial paper program, to pay costs of issuance and to fund other eligible corporate
activities.

The Bonds will be issued in fully registered form in denominations of $1,000 and any integral multiple thereof
and, when issued, will be registered in the name of Cede & Co., as nominee of The Depository Trust Company,
New York, New York (“DTC”). DTC will act as securities depository for the Bonds. Individual purchases will be
made in book-entry form only, in principal amounts of $1,000 and any integral multiple thereof. Purchasers of
the Bonds will not receive physical certificates (except under certain circumstances described in the Indenture)
representing their ownership interests in the Bonds purchased.

Interest on the Bonds will be payable on April 15 and October 15 of each year, commencing on April 15, 2011.
So long as the Bonds are held by DTC, the principal or Make-Whole Redemption Price (as defined herein) of and
interest on the Bonds will be payable by wire transfer to DTC, which in turn is required to remit such principal or
Make-Whole Redemption Price and interest to the DTC Participants for subsequent disbursement to the Beneficial
Owners of the Bonds, as more fully described in “BOOK-ENTRY ONLY SYSTEM” herein.

The Bonds are subject to optional redemption prior to their stated maturity as described herein.
See “THE BONDS - Redemption” herein.

Interest on and profit, if any, on the sale of the Bonds are not excludable from gross income

for federal, state or local income tax purposes. See “CERTAIN UNITED STATES FEDERAL TAX
CONSIDERATIONS” herein.

The Bonds constitute unsecured general obligations of the Institution. The Institution has
other unsecured general obligations outstanding. See APPENDIX A — “CERTAIN INFORMATION
CONCERNING THE INSTITUTION” - “Additional Information” and APPENDIX B - “HARVARD
UNIVERSITY FINANCIAL REPORT - FISCAL YEAR 2010” attached hereto. Moreover, the Institution
is not restricted by the Indenture or otherwise from incurring additional indebtedness. Such additional
indebtedness, if issued, may be either secured or unsecured and may be entitled to payment prior to
payment on the Bonds. See “SECURITY FOR THE BONDS?” herein.

This cover page contains certain information for quick reference only. It is not intended to be a
summary of this issue. Investors must read the entire Offering Memorandum to obtain information
essential to the making of an informed investment decision.

The Bonds are offered by the Underwriters, when, as and if issued by the Institution and accepted by the
Underwriters, subject to the approval of legality by Ropes & Gray LLP, Boston, Massachusetts, counsel to the
Institution. In addition, certain other legal matters will be passed upon for the Underwriters by their counsel,
Orrick, Herrington & Sutcliffe LLP, New York, New York. It is expected that the Bonds will be available for
delivery to DTC in New York, New York on or about November 10, 2010.

Goldman, Sachs & Co. Citi
Credit Agricole CIB Deutsche Bank Securities HSBC

November 4, 2010

** The CUSIP numbers have been assigned by an independent company not affiliated with the Institution and are included solely for the
convenience of the owners of the Bonds. None of the Institution, the Trustee or the Underwriters is responsible for the selection or uses
of the CUSIP numbers, and no representation is made as to their correctness on the Bonds or as indicated above. The CUSIP number for
a specific maturity is subject to being changed after the issuance of the Bonds as a result of various subsequent actions including, but not
limited to, a refunding in whole or in part of such maturity or as a result of the procurement of secondary market portfolio insurance or
other similar enhancement by investors that is applicable to all or a portion of certain maturities.
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GENERAL INFORMATION

This Offering Memorandum does not constitute an offer to sell the Bonds in any jurisdiction in which or to
any person to whom it is unlawful to make such an offer. No dealer, salesperson or other person has been
authorized by Goldman, Sachs & Co., Citigroup Global Markets Inc., Credit Agricole Securities (USA) Inc.,
Deutsche Bank Securities Inc. or HSBC Securities (USA) Inc. (the “Underwriters”) or the Institution to give any
information or to make any representations, other than those contained herein, in connection with the offering of the
Bonds and, if given or made, such information or representations must not be relied upon.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of the Bonds, or determined that this Offering Memorandum is accurate or complete. Any
representation to the contrary is a criminal offense. The Bonds have not been and will not be registered under the
Securities Act of 1933, as amended (the “Securities Act™), and are being issued in reliance on an exemption or on
exemptions contained therein. The Bonds are not exempt in every jurisdiction in the United States; some
jurisdictions’ securities laws (the “blue sky laws™) may require a filing and a fee to secure the Bonds® exemption
from registration.

The distribution of this Offering Memorandum and the offer or sale of Bonds may be restricted by law in
certain jurisdictions. Neither the Institution nor the Underwriters represent that this Offering Memorandum may be
lawfully distributed, or that any Bonds may be lawfully offered, in compliance with any applicable registration or
other requirements in any such jurisdiction, or pursuant to an exemption available thereunder, or assume any
responsibility for facilitating any such distribution or offering. In particular, no action has been taken by the
Institation or the Underwriters which would permit a public offering of any of the Bonds or distribution of this
Offering Memorandum in any jurisdiction where action for that purpose is required. To be clear, action may be
required to secure exemptions from the blue sky registration requirements either for the primary distributions or any
secondary sales that may occur. Accordingly, none of the Bonds may be offered or sold, directly or indirectly, and
neither this Offering Memorandum nor any advertisement or other offering material may be distributed or published
in anmy jurisdiction, except under circumstances that will result in compliance with any applicable laws and
regulations.

All information set forth herein has been obtained from the Institution and other sources. Estimates and
opinions are included and should not be interpreted as statements of fact. Summaries of documents do not purport
to be complete statements of their provisions. The information and expressions of opinion herein are subject to
change without notice, and neither the delivery of this Offering Memorandum nor any sale made hereunder will,
under any circumstances, create any implication that there has been no change in the affairs of the Institution since
the date hereof.

Certain statements included or incorporated by reference in this Offering Memorandum constitute
“forward-looking statements” within the meaning of the United States Private Securities Litigation Reform Act of
1995, Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A of the
Securities Act. Such statements are generally identifiable by the terminology used such as “plan,” “expect,”
“estimate,” “budget,” “intend,” “projection” or other similar words. Such forward-looking statements include, but
are not limited to, certain statements contained in the information in APPENDIX A — “CERTAIN INFORMATION
CONCERNING THE INSTITUTION” and APPENDIX B — “HARVARD UNIVERSITY FINANCIAL REPORT -
FISCAL YEAR 2010”7 A number of important factors, including factors affecting the Institution’s financial
condition and factors which are otherwise unrelated thereto, could cause actual results to differ materially from those
stated in such forward-looking statements, THE INSTITUTION DOES NOT PLAN TO ISSUE ANY UPDATES
OR REVISIONS TO THOSE FORWARD-LOOKING STATEMENTS IF OR WHEN ITS EXPECTATIONS, OR
EVENTS, CONDITIONS OR CIRCUMSTANCES ON WHICH SUCH STATEMENTS ARE BASED OCCUR.

The Underwriters have provided the following sentence for inclusion in this Offering Memorandum. The
Underwriters have reviewed the information in this Offering Memorandum in accordance with, and as part of, their
responsibility to investors under the federal securities laws as applied to the facts and circumstances of this
transaction, but the Underwriters do not guarantee the accuracy or completeness of such information.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT OR
EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS
AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET.
SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.



SUMMARY OF THE OFFERING

Issuer President and Fellows of Harvard College

Securities Offered $300,000,000 4.875% Taxable Bonds, Series 2010C
Bonds due October 15, 2040

Interest Accrual Dates Interest will accrue from the Date of Issuance

Interest Payment Dates April 15 and October 15 of each year, commencing

April 15,2011

Redemption The Bonds are subject to optional redemption at the
Make-Whole Redemption Price as discussed more
fully herein. See “THE BONDS — Redemption.”

Date of Issuance November 10, 2010
Authorized Denominations $1,000 and any integral multiple thereof
Form and Depository The Bonds will be delivered solely in book-entry

form through the facilities of DTC,

Use of Proceeds The Institution will use the net proceeds of the
Bonds to refinance a portion of the Institution’s
commercial paper program, to pay costs of issuance
and to fund other eligible corporate activities. See
“PLAN OF FINANCE” herein.

Ratings Moody’s: Aaa
S&P: AAA
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OFFERING MEMORANDUM
Relating to
$300,000,000

PRESIDENT AND FELLOWS OF HARVARD COLLEGE
TAXABLE BONDS, SERIES 2010C

INTRODUCTION

The purpose of this Offering Memorandum, which includes the cover page, the table of
contents and appendices, is to provide certain information concerning the sale and delivery by
President and Fellows of Harvard College (the “Institution”) of its $300,000,000 aggregate
principal amount of the President and Fellows of Harvard College Taxable Bonds, Series 2010C
(the “Bonds”). This Introduction contains only a brief summary of certain of the terms of the
Bonds being offered and a brief description of the Offering Memorandum. All statements
contained in this Introduction are qualified in their entirety by reference to the entire Offering
Memorandum.

Purpose of the Bonds and the Plan of Finance

The proceeds of the Bonds will be used by the Institution to refinance a portion of the
Institution’s commercial paper program, to pay costs of issuance and to fund other eligible
corporate activities. See “PLAN OF FINANCE” herein.

The Institution

The Institution is an educational corporation existing under the laws of The
Commonwealth of Massachusetts. Important information on the financial condition of the
Institution is set forth in APPENDIX A — “CERTAIN INFORMATION CONCERNING THE
INSTITUTION” and APPENDIX B — “HARVARD UNIVERSITY FINANCIAL REPORT -
FISCAL YEAR 2010” attached hereto, which both should be read in their entirety.

The Bonds

The Bonds are being issued pursuant to an Indenture of Trust, dated as of November 1,
2010 (the “Indenture™), by and between the Institution and The Bank of New York Mellon Trust
Company, N.A., as trustee (the “Trustee”). Pursuant to the Indenture, on each Payment Date, until
the principal of and interest on the Bonds shall have been paid or provision for such payment shall
have been made as provided in the Indenture, the Institution will pay the Trustee a sum equal to
the amount payable on such Payment Date as principal of or interest on the Bonds. See “THE
BONDS” herein.



Security for the Bonds

The Bonds constitute unsecured general obligations of the Institution. The Institution
has other unsecured general obligations outstanding. See “Outstanding Indebtedness”
below. Moreover, the Institution is not restricted by the Indenture or otherwise from
incurring additional indebtedness. Such additional indebtedness, if issued, may be either
secured or unsecured and may be entitled to payment prior to payment on the Bonds. See
“SECURITY FOR THE BONDS” herein.

Additional Bonds

The Institution may, from time to time, without the consent of the holders of the Bonds,
issue additional bonds under the Indenture in addition to the Bonds (the “Additional Bonds”). If
issued, the Additional Bonds will become part of the same series as the Bonds being offered by
this Offering Memorandum and will have the same interest rate, redemption provisions, maturity
date and CUSIP number as the Bonds.

Outstanding Indebtedness

As of June 30, 2010, the outstanding indebtedness of the Institution, including long-term
debt and commercial paper debt, totaled approximately $6.3 billion. Upon delivery of the Bonds
and the expected issuance of $740,970,000" principal amount of tax-exempt Revenue Bonds,
Series 2010B by the Massachusetts Development Finance Agency (the “Series 2010B Bonds™)
and after taking into account the indebtedness to be refinanced with the proceeds of the Bonds and
the Series 2010B Bonds, the total outstanding indebtedness is expected to be approximately $6.6
billion. For additional information regarding the outstanding indebtedness of the Institution, see
APPENDIX A — “CERTAIN INFORMATION CONCERNING THE INSTITUTION -
“Additional Information” and APPENDIX B - “HARVARD UNIVERSITY FINANCIAL
REPORT FISCAL YEAR 2010” attached hereto.

Redemption

The Bonds are subject to optional redemption by the Institution prior to maturity at the
Make-Whole Redemption Price described herein. See “THE BONDS — Redemption” herein.

Book-Entry Only System

When delivered, the Bonds will be registered in the name of Cede & Co., the nominee of
The Depository Trust Company (“DTC”). DTC will act as the securities depository for the Bonds.
Purchases of the Bonds may be made in book-entry form only, through brokers and dealers who
are, or who act through, DTC Participants. Beneficial Owners of the Bonds will not receive
physical delivery of certificated securities (except under certain circumstances described in the
Indenture). Payment of the principal or Make-Whole Redemption Price of and interest on the
Bonds are payable by the Trustee to DTC, which will in turn remit such payments to the DTC
Participants, which will in turn remit such payments to the Beneficial Owners of the Bonds. In
addition, so long as Cede & Co. is the registered owner of the Bonds, the right of any Beneficial

* Preliminary, subject to change.



Owner to receive payment for any Bond will be based only upon and subject to the procedures and
limitations of the DTC book-entry system. See “BOOK-ENTRY ONLY SYSTEM” herein.

Certain Information Related to this Offering Memorandum

The descriptions herein of the Indenture and other documents relating to the Bonds do not
purport to be complete and are qualified in their entirety by reference to such documents, and the
description herein of the Bonds is qualified in its entirety by the form thereof and the information
with respect thereto included in such documents. See APPENDIX C - “SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE” attached hereto for a brief summary of the
Indenture, including descriptions of certain duties of the Trustee, rights and remedies of the
Trustee and the Bondholders upon an Event of Default, and provisions relating to amendments of
the Indenture and procedures for defeasance of the Bonds.

All capitalized terms used in this Offering Memorandum and not otherwise defined herein
have the same meanings as in the Indenture. See APPENDIX C — “SUMMARY OF CERTAIN
PROVISIONS OF THE INDENTURE?” attached hereto for definitions of certain words and terms
used but not otherwise defined herein.

The information and expressions of opinion herein speak only as of their date and are
subject to change without notice. Neither delivery of this Offering Memorandum nor any sale
made hereunder nor any future use of this Offering Memorandum will, under any circumstances,
create any implication that there has been no change in the affairs of the Institution.

PLLAN OF FINANCE

The proceeds of the Bonds will be applied to refinance approximately $169,885,350 of the
Institution’s oustanding taxable commercial paper, to pay costs of issuance and to fund other
eligible corporate activities. For additional information regarding the outstanding indebtedness of
the Institution, see APPENDIX A - “CERTAIN INFORMATION CONCERNING THE
INSTITUTION” — Additional Information” and APPENDIX B — “HARVARD UNIVERSITY
FINANCIAL REPORT - FISCAL YEAR 2010” attached hereto.

THE BONDS
Description of the Bonds

The Bonds will be dated as of the date of their original issuance and will bear interest and
mature (subject to prior redemption) as shown on the front cover page hereof. The Bonds will be
delivered in the form of fully registered Bonds in denominations of $1,000 and any integral
multiple thereof. The Bonds will be registered initially in the name of “Cede & Co.,” as nominee
of the Securities Depository and will be evidenced by one Bond in the total aggregate principal
amount of the Bonds. Registered ownership of the Bonds, or any portions thereof, may not
thereafter be transferred except as set forth in the Indenture. See APPENDIX C — “SUMMARY
OF CERTAIN PROVISIONS OF THE INDENTURE” and APPENDIX F — “BOOK-ENTRY
ONLY SYSTEM?” attached hereto.

Interest on the Bonds will be payable on April 15 and October 15 of each year (each, an

“Interest Payment Date”), commencing on April 15, 2011, and will be calculated on the basis of a
three hundred sixty (360) day year consisting of twelve (12) thirty (30) day months.
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The principal and Make-Whole Redemption Price of the Bonds will be payable by check
in lawful money of the United States of America at the Designated Office of the Trustee.

Interest on the Bonds will be payable from the later of (i) the date of issuance and (ii) the
most recent Interest Payment Date to which interest has been paid or duly provided for. Payment
of the interest on each Interest Payment Date will be made to the Person whose name appears on
the bond registration books of the Trustee as the Holder thereof as of the close of business on the
Record Date for each Interest Payment Date, such interest to be paid by check mailed by first class
mail to such Holder at its address as it appears on such registration books, or, upon the written
request of any Holder of at least $1,000,000 in aggregate principal amount of Bonds, submitted to
the Trustee at least one (1) Business Day prior to the Record Date, by wire transfer in immediately
available funds to an account within the United States designated by such Holder.
Notwithstanding the foregoing, as long as Cede & Co. is the Holder of all or part of the Bonds in
Book-Entry Form, said principal, Make-Whole Redemption Price and interest payments will be
made to Cede & Co. by wire transfer in immediately available funds.

Redemption

The Bonds will be redeemable in whole or in part (in Authorized Denominations), at the
Institution’s option at any time and from time to time, at a redemption price equal to the greater of
(1) 100% of the principal amount of any notes being redeemed and (ii) the sum of the present
values of the remaining scheduled payments of principal and interest on any Bonds being
redeemed (exclusive of interest accrued to the date of redemption) discounted to the redemption
date on a semiannual basis (assuming a 360-day year consisting of twelve 30-day months) at the
Treasury Rate plus 15 basis points (the “Make-Whole Redemption Price™), plus in each case
accrued and unpaid interest thereon to, but excluding, the date of redemption. See APPENDIX C
— “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE.”

“Comparable Treasury Issue” means the United States Treasury security or
securities selected by a Designated Investment Banker as having an actual or interpolated
maturity comparable to the remaining term of the notes to be redeemed that would be
utilized, at the time of selection and in accordance with customary financial practice, in
pricing new issues of corporate debt securities of a comparable maturity to the remaining
term of such notes.

“Comparable Treasury Price” means, with respect to any redemption date, the
average of the Reference Treasury Dealer Quotations for such redemption date or, if the
Designated Investment Banker obtains only one Reference Treasury Dealer Quotation,
such Reference Treasury Dealer Quotation.

“Designated Investment Banker” means one of the Reference Treasury Dealers
appointed by the Institution.

“Reference Treasury Dealer” means each of Citigroup Global Markets Inc.,
Goldman, Sachs & Co. and Deutsche Bank Securities Inc., or their respective affiliates
which are primary U.S. Government securities dealers, and their respective successors;
provided that if Citigroup Global Markets Inc., Goldman, Sachs & Co. or Deutsche Bank
Securities Inc. or their respective affiliates shall cease to be a primary U.S. Government



securities dealer in The City of New York (a “Primary Treasury Dealer”), the Institution
shall substitute therefor another Primary Treasury Dealer.

“Reference Treasury Dealer Quotations” means, with respect to each Reference
Treasury Dealer and any redemption date, the average, as determined by the Designated
Investment Banker, of the bid and asked prices for the Comparable Treasury Issue
(expressed in each case as a percentage of its principal amount) quoted in writing to the
Designated Investment Banker by such Reference Treasury Dealer at 3:30 p.m. New York
time on the third business day preceding such redemption date.

“Treasury Rate” means, with respect to any redemption date, the rate per annum
equal to the semiannual equivalent yield to maturity or interpolated (on a day count basis)
of the Comparable Treasury Issue, assuming a price for the Comparable Treasury Issue
(expressed as a percentage of its principal amount) equal to the Comparable Treasury Price
for such redemption date.

Partial Redemption of Bonds

Upon surrender of any Bond redeemed in part only, the Institution will execute (but need
not prepare) and the Trustee will prepare or cause to be prepared, authenticate and deliver to the
Holder thereof, at the expense of the Institution, a new Bond or Bonds of Authorized
Denominations, equal in aggregate principal amount to the unredeemed portion of the Bond
surrendered.

Notice of Redemption

Notice of redemption will be mailed by the Trustee by first class mail, not less than thirty
(30) days, nor more than sixty (60) days prior to the redemption date, to the respective Holders of
any Bonds designated for redemption at their addresses appearing on the bond registration books
of the Trustee. If the Bonds are no longer held by the Securities Depository or its successor or
substitute, the Trustee shall also give notice of redemption by overnight mail to such securities
depositories and/or securities information services as shall be designated in a certificate of the
Institution. Each notice of redemption shall state the date of such notice, the date of issue of the
Bonds, the redemption date, the Redemption Price, the place or places of redemption (including
the name and appropriate address or addresses of the Trustee) the maturity (including CUSIP
number, if any), and, in the case of Bonds to be redeemed in part only, the portion of the principal
amount thereof to be redeemed. Each such notice will also state that on said date there will
become due and payable on each of said Bonds the Make-Whole Redemption Price thereof or of
said specified portion of the principal amount thereof in the case of a Bond to be redeemed in part
only, together with interest accrued thereon to the redemption date, and that from and after such
redemption date interest thereon shall cease to accrue, and shall require that such Bonds be then
surrendered.

Failure by the Trustee to give notice as described above to any one or more of the
securities information services or depositories designated by the Institution, or the insufficiency of
any such notice will not affect the sufficiency of the proceedings for redemption. Failure by the
Trustee to mail notice of redemption to any one or more of the respective Holders of any Bonds



designated for redemption will not affect the sufficiency of the proceedings for redemption with
respect to the Holders to whom such notice was mailed.

The Institution may instruct the Trustee to provide conditional notice of redemption, which
may be conditioned upon the receipt of moneys or any other event. Additionally, any such notice
may be rescinded by written notice given to the Trustee by the Institution no later than five (5)
Business Days prior to the date specified for redemption. The Trustee will give notice of such
rescission, as soon thereafter as practicable, in the same manner, to the same Persons, as notice of
such redemption was given.

Effect of Redemption

Notice of redemption having been duly given as provided in the Indenture and as described
above, and moneys for payment of the Make-Whole Redemption Price of, together with interest
accrued to the date fixed for redemption on, the Bonds (or portion thereof) so called for
redemption being held by the Trustee, on the date fixed for redemption designated in such notice,
the Bonds (or portion thereof) so called for redemption shall become due and payable at the Make-
Whole Redemption Price specified in such notice and interest accrued thereon to the date fixed for
redemption, interest on the Bonds so called for redemption shall cease to accrue, said Bonds (or
portion thereof) will cease to be entitled to any benefit or security under the Indenture, and the
Holders of said Bonds will have no rights in respect thereof except to receive payment of said
Make-Whole Redemption Price and accrued interest to the date fixed for redemption from funds
held by the Trustee for such payment.

Selection of Bonds for Redemption within a Maturity

Subject to the provisions described under “BOOK-ENTRY ONLY SYSTEM”, whenever
provision is made in the Indenture for the redemption of less than all of the Bonds or any given
portion thereof, the Trustee shall select the Bonds to be redeemed, from all Bonds subject to
redemption or such given portion thereof not previously called for redemption, by lot in any
manner which the Trustee in its sole discretion shall deem appropriate.

If the Bonds are registered in book-entry only form and so long as DTC or a successor
securities depository is the sole registered owner of the Bonds, if less than all of the Bonds of a
maturity are called for prior redemption, the particular Bonds or portions thereof to be redeemed
shall be selected on a pro rata pass-through distribution of principal basis in accordance with DTC
procedures, provided that, so long as the Bonds are held in book-entry form, the selection for
redemption of such Bonds shall be made in accordance with the operational arrangements of DTC
then in effect.

It is the Institution’s intent that redemption allocations made by DTC be made on a pro rata
pass-through distribution of principal basis as described above. However, neither the Institution
nor the Underwriter can provide any assurance that DTC, DTC’s direct and indirect participants or
any other intermediary will allocate the redemption of Bonds on such basis. If the DTC
operational arrangements do not allow for the redemption of the Bonds on a pro rata pass-through
distribution of principal basis as discussed above, then the Bonds will be selected for redemption,
in accordance with DTC procedures, by lot.



BOOK-ENTRY ONLY SYSTEM

The Depository Trust Company (“DTC”), New York, New York, will act as securities
depository for the Bonds. The Bonds will be issued as fully-registered securities registered in the
name of Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an
authorized representative of DTC. One fully registered Bond certificate will be issued for the
Bonds in their aggregate principal amount and will be deposited with DTC.

The information set forth in this section under the subheading “General” has been obtained
from sources that the Institution and the Trustee believe to be reliable, but the Institution and
Trustee take no responsibility for the accuracy thereof.

NEITHER THE INSTITUTION NOR THE TRUSTEE WILL HAVE ANY
RESPONSIBILITY OR OBLIGATIONS TO DTC PARTICIPANTS OR THE PERSONS FOR
WHOM THEY ACT AS NOMINEES WITH RESPECT TO THE PAYMENTS TO OR THE
PROVIDING OF NOTICE FOR DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR
BENEFICIAL OWNERS.

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE BONDS, AS
NOMINEE OF DTC, REFERENCES HEREIN TO THE BONDHOLDERS OR REGISTERED
OWNERS OF THE BONDS SHALL MEAN CEDE & CO. AND SHALL NOT MEAN THE
BENEFICIAL OWNERS OF THE BONDS.

General

The Depository Trust Company (“DTC”), New York, New York, will act as the securities
depository for the Bonds. The Bonds will be issued as fully-registered securities registered in the
name of Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an
authorized representative of DTC. One fully-registered Bond certificate will be issued for each
maturity of the Bonds, totaling in the aggregate the principal amount of the Bonds, and will be
deposited with DTC.

~ DTC is a limited-purpose trust company organized under the New York Banking Law, a
“banking organization” within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform
Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of
the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5 million
U.S. and non-U.S. equity issues, corporate and municipal debt issues and money market
instruments from over 100 countries that DTC’s participants (“Direct Participants™) deposit with
DTC. DTC also facilitates the post-trade settlement among Direct Participants of sales and other
securities transactions, in deposited securities, through electronic computerized book-entry
transfers and pledges between Direct Participants’ accounts, thereby eliminating the need for
physical movement of securities certificates. Direct Participants include both U.S. and non-U.S.
securities brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing
Corporation (“DTCC”). DTCC is the holding company for DTC, National Securities Clearing
Corporation and Fixed Income Clearing Corporation, all of which are registered clearing agencies.
DTCC is owned by the users of its regulated subsidiaries. Access to the DTC system is also



available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, and clearing corporations that clear through or maintain a custodial relationship with a
Direct Participant, either directly or indirectly (“Indirect Participants,” and together with Direct
Participants, “Participants”). The DTC Rules applicable to its Participants are on file with the
Securities and Exchange Commission.

Purchases of the Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Bonds on DTC’s records. The ownership interest
of each actual purchaser of each Bond (“Beneficial Owner™) is in turn to be recorded on the Direct
and Indirect Participants’ records. Beneficial Owners will not receive written confirmation from
DTC of their purchase; Beneficial Owners are expected to receive written confirmations providing
details of the transaction, as well as periodic statements of their holdings, from the Direct or
Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers of
ownership interests in the Bonds are to be accomplished by entries made on the books of Direct
and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will not
receive certificates representing their ownership interests in the Bonds, except in the event that use
of the book-entry system for the Bonds is discontinued.

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be
requested by an authorized representative of DTC. The deposit of the Bonds with DTC and their
registration in the name of Cede & Co. or such other nominee do not effect any change in
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds;
DTC’s records reflect only the identity of the Direct Participants to whose accounts such Bonds
are credited, which may or may not be the Beneficial Owners. The Direct and Indirect
Participants will remain responsible for keeping account of their holdings on behalf of their
customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, subject to any statutory or
regulatory requirements as may be in effect from time to time.

Redemption notices shall be sent to DTC. Ifless than all of the Bonds are being redeemed,
DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such
Bonds to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC’s
procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Institution as soon
as possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting
rights to those Direct Participants to whose accounts the Bonds are credited on the record date
(identified in a listing attached to the Omnibus Proxy).

Payments of principal, Make-Whole Redemption Price and interest payments on the Bonds
will be made to Cede & Co. or such other nominee as may be requested by an authorized
representative of DTC. DTC’s practice is to credit Direct Participants’ accounts, upon DTC’s
receipt of funds and corresponding detail information from the Institution or the Trustee, on the



payable date in accordance with their respective holdings shown on DTC’s records. Payments by
Participants to Beneficial Owners will be governed by standing instructions and customary
practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC, nor
its nominee, the Trustee or the Institution, subject to any statutory or regulatory requirements as
may be in effect from time to time. Payment of principal, Make-Whole Redemption Price and
interest to Cede & Co. (or such other nominee as may be requested by an authorized representative
of DTC) is the responsibility of the Institution or the Trustee, disbursement of such payments to
Direct Participants will be the responsibility of DTC, and disbursement of such payments to the
Beneficial Owners will be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the
Bonds at any time by giving reasonable notice to the Institution or the Trustee. Under such
circumstances, in the event that a successor securities depository is not obtained, such Bond
certificates are required to be printed and delivered. The Institution may decide to discontinue use
of the system of book-entry transfers through DTC (or a successor securities depository). In that
event, the Bond certificates will be printed and delivered to DTC. See “Certificated Bonds” below.

The information herein concerning DTC and DTC’s book-entry system has been obtained
from sources that the Institution and the Underwriters believe to be reliable, but the Institution and
the Underwriters take no responsibility for the accuracy thereof.

Each person for whom a Participant acquires an interest in the Bonds, as nominee, may
desire to make arrangements with such Participant to receive a credit balance in the records of
such Participant, and may desire to make arrangements with such Participant to have all notices of
redemption or other communications to DTC, which may affect such persons, to be forwarded in
writing by such Participant and to have notification made of all interest payments. NEITHER
THE INSTITUTION NOR THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR
OBLIGATION TO SUCH PARTICIPANTS OR THE PERSONS FOR WHOM THEY ACT AS
NOMINEES WITH RESPECT TO THE BONDS.

So long as Cede & Co. is the registered owner of the Bonds, as nominee for DTC,
references herein to Bondholders or registered owners of the Bonds shall mean Cede & Co., as
aforesaid, and shall not mean the Beneficial Owners of the Bonds.

When reference is made to any action which is required or permitted to be taken by the
Beneficial Owners, such reference shall only relate to those permitted to act (by statute, regulation
or otherwise) on behalf of such Beneficial Owners for such purposes. When notices are given,
they shall be sent by the Trustee to DTC only.

For every transfer and exchange of Bonds, the Beneficial Owner may be charged a sum
sufficient to cover any tax, fee or other governmental charge that may be imposed in relation
thereto.

The Institution, in its sole discretion and without the consent of any other person, may
terminate the services of DTC with respect to the Bonds if the Institution determines that (i) DTC
is unable to discharge its responsibilities with respect to the Bonds, or (ii) a continuation of the
requirement that all of the Outstanding Bonds be registered in the registration books kept by the
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Trustee in the name of Cede & Co., as nominee of DTC, is not in the best interests of the
Beneficial Owners. In the event that no substitute securities depository is found by the Institution
or restricted registration is no longer in effect, Bond certificates will be delivered.

NONE OF THE INSTITUTION, THE UNDERWRITERS NOR THE TRUSTEE WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO DIRECT PARTICIPANTS, TO
INDIRECT PARTICIPANTS, OR TO ANY BENEFICIAL OWNER WITH RESPECT TO (I)
THE ACCURACY OF ANY RECORDS MAINTAINED BY DTC, ANY DIRECT
PARTICIPANT, OR ANY INDIRECT PARTICIPANT; (II) ANY NOTICE THAT IS
PERMITTED OR REQUIRED TO BE GIVEN TO THE OWNERS OF THE BONDS UNDER
THE AGREEMENT; (III) THE SELECTION BY DTC OR ANY DIRECT PARTICIPANT OR
INDIRECT PARTICIPANT OF ANY PERSON TO RECEIVE PAYMENT IN THE EVENT OF
A PARTIAL REDEMPTION OF THE BONDS; (IV) THE PAYMENT BY DTC OR ANY
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT OF ANY AMOUNT WITH
RESPECT TO THE PRINCIPAL OR REDEMPTION PREMIUM, IF ANY, OR INTEREST
DUE WITH RESPECT TO THE BONDS; (V) ANY CONSENT GIVEN OR OTHER ACTION
TAKEN BY DTC AS THE OWNER OF THE BONDS; OR (VI) ANY OTHER MATTER.

Certificated Bonds

DTC may discontinue providing its services as securities depository with respect to the
Bonds at any time by giving reasonable notice to the Institution or the Trustee. In addition, the
Institution may determine that continuation of the system of book-entry transfers through DTC (or
a successor securities depository) is not in the best interests of the Beneficial Owners. If for either
reason the Book-Entry-Only system is discontinued, Bond certificates will be delivered as
described in the Indenture and the Beneficial Owner, upon registration of certificates held in the
Beneficial Owner’s name, will become the Bondowner. Thereafter, the Bonds may be exchanged
for an equal aggregate principal amount of the Bonds in other authorized denominations and of the
same maturity, upon surrender thereof at the principal corporate trust office of the Trustee. The
transfer of any Bond may be registered on the books maintained by the Trustee for such purpose
only upon assignment in form satisfactory to the Trustee. For every exchange or registration of
transfer of the Bonds, the Trustee may make a charge sufficient to reimburse them for any tax or
other governmental charge required to be paid with respect to such exchange or registration of
transfer, and the Trustee may also require the Bondowners requesting such exchange to pay a
reasonable sum to cover any expenses incurred by the Institution in connection with such
exchange. The Trustee will not be required to exchange (i) any Bond during the fifteen (15) days
next preceding the selection of Bonds for redemption or (ii) any Bond called for redemption.

SECURITY FOR THE BONDS
General

The Indenture provides that, on or before each Payment Date, the Institution will pay the
Trustee a sum equal to the amount payable on such Payment Date as principal of and interest on
the Bonds. In addition, the Indenture provides that each such payment made will at all times be
sufficient to pay the total amount of interest and principal (whether at maturity or upon
acceleration) becoming due and payable on the Bonds on such Payment Date. If on any Payment
Date, the amounts held by the Trustee in the accounts within the Bond Fund (as described below)

10



are insufficient to make any required payments of principal of (whether at maturity or upon
acceleration) and interest on the Bonds as such payments become due, the Institution is required to
pay such deficiency to the Trustee. Upon the receipt thereof, the Trustee will deposit all payments
received from the Institution into certain funds and accounts established pursuant to the Indenture.
See “Certain Funds and Accounts Established by the Indenture” below.

The Bonds constitute unsecured general obligations of the Institution. The Bonds are not
secured by a reserve fund, mortgage lien or security interest on or in any funds or other assets of
the Institution, except for funds held from time to time by the Trustee for the benefit of the
Holders of the Bonds under the Indenture. Pursuant to the Indenture, the Project Fund is held by
the Institution, rather than the Trustee, and, as described above, the Institution is not required to
deposit with the Trustee amounts necessary to pay the principal of and interest on the Bonds until
the Payment Date on which such amounts become due and payable; therefore, the funds held from
time to time by the Trustee for the benefit of the Holders of the Bonds under the Indenture are
expected to be minimal. Amounts held by the Institution in the Project Fund are not subject to any
lien or charge in favor of the Holders of the Bonds and do not constitute security for the Bonds.

The Indenture does not contain any financial covenants limiting the ability of the
Institution to incur indebtedness, encumber or dispose of its property or merge with any other
entity, or any covenants. Further, the Institution is not required by the Indenture to produce
revenues at any specified level or to obtain any insurance with respect to its property or
operations.

The Institution has other unsecured general obligations outstanding. See APPENDIX A —
“CERTAIN INFORMATION CONCERNING THE INSTITUTION” —Additional Indebtedness”
and “APPENDIX B — “HARVARD UNIVERSITY FINACIAL REPORT - FISCAL YEAR 2010~
attached hereto. Moreover, the Institution is not restricted by the Indenture or otherwise from
incurring additional indebtedness. Such additional indebtedness, if issued, may be either secured
or unsecured and may be entitled to payment prior to payment on the Bonds.

Certain Funds and Accounts Established by the Indenture

Indenture Fund. Under the Indenture, the Trustee has established for the sole benefit of
the Bondholders, a master fund referred to as the “Indenture Fund,” containing the Bond Fund and
the Redemption Fund and each of the funds and accounts contained therein. The Institution has
pledged, assigned and transferred the Indenture Fund and all amounts held therein to the Trustee
for the benefit of the Bondholders to secure the full payment of the principal or Make-Whole
Redemption Price of and interest on the Bonds in accordance with their terms and the provisions
of the Indenture. The Indenture Fund and all amounts on deposit therein constitute collateral
security to secure the full payment of the principal or Make-Whole Redemption Price of and
interest on the Bonds in accordance with their terms and provisions of the Indenture. Due to the
timing of payments by the Institution to the Trustee, in general there is not expected to be any
money in the Indenture Funds except for a brief period of time on the Interest Payment Dates.

Project Fund. The Indenture establishes a “Project Fund” to be held by the Institution.
The moneys in the Project Fund will be used by the Institution to refinance a portion of the
Institution’s commercial paper programs, to pay costs of issuance and to fund other eligible
corporate activities. At the option of the Institution, any remaining balance in the Project Fund
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may be transferred to the Trustee for deposit in the Indenture Fund. Amounts held by the
Institution in the Project Fund are not subject to any lien or charge in favor of the Holders of the
Bonds and do not constitute security for the Bonds.

For information on other funds and accounts established by the Indenture, see APPENDIX
C —-“SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE” attached hereto.

CERTAIN UNITED STATES FEDERAL TAX CONSIDERATIONS

The following discussion summarizes certain U.S. federal tax considerations generally
applicable to holders of the Bonds. The discussion below is based upon current provisions of the
Internal Revenue Code of 1986, as amended (the “Code”), current final, temporary and proposed
Treasury regulations, judicial authority and current administrative rulings and pronouncements of
the Internal Revenue Service (the “IRS”). There can be no assurance that the IRS will not take a
contrary view, and no ruling from the IRS has been, or is expected to be, sought on the issues
discussed herein. Legislative, judicial, or administrative changes or interpretations may occur that
could alter or modify the statements and conclusions set forth herein. Any such changes or
interpretations may or may not be retroactive and could affect the tax consequences discussed
below.

TO ENSURE COMPLIANCE WITH REQUIREMENTS IMPOSED BY THE IRS, YOU
ARE HEREBY NOTIFIED THAT ANY DISCUSSION OF FEDERAL TAX ISSUES
CONTAINED HEREIN (I) IS WRITTEN IN CONNECTION WITH THE PROMOTION OR
MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED HEREIN AND (1II) IS
NOT INTENDED OR WRITTEN TO BE USED, AND CANNOT BE USED, BY ANY
TAXPAYER FOR THE PURPOSE OF AVOIDING PENALTIES UNDER THE CODE. EACH
TAXPAYER SHOULD SEEK ADVICE BASED ON THE TAXPAYER’S PARTICULAR
CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR.

The summary is not a complete analysis or description of all potential U.S. federal tax
considerations that may be relevant to, or of the actual tax effect that any of the matters described
herein will have on, particular holders of Bonds and does not address U.S. federal gift or (for U.S.
Holders) estate tax consequences or alternative minimum, foreign, state, local or other tax
consequences. This summary does not purport to address special classes of taxpayers (such as S
corporations, mutual funds, insurance companies, financial institutions, small business investment
companies, regulated investment companies, real estate investment trusts, grantor trusts, former
citizens of the United States, broker-dealers, traders in securities and tax-exempt organizations)
that are subject to special treatment under the federal income tax laws, or persons that hold Bonds
that are a hedge against, or that are hedged against, currency risk or that are part of a hedge,
straddle, conversion or other integrated transaction, or persons whose functional currency is not
the U.S. dollar. This summary also does not address the tax consequences to an owner of Bonds
held through a partnership or other pass-through entity treated as a partnership for U.S. federal
income tax purposes. In addition, this discussion is limited to persons purchasing the Bonds for
cash in this offering at their “issue price” within the meaning of Section 1273 of the Code (i.e., the
first price at which a substantial amount of Bonds are sold to the public for cash), and it does not
address the tax consequences to holders that purchase the Bonds after their original issuance. This
discussion assumes that the Bonds will be held as capital assets within the meaning of section
1221 of the Code.
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As used herein, the term “U.S. Holder” means a beneficial owner of Bonds that is (i) an
individual citizen or resident of the United States for U.S. federal income tax purposes, (ii) a
corporation (or other entity classified as a corporation for U.S. federal tax purposes) created or
organized in or under the laws of the United States or any state thereof or the District of Columbia,
(ii1) an estate, the income of which is includible in gross income for U.S. federal income tax
purposes regardless of its source, or (iv) a trust if (a) a U.S. court can exercise primary supervision
over the administration of such trust and one or more United States persons (within the meaning of
the Code) has the authority to control all of the substantial decisions of such trust or (b) the trust
has made a valid election under applicable Treasury regulations to be treated as a United States
person (within the meaning of the Code). As used herein, the term “Non-U.S. Holder” means a
beneficial owner of Bonds that is not a U.S. Holder.

BECAUSE INDIVIDUAL CIRCUMSTANCES MAY DIFFER, PROSPECTIVE
HOLDERS OF THE BONDS ARE STRONGLY URGED TO CONSULT THEIR OWN TAX
ADVISORS WITH RESPECT TO THEIR PARTICULAR TAX SITUATIONS AND AS TO
ANY FEDERAL, FOREIGN, STATE, LOCAL OR OTHER TAX CONSIDERATIONS
(INCLUDING ANY POSSIBLE CHANGES IN TAX LAW) AFFECTING THE PURCHASE,
HOLDING AND DISPOSITION OF THE BONDS.

Certain U.S. Federal Income Tax Consequences to U.S. Holders

This section describes certain U.S. federal income tax consequences to U.S. Holders. Non-
U.S. Holders should see the discussion under the heading “~—Certain Federal Income Tax
Consequences to Non-U.S. Holders” for a discussion of certain tax consequences applicable to
them.

Interest. Interest on the Bonds will generally be taxable to a U.S. Holder as ordinary
interest income at the time such amounts are accrued or received, in accordance with the U.S.
Holder’s method of accounting for U.S. federal income tax purposes.

It is expected that the Bonds will not be treated as issued with original issue discount
(“OID”) for U.S. federal income tax purposes because the stated Make-Whole Redemption Price
at maturity of the Bonds will not exceed their issue price, or because any such excess should only
be a de minimis amount (as determined for tax purposes). De minimis OID is included in the
income of a U.S. Holder as stated principal payments are made, and is treated as an amount
received in retirement of a Bond. If, contrary to expectation, the Bonds are issued at a discount
that gives rise to OID, a U.S. Holder may be required to include such OID in gross income in
advance of the receipt of cash associated with such income.

Disposition of the Bonds. Unless a nonrecognition provision of the Code applies, the sale,
exchange, redemption (including pursuant to an offer by the Institution) or other disposition of a
Bond, will be a taxable event for U.S. federal income tax purposes. In such event, in general, a
U.S. Holder of Bonds will recognize gain or loss equal to the difference between (i) the amount of
cash plus the fair market value of property received (except to the extent attributable to accrued
but unpaid interest on the Bonds which will be taxed in the manner described above under
“Interest”) and (ii) the U.S. Holder’s adjusted tax basis in the Bonds (generally, the purchase price
paid by the U.S. Holder for the Bonds). Any such gain or loss generally will be long-term capital
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gain or loss, provided the Bonds have been held for more than one year at the time of the
disposition. The deductibility of capital losses is subject to limitations.

Information Reporting and Backup Withholding. The Institution or its paying agent, if any
(the “payor’”) must report annually to the IRS and to each U.S. Holder any interest that is payable
to the U.S. Holder, subject to certain exceptions. Under section 3406 of the Code and applicable
Treasury Regulations, a non-corporate U.S. Holder of the Bonds may be subject to backup
withholding with respect to “reportable payments,” which include interest paid on the Bonds and
the gross proceeds of a sale, exchange, redemption or retirement of the Bonds. The payor will be
required to deduct and withhold the prescribed amounts if (i) the payee fails to furnish a taxpayer
identification number (“TIN”) to the payor in the manner required, (i1) the IRS notifies the payor
that the TIN furnished by the payee is incorrect, (iii) there has been a “notified payee
underreporting” described in section 3406(c) of the Code or (iv) there has been a failure of the
payee to certify under penalty of perjury that the payee is not subject to withholding under section
3406(a)(1)(C) of the Code. Amounts withheld under the backup withholding rules do not
constitute an additional tax and will be credited against the U.S. Holder’s federal income tax
liabilities (and possibly result in a refund), so long as the required information is timely provided
to the IRS.

Certain U.S. Federal Income and Estate Tax Consequences to Non-U.S. Holders

This section describes certain U.S. federal income and estate tax consequences to Non-U.S.
Holders.

Interest. If, under the Code, interest on the Bonds is “effectively connected with the
conduct of a trade or business within the United States” by a Non-U.S. Holder, such interest will
be subject to U.S. federal income tax in a similar manner as if the Bonds were held by a U.S.
Holder, as described above, and in the case of Non-U.S. Holders that are corporations may be
subject to U.S. branch profits tax at a rate of up to 30%, unless an applicable tax treaty provides
otherwise. Such Non-U.S. Holder will not be subject to withholding taxes, however, if it provides
a properly executed Form W-8ECT to the payor.

Interest on the Bonds held by other Non-U.S. Holders may be subject to withholding taxes
of up to 30% of each payment made to the Non-U.S. Holders unless the “portfolio interest”
exemption applies. In general, interest paid on the Bonds to a Non-U.S. Holder may qualify for
the portfolio interest exemption, and thus will not be subject to U.S. federal withholding tax, if (1)
such Non-U.S. Holder is not a “controlled foreign corporation” (within the meaning of section 957
of the Code) related, directly or indirectly, to the Institution; and (2) either (A) the payor receives
from the Non-U.S. Holder who is the beneficial owner of the obligation a statement signed by
such person under penalties of perjury, on IRS Form W-8BEN (or successor form), certifying that
such owner is not a U.S. Holder and providing such owner’s name and address or (B) a securities
clearing organization, bank or other financial institution that holds the Bonds on behalf of such
Non-U.S. Holder in the ordinary course of its trade or business certifies to the payor, under
penalties of perjury, that such an IRS Form W-8BEN (or a successor form) has been received from
the beneficial owner by it and furnishes the payor with a copy thereof. Alternative methods may
be applicable for satisfying the certification requirement described above. Foreign trusts and their
beneficiaries are subject to special rules, and such persons should consult their own tax advisors
regarding the certification requirements.
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If a Non-U.S. Holder does not claim, or does not qualify for, the benefit of the portfolio
interest exemption, the Non-U.S. Holder may be subject to a 30% withholding tax on interest
payments on the Bonds. However, the Non-U.S. Holder may be able to claim the benefit of a
reduced withholding tax rate under an applicable income tax treaty between the Non-U.S.
Holder’s country of residence and the U.S. Non-U.S. Holders are urged to consult their own tax
advisors regarding their eligibility for treaty benefits. The required information for claiming treaty
benefits is generally submitted on Form W-8BEN. In addition, a Non-U.S. Holder may under
certain circumstances be required to obtain a U.S. taxpayer identification number.

Disposition of the Bonds. A Non-U.S. Holder will generally not be subject to U.S. federal
income tax or withholding tax on gain recognized on a sale, exchange, redemption or other
disposition of a Bond. (Such gain does not include proceeds attributable to accrued but unpaid
interest on the Bonds, which will be treated as interest). A Non-U.S. Holder may, however, be
subject to U.S. federal income tax on such gain if: (1) the Non-U.S. Holder is a nonresident alien
individual who was present in the United States for 183 days or more in the taxable year of the
disposition; or (2) the gain is effectively connected with the conduct of a U.S. trade or business, as
provided by applicable U.S. tax rules (in which case the U.S. branch profits tax may also apply),
unless an applicable tax treaty provides otherwise.

Information Reporting and Backup Withholding. The payor must report annually to the
IRS and to each Non-U.S. Holder any interest that is subject to U.S. withholding taxes or that is
exempt from U.S. withholding taxes pursuant to an income tax treaty or certain provisions of the
Code. Copies of these information returns may also be made available under the provisions of a
specific tax treaty or agreement with the tax authorities of the country in which the Non-U.S.
Holder resides.

A Non-U.S. Holder generally will not be subject to backup withholding with respect to
payments of interest on the Bonds as long as the Non-U.S. Holder (i) has furnished to the payor a
valid IRS Form W-8BEN certifying, under penalties of perjury, its status as a non-U.S. person, (ii)
has furnished to the payor other documentation upon which it may rely to treat the payments as
made to a non-U.S. person in accordance with Treasury regulations, or (iii) otherwise establishes
an exemption. A Non-U.S. Holder may be subject to information reporting and/or backup
withholding on a sale of the Bonds through the United States office of a broker and may be subject
to information reporting (but generally not backup withholding) on a sale of the Bonds through a
foreign office of a broker that has certain connections to the United States, unless the Non-U.S.
Holder provides the certification described above or otherwise establishes an exemption. Non-
U.S. Holders should consult their own tax advisors regarding their qualification for exemption
from backup withholding and the procedure for obtaining such an exemption.

Amounts withheld under the backup withholding rules may be refunded or credited against
the Non-U.S. Holder’s U.S. federal income tax liability, if any, provided that the required
information is timely furnished to the IRS.

U.S. Federal Estate Tax. A Bond held or beneficially owned by an individual who, for
estate tax purposes, is not a citizen or resident of the United States at the time of death will not be
includable in the decedent’s gross estate for U.S. estate tax purposes, provided that, at the time of
death, payments with respect to such Bond would not have been effectively connected with the
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conduct by such individual of a trade or business in the United States. In addition, the U.S. estate
tax may not apply with respect to such Bond under the terms of an applicable estate tax treaty.

THE FOREGOING SUMMARY IS INCLUDED HEREIN FOR GENERAL
INFORMATION ONLY AND DOES NOT DISCUSS ALL ASPECTS OF U.S. FEDERAL
INCOME TAXATION THAT MAY BE RELEVANT TO A PARTICULAR HOLDER OF
BONDS IN LIGHT OF THE HOLDER’S PARTICULAR CIRCUMSTANCES AND INCOME
TAX SITUATION. PROSPECTIVE INVESTORS ARE URGED TO CONSULT THEIR OWN
TAX ADVISORS AS TO ANY TAX CONSEQUENCES TO THEM FROM THE PURCHASE,
OWNERSHIP AND DISPOSITION OF BONDS, INCLUDING THE APPLICATION AND
EFFECT OF STATE, LOCAL, FOREIGN AND OTHER TAX LAWS.

UNDERWRITING

The Institution has entered into a purchase contract with the Underwriters listed on the
cover hereof for whom Goldman, Sachs & Co. and Citigroup Global Markets Inc. are acting as co-
representatives, and the Underwriters have agreed to purchase the Bonds from the Institution at an
aggregate discount of $2,625,000 from the public offering price set forth on the cover page hereof,

The purchase contract pursuant to which the Bonds are being sold provides that the
Underwriters will purchase not less than all of the Bonds. The Underwriters’ obligation to make
such purchase is subject to certain terms and conditions set forth in the purchase contract, the
approval of certain legal matters by counsel and certain other conditions.

The Underwriters may offer and sell the Bonds to certain dealers and others at a price
lower than the initial offering price. The offering price of Bonds may be changed from time to
time by the Underwriters,

The Underwriters and their respective affiliates are full service financial institutions
engaged in various activities, which may include securities trading, commercial and investment
banking, financial advisory, investment management, principal investment, hedging, financing and
brokerage activities. Certain of the Underwriters and their respective affiliates have, from time to
time, performed, and may in the future perform, various investment banking services for the
Institution, for which they received or will receive customary fees and expenses.

In the ordinary course of their various business activities, the Underwriters and their
respective affiliates may make or hold a broad array of investments and actively trade debt and
equity securities (or related derivative securities) and financial instruments (which may include
bank loans and/or credit default swaps) for their own account and for the accounts of their
customers and may at any time hold long and short positions in such securities and instruments.
Such investment and securities activities may involve securities and instruments of the Institution.

CONTINUING DISCLOSURE

The Institution covenants in the Indenture to furnish to the Trustee copies of its audited
financial statements within one hundred eighty (180) days after the close of each of its fiscal years.
Except for providing such annual audited financial statements, the Institution has not undertaken
either to supplement or update the information included in this Offering Memorandum.
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The Institution has entered into continuing disclosure undertakings (the “Continuing
Disclosure Undertakings”) in connection with tax-exempt revenue bonds issued for the benefit of
the Institution (the “Tax-Exempt Bonds™). See APPENDIX B — “HARVARD UNIVERSITY
FINANCIAL REPORT - FISCAL YEAR 2010.” Holders and prospective purchasers of the
Bonds may obtain copies of the information provided by the Institution under those Continuing
Disclosure Undertakings on the Municipal Securities Rulemaking Board’s Electronic Municipal
Market Access system (“EMMA”). Each Continuing Disclosure Undertaking terminates when the
related tax-exempt revenue bonds are paid or deemed paid in full.

APPROVAL OF LEGALITY

Legal matters incident to validity of the Bonds and certain other matters are subject to the
approving opinion of Ropes & Gray LLP, counsel to the Institution. The proposed form of
opinion of counsel to the Institution relating to the validity of the issuance of the Bonds and
certain other matters is attached hereto as Appendix D. In addition, certain other legal matters will
be passed upon for the Underwriters by their counsel, Orrick, Herrington & Sutcliffe LLP.

FINANCIAL STATEMENTS

The financial statements of the Institution presented in Appendix B present the financial
position, changes in net assets and cash flows for the year ended June 30, 2010, with summarized
comparative financial information as of and for the year ended June 30, 2009. These financial
statements should be read in their entirety.

INDEPENDENT ACCOUNTANTS

The financial statements of the Institution as of June 30, 2010 with summarized
comparative financial information as of and for the year ended June 30, 2009, included in
Appendix B to this Offering Memorandum, have been audited by PricewaterhouseCoopers LLP,
independent accountants, as stated in their report appearing in Appendix B hereto.

RATINGS

Moody’s assigned a rating of “Aaa” and Standard & Poor’s assigned a rating of “AAA” on
the Bonds. Any explanation of the significance of such ratings may only be obtained from
Moody’s and Standard & Poor’s. Generally, rating agencies base their ratings on information and
materials furnished and on investigation, studies, and assumptions by the rating agencies. There is
no assurance that the rating mentioned above will remain in effect for any given period of time or
that a rating might not be lowered or withdrawn entirely, if in the judgment of the rating agency
originally establishing the rating, circumstances so warrant. Any such downward change in or
withdrawal of a rating might have an adverse effect on the market price or marketability of the
Bonds.

MISCELLANEOUS
All quotations from and summaries and explanations of the Indenture and of other statutes

and documents contained herein do not purport to be complete, and reference is made to said
documents and statutes for full and complete statements of their provisions. Copies in reasonable
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quantity of the Indenture may be obtained upon request directed to the Underwriters or the
Institution.

Any statements in this Offering Memorandum involving matters of opinion are intended as
such and not as representations of fact. This Offering Memorandum is not to be construed as a
contract or agreement between the Institution and Holders of any of the Bonds.

The execution and delivery of this Offering Memorandum has been duly authorized by the
Institution.

PRESIDENT AND FELLOWS OF HARVARD COLLEGE

;w} j ’ fm
By:__/s/ Daniel Shore éﬁ/ fc‘j

Vice President for Finance
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HARVARD UNIVERSITY

MASSACHUSETTS HALL
CAMBRIDGE, MASSACHUSETTS 02138

November 4, 2010

The following is information with respect to the President and Fellows of Harvard
College (“Harvard” or the “University”).

The University

Harvard is one of the nation’s oldest and most prestigious institutions of higher
education. Harvard is an educational corporation incorporated in 1650 by act of the
Colony of Massachusetts Bay confirmed, as amended, in the Constitution of 1780 of The
Commonwealth of Massachusetts. It is exempt from federal income tax pursuant to
Section 501(c)(3) of the Internal Revenue Code. Its principal site is in Cambridge,
Massachusetts. The University consists of Harvard College, eleven graduate schools and
several research institutions and museums. Radcliffe College merged into the University
on October 1, 1999,

Since 1650, the University has been governed by the Corporation and the Board
of Overseers. The Corporation consists of the President, the Treasurer and five Fellows
who elect their successors with the consent of the Board of Overseers (the “Board”). The
Corporation supervises the management of the financial affairs of the University without
need of consent by the Board to specific transactions. The members of the Corporation
are:

President and Fellows of Harvard College

Drew Gilpin Faust
President
Harvard University

James F. Rothenberg
President, Capital Research and Management Company
Treasurer of Harvard College

Nannerl O. Keohane
Former President
Duke University and Wellesley College

Patricia A. King

Professor of Law, Medicine, Ethics and Public Policy
The Georgetown University Law Center
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William F. Lee
Co-Managing Partner
Wilmer Cutler Pickering Hale and Dorr

Robert D. Reischauer
President

The Urban Institute

Robert E. Rubin
Former U.S. Secretary of the Treasury

The Board consists of the President and the Treasurer ex-officiis and 30 persons
elected by the alumni of the University for six-year staggered terms. A member of the
Board may serve more than one term. The consent of the Board is required for certain
acts of the Corporation, including the election of successors to Fellows, certain academic
and administrative appointments (including the President and the Treasurer) and the
awarding of degrees. The Board also reviews the academic performance of the University
through some 59 visiting committees composed of both overseers and others.

Administration

The academic affairs of the University are managed by the President, the Provost,
and the deans of the University’s faculties. The non-academic affairs of the University
are managed by the President, the Treasurer, the Executive Vice President and eight Vice
Presidents. The principal administrative officers of the University are as follows:

Drew Gilpin Faust President

Steven Hyman Provost

James F. Rothenberg Treasurer

Katherine N. Lapp Executive Vice President

Tamara Rogers Vice President for Alumni Affairs and Development

Robert W. Tuliano Vice President and General Counsel

Daniel Shore Vice President for Finance

Christine Heenan Vice President for Public Affairs and
Communications

Lisa Hogarty Vice President for Campus Services

Clayton Spencer Vice President for Policy

Marilyn Hausammann Vice President for Human Resources

Mark Johnson Vice President for Capital Planning and Project
Management
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Harvard Management Company

Harvard Management Company, Inc. (“HMC”), a wholly owned subsidiary of the
University founded in 1974, has delegated authority to manage the General Investment
Account and the assets of the University pursuant to an Investment Advisory Agreement.
HMC is governed by a 12 member Board of Directors, which includes the President and
the Treasurer of the University and the President of HMC.

Jane Mendillo became the President and CEQO of HMC effective July 1, 2008.
Prior to joining HMC, Ms. Mendillo served for six years as the Chief Investment Officer
of Wellesley College. Prior to her tenure at Wellesley, she served as one of HMC’s
senior ivestment officers in a career spanning 15 years from 1987 until early 2002.

Personnel changes at HMC may result in changes in investment or management
approach. Harvard and HMC remain committed to maintaining an experienced,
disciplined and talented investment management function capable of providing superior
performance for Harvard’s endowment and related assets. HMC anticipates that it will
continue its past practice of managing a significant portion of Harvard’s assets internally
while selecting external managers for the remaining portion of the endowment.

Allston Development

As announced in December 2009, the University has paused construction of the
Allston Science Complex. The Allston Science Complex was the first major project
planned in an envisioned significant extension of Harvard’s campus in Allston, a
neighborhood of the City of Boston across the Charles River from the Cambridge campus
and adjacent to the Harvard Business School. The structure of the Allston Science
Complex has been constructed up to ground level. Near-term initiatives in Allston will
focus on property improvements, leasing of vacant or partially vacant Harvard properties,
and community engagement. An executive work team is currently reviewing
development options.

Student Applications and Enroliment

The University receives applications substantially in excess of the number of
students it can accept into undergraduate and graduate programs. Enrollment levels are
correlated with other planning decisions. The following table shows applications
received, and the number of freshmen admitted to and enrolled in Harvard College for the
fall terms of the indicated academic years.
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Academic Freshmen Freshmen Freshmen

Year Applied Admitted Enrolled Selectivity (%) Yield (%)
2006-07 22,650 2,021 1,684 8.9 833
2007-08 22,872 2,025 1,659 8.9 81.9
2008-09 27,382 2,095 1,658 7.7 79.1
2009-10 29,114 2,175 1,665 7.5 76.6
2010-11 30,489 2,205 1,665 7.2 75.5

The following table shows the total number of full-time equivalent undergraduate
students and graduate degree candidates enrolled for the fall term of the academic years
indicated. Degree candidate figures do not include Continuing Education.

Academic Year Undergraduate Graduate Total

2006-07 6,714 12,181 18,895
2007-08 6,645 12,054 18,699
2008-09 6,673 12,041 18,714
2009-10 6,653 12,296 18,949
2010-11 (est.) 6,634 12,635 19,269

The University expects that near-term enrollments in its undergraduate and
graduate programs will remain at their current approximate levels.

Tuition, Fees and Room & Board

Shown below are undergraduate charges for academic years 2006 through 2010.

Academic Year Tuition and Fees Average Room & Board Total
2006-07 $33,709 $9,946 $43,655
2007-08 34,998 10,622 45,620
2008-09 36,173 11,042 47,215
2009-10 37,012 11,856 48,868
2010-11 38,415 12,308 50,723
Student Financial Aid

The University’s undergraduate admissions policy includes the tenet that
admission is need-blind. As of June 30, 2010, approximately 75% of undergraduate
students received some form of financial aid, with close to 60% qualifying for need-based
scholarship assistance. The average undergraduate aid package consists of grants, loans,
and employment, and represents 78% of the total cost of attendance.
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Total loans to students and parents issued by Harvard and receivable as of June
30, 2010, included $1.7 million of loans issued under the federally guaranteed student
loan program, $79.3 million under federally funded revolving loan programs, and $76.4
million under programs funded by donors or by unrestricted funds of the faculties. At the
close of fiscal years 2005 through 2010, student loans (in millions of dollars, net of
reserve for bad debt) from all University sources amounted to:

2005 20006 2007 2008 2009 2010
$128.6 $126.5 $134.0 $150.4 $157.1 $157.4

Student Loans
Outstanding

In 2007, President Faust and Dean of the Faculty of Arts and Sciences Michael D.
Smith announced an overhaul of financial aid policies designed to make Harvard College
more atfordable for families across the income spectrum. The initiative has focused on
ensuring greater affordability for middle- and upper-middle-income families through
major enhancements to grant aid, the elimination of student loans, and the removal of
home equity from financial aid calculations.

Faculty and Staff

Harvard employs approximately 2,500 faculty. Each school at the University is
responsible for its own staffing policies, which include hiring and wage and salary
administration. Faculty tenure decisions and certain other appointments are subject to the
approval of the Corporation.

Labor Relations

The University had approximately 14,060 employees as of September 30, 2010
(not including post-doctoral degree candidates, visiting scholars, research associates,
research fellows and temporary or less than half-time workers). The University considers
its relations with its employees to be good. Approximately 5,600 of its employees are
covered under seven collective bargaining agreements, represented by ten labor unions.
Bargaining units consist of clerical and technical workers; dining service workers;
custodians; arborists and gardeners; maintenance tradespersons; police officers; and
museum, parking and security guards. The seven collective bargaining agreements
covering these employees have varying expiration dates between calendar years 2010 and
2013.

Litigation
The University is subject to various suits, audits, investigations and other legal

proceedings in the course of its operations. While the University’s ultimate liability, if
any, is not determinable at present, no such proceedings are pending or threatened that, in
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management’s opinion, would be likely to have a material adverse effect on the
University’s ability to pay debt service with respect to the Bonds.

Additional Information

In October 2008, the IRS announced that it was sending “compliance check
questionnaires” to approximately 400 colleges and universities as part of a “colleges and
universities compliance project.” The University received and responded to one of these
questionnaires. The IRS subsequently announced that it would conduct “team
examination program” audits of a number of colleges and universities and that it expected
to initiate approximately 40 of these audits by the end of 2010. The University, in
common with a number of other institutions, received notice from the IRS that it would
be subject to such an examination, and that audit has been underway since December,
2009. Team examinations typically extend over more than a year and involve a team of
agents reviewing a broad array of activities, as has been the case at Harvard. The
University has no reason to believe that the examination will have an adverse effect on
the tax-exempt status of the University or any other aspect of the University’s operations.

As of June 30, 2010, the outstanding balance of the University’s tax-exempt
commercial paper program was $407,081,000 out of an authorized limit of
$1,000,000,000. As of June 30, 2010, the outstanding balance of the University’s
previously issued taxable commercial paper program was $214,759,000 out of an
authorized limit of $2,000,000,000. Aggregate outstanding debt as of June 30, 2010 was
approximately $6.3 billion. After giving effect to the sale of the Bonds and the
anticipated sale of a series of tax-exempt bonds in the amount of approximately
$740,970,000, and other related redemptions and repayments, the University estimates
that the aggregate outstanding debt will be approximately $6.6 billion.
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This Appendix A and the accompanying “Financial Report Fiscal Year 20107
appended as Appendix B are submitted for inclusion in the Offering Memorandum
relating to the President and Fellows of Harvard College Taxable Bonds, Series 2010C.

PRESIDENT AND FELLOWS OF HARVARD COLLEGE

By: _/s/ Daniel Shore /@’L {f - QZZW

Vice President for Finance and Chief Financial Officer
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Message from the President

I am pleased to present Harvard University's financial results for fiscal 20710. For the year ended June 30, 20710,
the University’s operating result was approximately breakeven, and our endowment portfolio earned an invest-
ment return of 11.0% and had a year-end value of $27.6 billion.

In the wake of the extracrdinary economic challenges of the last two years, we have made meaningful reductions
in the amounts distributed from our endowment accounts. In addition, our early efforts in cutting costs have
focused our attention on how we can operate in more disciplined and integrated ways—how we can seek out
efficiencies through new collaborations and approaches to ensure that our spending aligns with core academic
priorities, especially during a period of unaccustomed constraint and continued economic uncertainty.

The challenge is not just to tamp down costs but to re-imagine aspects of how we do our work: to make sure we
embrace best practices and direct our resources to their highest and best use. Por instance, we have made
encouraging progress in a major effort to rethink organizational dimensions of our highly decentralized library
systerm. We have an opportunity, and an obligation, to reconsider and rationalize how we administer one of
Harvard’s greatest treasures and to renew it for an era of unprecedented change in how we collect, transmit,
and preserve knowledge and information.

Even as we have brought new discipline to our budgeting, we have made it a priority to hold our doors open
wide to students of ability and promise, whatever their economic means. And we have attracted outstanding
applicants in record numbers. For the first time, applications to Harvard College surpassed 30,000, for approxi-
mately 1,650 places in the entering class. Application numbers climbed in nearly all of our graduate and
professional schools as well, with figures at or near historical highs in business, design, education, government,
law, and medicine.

This year we have also welcomed new leaders in key domains. We've benefited from the energetic leadership
of two firgt-year deans, Martha Minow at the Law School and Cherry Murray in the Schoo! of Engineering and
Applied Sciences. Nitin Nohria, a scholar of leadership, ethics, and organizational change, became dean of
Harvard Business School this sumimer. Katie Lapp joined us from the University of California as our executive
vice president, and has undertaken a careful review of how the central administration both performs and funds
its work. Bill Lee, a leading expert on intellectual property and a former Overseer, joined the Corporation on
Tuly 1, succeeding Jamie Houghton, who stepped down after 135 years of distinguished service.

Harvard is a university comrmunity of remarkable resilience and energy. It is a community with an uncommon
capacity to weather challenges, to learn from them, to adapt and move forward. That we do so, individually and
together, matters a great deal—not just to what happens on campus from day to day, not just to the realm of
ideas, but to the prospects for progress and enlightened action in a complex and sometimes confounding world.
I am grateful to all of you who together deliver Harvard’s extraordinary promise.

Sincerely,

bt Gty Fortr

Drew Gilpin Faust
PRESIDENT

October 15, 2010



Financial Overview

From the Vice President for Finance and the Treasurer

In its fiscal year ended June 30, 2010, the University made significant progress in managing expenses, strength-
ening its balance sheet, and laying the foundation to further enhance its finances in the years ahead. At the
same time, progress was made on advancing key teaching and research priorities and increasing financial aid

for our students. The discussion that follows identifies the key factors affecting the University's operating result

for the year ended june 30, 2010 and its financial position as of that date.

OPERATING RESULY

The University’s operating result was a deficit of
$4.7 million in fiscal 2010, compared to a $45.3 million
surplus in fiscal 2009. Note that investment gains

and losses (including gains and losses associated with
the endowment) are not included in the University’s
operating result.
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SUMMARY OF FINANCIAL RESULTS ;
o
In millions of dollars 2010 2009 2008 2007 2006 g
Total operating revenue $ 3,7248 $ 38074 $ 34823 $ 32105 $ 29996 >
Total operating expenses 3,729.6 3,762.1F 34649 3170.7 2,999.5 e
Total gifts 597.0 5971 690.1 615.0 595.8 g
b
Total investments 33,336.4 31,4803 43,8043 41,832.9 34,2496
Fixed assets, net 5,500.6 5,393.5 49513 4,524.2 4,078.5
Bonds and notes payable 6,284.2 5,980.5 4,089.9 3,847.0 2,922.2
Net assets-General Operating Account” 3,755.6 3,580.3 6,327.0 5,988 4 4,641.5
Net assets—endowment funds” ) 27,5574 26,138.2 37,174.8 35,362.3 29,694.0

* These numbers have been recast to conform with fiscal 2010 presentation.

OPERATING REVENUE

Total operating revenue declined 2% to $3.7 billion,
primarily driven by a 7% reduction in endowment
returns made available for operations from $1.4 billion
in fiscal 2009 to $1.3 billion in fiscal zo10. Endowment
returns made available for operations comprised 35%
of total operating revenue in fiscal 2oro, compared to
37% in fiscal 2009.

Harvard’s payout rate (i.e., the percentage of the
endowment that is withdrawn annually for operations
and for one-time or time-limited strategic purposes)
was 6.1% in fiscal 2010, on target with the University’s
budget projection. We expect the fiscal 2011 payout rate
to be approximately 5.4%, a function of both positive

fiscal 2010 investment returns and the University’s
decision to reduce year-over-year distributions to most
endowment funds by approximately 12% in fiscal zo11.
The University continues to manage the payout rate
within a targeted range of 5.0%~5.5%, with the over-
arching goal of balancing the maintenance of the
endowment's purchasing power with the pursuit of
nearer term goals and opportunities,

The University’s sponsored revenue increased by 9%,
from $y14 million in fiscal 2009 to $777 million in
fiscal 2010. The University has a vibrant research
community that continues to compete effectively for
sponsored funding.
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The federal government provided $621 million in
sponsored revenue, with the Department of Health and
Human Services accounting for approximately 83% of
this amount. Federal funding increased by almost 11%
primarily due to awards issued to Harvard through the
American Recovery and Reinvestment Act (ARrA). As
of June 30, 2010, Harvard had received 264 Arra
awards with a total of $190 million to be spent over the
next two to three years, of which $48 million was spent
in fiscal 2010.

While Harvard’s research enterprigse has benefited
from increased sponsored revenue, its longer-term
sustainability will depend in large part on the overall
federal budget and its future directions.

Student revenue increased 5%, from $678 million
in fiscal 2009 to $712 million in fiscal 2010, driven
principally by increases in executive and continuing
education, and in revenue from graduate and profes-
sional degree programs. Undergraduate student
revenue {i.e., undergraduate tuition, fees, board and
lodging, less scholarships applied to student income)
increased only 1%.

FISCAL 2010 SOURCES OF OPERATING REVENUE

Financial aid (including both stipends and scholarships
applied to student income) increased 4% in fiscal
2010. With this increase, the University reaffirmed its
strong commitment to managing the net cost to students
of attending Harvard. Focusing on net cost allows the
University to attract the best students, regardless of
their ability to pay, and to enable students to consider a
broader range of opportunities after they graduate. For
the Class of 2013, Harvard College received 29,000
applications, with a 7% admit rate and 77% yield rate.
For the Class of 2014, applications surpassed 30,000
for the first time.

Current use giving decreased by 15%, from $291 million
in fiscal 2009 to $248 million in fiscal 2010, Current
use gifts provide important funding for the University’s
ongoing operations and strategic priorities, and are of
particular value in sustaining key programs as distribu-
tions from the endowment are reduced. Although
current use giving was down, total giving, including
gifts designated as endowment, remained at the same
level as fiscal 2009 {see Note 17 of the audited financial
statements).

University
- Endowrrient returns made available

. for operations

Major academic units

Student income

Sponsored support . Other income

73%

o
e 23% 23% 22%
14%
University Radcliffe Divinity Faculty Design Law Engineering  Medicine Kennedy Dental Education  Business Public
Institute of Arts & & Applied School Health

Sciences Scienices



OPERATING EXPENSES

Operating expenses totaled $3.7 billion, a 1% decrease
compared to fiscal 2009, reflecting a 2% decline

in non-sponsored outlays and a 8% increase in direct
sponsored spending, as noted in the table below.
Sponsored expenses are funded by the federal government
and other sponsors of University activity, for the pursuit
of those entities’ specific objectives. Non-sponsored
spending is more squarely within the University’s

control, and the 2% decline demonstrates progress
made in planned cost reductions.

Further excluding certain costs that tend to be fixed
in the near term (i.e., tenured faculty compensation,
financial aid, depreciation, and interest}, and after
adjusting for one-time nonrecurring charges in fiscal
2009 and fiscal 2010, the University’s controllable
non-sponsored operating expenses decreased by 6%.

In thousands of dollars 2010 2009 $  change % change
Sraraing swpenes Sl
Sponsored (direct) $ 588,181 $ 542318 $ 45363 8%
Mon-sponsored 3,141,401 3,219,747 (78,3486) (2)
TOTAL OPERATING EXPENSES § 3729582 $ 3,762,065 $ (32,483 (1%
CONTROLLABLE NON-SPONSORED OPERATING EXPENSES 2,174,673 $ 2,304,392 $ (129,719 o (6%

In practically all discretionary cost categories, the
University achieved significant reductions in non-
sponsored spending. Regarding compensation, which
constitutes nearly half of the University's expenses,
voluntary and involuntary staff workforce reductions,
coupled with flat wage growth in fiscal 2010 in Harvard's
faculty and exempt staff populations, led to a reduction
of 3%, or approximately $31 million, in non-sponsored
salaries and wages. In other categories of spending, expense
management efforts yvielded equally beneficial results.
For example, non-sponsored supplies and equipment,
utility and space maintenance costs, travel expenditures,
and services purchased declined by 11%, 19%, 13% and
7%, respectively, saving the University approximately
$38 million. Programs that enabled these results included
utility reduction measures, targeted reviews challenging
the need and frequency of routine maintenance and
janitorial services, and more restrictive travel practices.
Additienally, spending with our preferred vendors was
more highly concentrated, allowing the University to achieve
greater value through strategic buying. In summary,
prudent management of expenses and operations resulted
in meaningful savings for the University.

BALANCE SHEET

Investments

In fiscal 2010, the endowment generated positive invest-
ment returns of 11.0%, and its value (after the impact of
endowment returns made available for operations and
the addition of new gifts to the endowment during the
year) increased from $26.1 billion at the end of fiscal
2009 to $27.6 billion at the end of fiscal zo10.

FISCAL 20710 OPERATING EXPENSES

Other expenses

Scholarships Sa!an‘f?s)

& other wages and

student awards employee
benefits

Supplies &

equipment

Depreciation

Space & occupancy

FAIR VALUE OF THE ENDOWMENT AS OF JUNE 30, 2010

In millions of dollars

Other departments $2,330 —_—
Dental $165 e
University professorships $251 -

Education $417 -
Radcliffe Institute $465
Divinity $4%1 ‘l
Engineering & Applied ’%{s
Sciences $768 =
Kennedy School $85

Faculty of Arts &

Public Health $967 Sciences $11,645

Law $1,426

President’s funds $3,835

Business $2,308

Medicine $3,320

TOTAL FAIR VALUE $27,557
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Significant progress was made in transitioning the
investment profile of the University’s pooled operating
funds to be more readily available, and less susceptible
to illiquidity and market fluctuations. In past years,
the University invested a substantial portion of its
pooled operating funds alongside the endowment in
the General Investment Account {¢1a) managed by
Harvard Management Company. The financial crisis
highlighted the need for a more diversified investment
strategy for these funds. The University already had
begun a process of de-risking the funds in fiscal 2008,
and through fiscal 2010, a substantial amount of pooled
operating funds was moved into liquid investments.
As a result, over the last two years, the University’s
holdings of liquid investrents (e.g., cash and treasuries)
outside the ¢1a have increased from approximately
$300 million {at June 30, 2008) to approximately

$1 billion (at June 30, 2010). Given the University’s
annual operating budget of $3.7 billion, we expect to
maintain or further increase the size of these cash
holdings in fiscal 2011, and will continue to assess the
most appropriate investment strategies to match the
University’s assets and liabilities and preserve a proper
liquidity balance.

In addition to improving institutional liquidity in fiscal
2010, the University achieved further risk reduction
relating to interest rate exchange agreements. The
University used offsetting exchange agreements to
reduce the portfolio’s overall sensitivity to interest rate
fluctuations by a substantial amount. The University
did not incur any cash expense to execute these offset-
ting agreements; however, the agreements diminish
the University’s ability to recover past market value
losses if interest rates were to increase in the future.
At June 30, 2010, the Hlability related to interest rate
exchange agreements was $731 million (see Noie 3

of the audited financial statements). The University
considers the risk of the remaining interest rate
exposure to be manageable.

Debt

The University increased its debt to $6.3 billion at june
30, 2010, compared with $6.0 billion at June 30, 2009.
This increase was driven by debt issued to support the

University’s capital spending program. The University

continues to maintain its AAA/Aaa credit ratings with

Standard & Poor’s and Moody’s Investors Service, both
of which were affirmed in connection with our most
recent bond issue in January 2010. More detail on the
bond issuance, and the University’s broader debt portfo-
lio, can be found in Note 12 of the audited financial state-
ments,

Capital Expenses

The University invested $324 million in capital projects
during fiscal zo10. Of this amount, 46% was spent on

new construction and 54% was invested in the existing
physical plant.

The University made progress on several significant
capital projects during fiscal zor0, including the
Harvard Art Museunt’s renovation and expansion of
32 Quincy Street, and the Harvard Law School’s con-
struction of a major new building (and an associated
underground parking garage) on its campus.

Since December 2009, when Harvard announced

a pause in construction on the Allston Science Complex
site, the University has been re-evaluating its Allston
strategies in the context of reduced financial resources
following fiscal 200y investment declines. The evalua-
tion has had three areas of focus: property stewardship
and community engagement, greening and planning
and, as resources allow, campus development.

As it relates to stewardship and community engage-
ment, the University has made significant progress
leasing vacant Harvard properties in the Allston portfolio.
This progress has been enabled by investing in upgrades
and improvements to properties, and offering longet-
term lease options in order to drive greater demand

by potential tenants. Harvard also has engaged the
cornmurity by creating interim uses of Allston properties
—most notably this past winter’s skating rink and this
summer’s Field and Fairway sports activity center.

Harvard remains committed to greening and landscape
improvements, as evidenced by the construction of
Library Park and the Ed Portal Learning Garden in
Allston, as well as with the landscaping around the
Science Complex site.



Finally, the University also is focused on exploring
opportunities for campus development, and, to that
end, has convened a Work Team composed of Deans,
faculty members and alumni. The Work Team is con-
sidering academic priorities and planning assump-
tions, and how they might relate to potential opportu-
nities for development in Allston. This assessment is
ongoing, and the Work Team is expected to produce
preliminary recommendations for review by University
leadership this fiscal year.

SUMMARY

The University has made significant and productive
progress in responding to changed economic circum-
stanices. Nonetheless, we must continue to be vigilant
in managing our finances in order to ensure that
Harvard can fulfill its mission even with the continued
uncettainty that surrounds us:

« Given lingering sluggishness in the global economy,
it is prudent to expect Harvard's annual investment
results to be modest in comparison fo the extraordi-
nary returns prior to fiscal 2009;

+ Growth in net tuition, assuming constant enrollments,
will remain quite moderate absent meaningful improve-
ments in the economic well-being of our students
and their families, and of the industries and geogra-
phies in which our students seek to have impact; and

» Sponsored revenue is heavily dependent on federal
government support of biomedical research, which
in turn is subject to budget pressures.

The confluence of these factors challenges not only
Harvard, but all major research universities. In order
to secure the resources that will allow our faculty and
students to thrive, the University will continue to
proactively pursue a multi-faceted financial manage-
ment strategy: identifying administrative activities that
can be done more efficiently; developing a clearer
prioritization of our teaching, research, and service
objectives in order to focus on activities and services
that generate the highest value for the University
community; exploring opportunities to share resources
more extensively within the University and with strategic
external partners; and evaluating new activities, consis-
tent with Harvard’s mission and values, that have the
potential to enhance revenue.

B,

Beyond these endeavors, we also will continue to
engage intensively with our alumni and friends, in
order to find areas of enhanced alignment between
their philanthropic interests and the University’s core
teaching and research priorities. Notwithstanding the
economic uncertainty that pervades most households,
we continue to be grateful for, and humbled by, the
generous support of our donors.

Whatever pressures may lay ahead, the University's
position at the end of fiscal 2010 is strong. While
this strength can be demonstrated in any of several
financial measures included in the audited financial
statements, Harvard’s true strength rests with its
unparalleled community of students, faculty, staff,
alumni and friends, and their shared commitment to
ensure the University’s ability to impact the world.
To this community, we offer our deepest thanks.

bt 4L

Daniel S. Shore
VICE PRESIDENT FOR FINANCE AND
CHIEF FINANCIAL OFFICER

foos £ 1.5

James F. Rothenberg
TREASURER

October 15, 2010
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Message from the CEO of Harvard Management Company

The year ended June 30, 2010 was a successful one for the Harvard endowment and for Harvard Management

Company {Hmc). We added value over our Policy Portfolio benchmark, strengthened our organization and

more closely aligned HMc with the University. In comparison to one year ago, our portfolio and our organiza-

tion are now significantly better positioned to continue to deliver strong long-term returns as well as actively

manage our risks.

The endowment portfolio earned an investment return
of 11.0% for the year and was valued at $27.6 billion as
of June 30, 2010. The return for the year was 160 basis
points above the return that would have been earned
by our Policy Portfolio benchmark.

In addition to umc’s financial results, we are pleased
with the much improved flexibility of the portfolio we
are managing today. We have attended closely over the
last two years to liquidity, capital commitments and
risk management, while pursuing innovative investment
strategies, growing our base of talent, and exploring
cross-asset clags opportunities,

FAIR YALUE OF THE ENDOWMENT

HISTORICAL CONTEXT

Over the long term, umc has produced excellent
investment returns for the Harvard portfolio. The
average annual return on the endowment over the last
20 years has been 11.9% per year. Over the more recent
past, returns from the portfolio (and from the markets)
have been more modest, averaging 7.0% over the last
ten years and 4.7% over the last five years. This recent
performance is weighed down substantially by the
2008-2009 global crisis, and it will take many years to
recover these losses. However, as shown in the table
below, the returns earned by the Harvard endowment
have been substantially better over 5, 10 and 20 years

HISTORICAL INVESTMENT RETURN
ANNUALIZED FOR PERIODS GREATER THAN ONE YEAR

In billions of dollars

1990
1995
2000
2005
2010

Policy 60/40
Portfolic stock/bond TUCS
Harvard®  Benchmark? Portfoliod Median4
1 year 11.0% 9.4% 12.6% 13.3%
5 years 4.7 3.0 2.1 3.1
10 years 7.0 37 2.0 3.4
20 years 1.9 9.3 7.8 8.2

Y Total return is net of all internal and external management fees and expenses.

? Individual benchmarks are representative of each asset class and are approved
by the Board of Directors of HMC.

3 SgP so0 / CITH US BIG

4 Trust Universe Comparison Sewvice as cornpiled by Wilshire Associates.



when compared with a simple 60/40 stock/bond
portfolio or our Policy Portfolio. On average, over the
last ten years, uMmc has added 5.0% annually over and
above the Go/40 portfolio, 3.3% over our Policy Portfolio
and 3.6% over the Tucs median fund.

FISCAL YEAR 2010 PERFORMANCE

After a tumultuous ride in fiscal year 2009, the markets
in the beginning of fiscal 2010 reflected a return to
normalization and a restoration of confidence, at least
temporarily. The equity markets pursued a strong
upward climb through the first months of our fiscal
year, surprising to some, given high unemployment in
the U.S. and uncertain economic conditions. Bond
markets were functioning fairly normally for the most
part, with reasonable liquidity and persistently low
rates. High yield spreads declined, indicating that the
rigk of default was lessening, resulting in strong
returns for investors in that sector.

« During the September quarter, we hired an experi-
enced equity team from a leading hedge fund to
expand our internal platform.

« We added to some unique low-beta opportunities
(i.e., investments with low correlation to public
markets) in our absolute return portfolio.

» We committed new capital to our highest conviction
managers in private equity and venture capital funds.

» We made several new real estate investments in
sectors we judged to be well-positioned for recovery.

In the majority of individual asset classes our active
management added value for the year compared with
their relevant market benchmarks. Our return in U.S.
equities, at 17.1%, was about 2 percentage points over
the U.S. markets and the return in international devel-
oped equities, at 12.9%, was over 6 percentage points
ahead. Our internal fixed income teams all added value
over and above their market benchmarks. Private equity,
absolute return and natural resources also generated
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In the second half of the fiscal year, particularly in the  positive returns relative to their market comparables. i
June quarter, the positive sentiment began to reverse, =
As unease set in over the debt load in Greece, questions  Our emerging market equities and high yield returns ﬁ
arose about the fate of the euro and fears of a double- were strong, at 17.6% and 19.6%, respectively, although g
dip recession took held. Long rates on U.S. Treasuries  they did not beat their benchmarks. Our real estate 2
were pushed lower as investors sought safe haven portfolio also underperformed its benchmark, as real s
investments. There were a number of peaks and valleys,  estate values continued to correct downward during the S

but in the end the quarter was quite damaging to equity
investors, as many markets sustained double-digit losses
for the three month period ended June 30. Despite this
volatility, for the full fiscal year, the S&P 500 earned
14.4%, emerging market equities earned 23.2% and
foreign developed market equities earned 5.9%. The
U.S. Treasury market returned 6.7% while foreign
bonds returned 3.0% for the year,

. i Policy
At mMc we began the year close to fully invested in the Portfolio
U.S. and international equity markets, in line with our ~ ___ B _— Harvard'  Benchmark? Relative

. . ) . Public market equities 15.8% 15.2% 0.6%

Policy Portfolio. We also began the year with a small Private equity 162 133 29
positive cash allocation specifically set aside to take Absolute teturns 15.2 123 2.9
advantage of new opportunities. We were able to add Real assetst 27) (47) 20

. Fixed income 8.5 7.2 1.3
new talent to our team and new investments to the
portfolio, a few examples of which are noted as follows: ~ Total endowment 1o 9.4 16

year. Nevertheless, real estate is one of the areas we find
most interesting in terms of current and future opportu-
nities. As a result, we have added experienced leadership
to our real estate team that will enable us to strengthen
HMC's strategic position and allow us to make high-
potential investments over the next several years.

FISCAL 2070 PERFORMANCE

* Total return is net of all internal ynd external management fees and expenses.

2 Individual benchmarks are vepresentative of each asset class and are approved
by the Bourd of Directors of HMC.

3 Absolute return-asset class ingludes high yield.

* Real assets consist of investments in liquid commodities, natural resources and
real estate.
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Another area where we are currently active is natural
resources, & relatively new asset class that was pio-
neered by nmc. While nominal returns were relatively
low this year, we outperformed the market benchmark
significantly, as we have over time. We believe natural
resources is a core strength in our portfolio, offering
inflation protection, cash flow and long-term growth.
At mmc we are well-equipped to recognize and negotiate
good value in the natural resources arena, with an
experienced in-house team, strong relationships with
local operating partners around the world, and a track
record of over a decade of transactions. The long-term
return on our natural resources portfolio since incep-
tion is 13.3% annually.

ANNUALIZED TEN-YEAR PERFORMANCE BY ASSET CLASSY

In summary, with a few exceptions, our individual
asset class strategies have been largely value-adding
this year, and over the longer term, However, we can
not afford to rest on past success. Each year new
investment ideas and themes are explored in order to
replace strategies that no longer provide attractive
returns. We also need to be mindful that our portfolio,
while large, still operates under liquidity constraints
and spending demands that are greater than they were
s—10 years ago. The endowment now funds 35% of the
total University budget. We need to continually tune
our asset class strategies and our overall approach to
managing the endowment in concert with changing
market conditions and the University’s evolving needs.

- Harvard

Policy Portfolio Benchmark?

Total Public market Private Fixed Real? Absolute?
equities equity income assets return
ANNUALIZED TWENTY-YEAR PERFORMANCE BY ASSET CLASS?
. Harvard Policy Portfolio Benchmurk?

Private

Total Public market
equities equity

Absolutet

Fixed Real?
income assets return

1 Returns are calculoted on a time-weighted basis with the exception of private equity, which is caleulated on a dollar-weighted basis.
Returns are net of all internal and external management fees and expenses.

2 individual benchmarks are representative of each asset class and are approved by the Board of Directors of HMC.

3 Real assets consist of investments in liquid commodities, natural resources and real estate.

4 Absolute return asset class includes high yield.



ORGANIZATIONAL UPDATE

The reorientation of the vmc investment platform and
organization that began in 200¢ bore fruit this year in
the form of improved investment performance. While
the markets were helpful, there is no doubt that our
portfolio and our company benefited from creative and
talented new management in a number of key positions.

Investment management is now overseen by two
senior executives, Stephen Blyth, the Head of Internal
Management, and Andy Wiltshire, the Head of External
Management. Stephen and Andy work closely with me
and with each other on issues ranging from broadening
and deepening our investment talent, evaluating current
strategies to unlock competitive edge, and allocating
incremental capital to the best investment ideas. Stephen
and Andy have collaborated on several joint investiga-
tions this year, in one example leading to an improved
active commodities strategy, which we will be imple-
menting in fiscal year 2071

During the course of the last year, we have also strategi-
cally focused our attention on key investment support
areas. Bob Ettl, who joined mmc in late 2008 as our
Chief Operating Officer, has significantly upgraded our
operations and IT platforms throughout the company.

The environment for attracting investment talent and
experience to HMc has been favorable over the last two
years and we have taken advantage of this opportunity.
Recognizing that staff will change over time, our
approach is to continue to build depth in each of our
teams and to install leadership that is not only
extremely well-qualified, but is also committed to
Harvard over the long term. mwmc is well known for
providing valuable experience and training which
allows us to regularly hire best-in-class talent.

MANAGER RELATIONSHIPS

HMC is in the enviable position of working with some
of the finest external managers in the world. We are
dedicated to finding the best-in-class managers in each
asset class and to creating and fostering long-term
partnerships with them. Over time, as the endowment
grew, the number of external manager relationships
in the portfolio increased, and we found, particularly
in the wake of the financial crisis, that some of these
relationships and strategies (as well as the fees and
terms to which we were bound) were not well-aligned

with our goals. We have been increasing manager
concentration in the last couple of years, and the
number of relationships in the Harvard portfolio has
been reduced by about 20% as we focus on partnering
with the best of the best and improving the terms
under which we operate together, moving toward
greater access to our capital and more reasonable fees.

RISK MANAGEMENT

In March, Neil Mason joined us as our new Chief Risk
Officer. Neil brings an increased level of experience
and sophistication to our analytical functions, and

will provide an improved level of risk management to
our portfolio. Neil and 1 have put considerable time,
thought and effort into this area, applying lessons
learned from the 2008-200¢ time period. We have
reassessed and augmented our risk models with
tougher downside scenarios, analysis of different types
of leverage, and lHquidity stress tests. Continuous
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improvement in risk management is critical in what
remains an extremely volatile environment. -
%
&
. . Z
In addition, senior management at #mc has been z
working closely with the University this vear, and 2
. . <
I believe all would agree that we have achieved deeper >
<L

understanding of appropriate risk parameters and better
alignment of the endowment’s risk/return profile with
the University’s goals and needs. A concrete example of
how we are achieving this is the Financial Management
Committee established in 2009, on which I serve
along with Jim Rothenberg, the University’s Treasurer.
President Faust has charged this group with pursuing
integrated risk and financial management across HMc
and the University.

COST OF MANAGEMENT

In fiscal year 2010, we engaged a leading consulting
firm to assess HMC's cost structure in managing the
Harvard endowment, adding an independent, third-
party view to our own internal data on this subject. The
consulting firm compared BEMC’s costs to a representa-
tive group of asset managers in order to identify areas
of best practice and opportunities for improvement.
Overall, the study assessed HMC's operating cost
structure as significantly less expensive than the cost
of equivalent external or outsourced management.
This cost differential has saved Harvard over a billion
dollars in management fees over the past decade.
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We continue to be vigilant in our efforts to maintain
our edge, both in our investment performance as well
as in managing our business in the most cost effective
manner. Through our hybrid model of internal and
external management, and the pay-for-performance
principles underlying our compensation system,

we are able to achieve these goals while containing
investment management costs.

STRENGTHENING COMPETITIVE ADVANTAGE
Looking ahead to fiscal year 2011 and beyond, we agree
with Federal Reserve Chairman Ben Bernanke that at
this point there is “unusual uncertainty” in the outlook
for the economy and for the markets. Profit margins
are high but unemployment is also high. Governments
have been helpful in starting the economic healing
process, but they may be running out of new maneu-
vers. Stocks and bonds, ETFs and options, high quality
and risk assets are picked up and dropped by herds of
investors in increasingly choppy cycles.

This is a time when our internal trading platform is
especially valuable. The signals that our portfolic man-
agers can glean from being in the markets day after
day help us to adjust strategies throughout the year.
While we do not know what direction markets will take
in fiscal year 2011, we are pleased to have a well-diver-
sified portfolic with some room to move. We continue
to comb the markets for interesting opportunities, and
we continue to sharpen our edge as an investment
organization.

While I am often asked about 1y target for internal
versus external management, any shift in assets under
management will be incremental and driven by the
addition of new talent and strategies, not by any arbi-
trary target for allocating Harvard’s endowment funds.
My team and I do think that it makes sense to increase
the share of internally managed assets under the right
conditions, given the added agility and cost effective-
ness of managing money this way.

In areas where we have had good long-term experience
and where we have competitive strength, internal fixed
income trading and natural resources for example, we
have been increasing risk allocations and encouraging
our teams to do more when they see good opportunities.

As mentioned earlier in this report, we are increasingly
confident that we can develop an edge in real estate
and commodities, taking a few pages from the books
we've developed around timberland investing and
internal trading. The repositioning of our real estate
portfolio will take several years, but it began in earnest
this year with several new investments outside of the
traditional LP fund structure. On the topic of limited
partnerships, we also intend to continue to reduce
uncalled capital commitments to real estate and private
equity fund managers. Our uncalled capital commit-
ments at the end of fiscal year 2010 were $6.6 billion,
down from over $11 billion two years ago.

Private equity bears a mention of its own as we look to
the future. Harvard has benefited from being an early
participant in the private equity arena, and we have

a strong team in this area and many important rela-
tionships with a number of the best private equity and
venture capital investors in the world. However, the
field of private equity has become more and more
crowded—with capital, with managers and with
investors—over the last decade. Our expectations for
this asset class are that returns will be more muted
going forward, and we are even more committed to
holding our fire for the best-in-class opportunities.
We will continue to have a meaningful level of expo-
sure to this asset class over the long term, and we are
making new commitments to fund strategies that we
like, but we anticipate that the number of active rela-
tionships within our private equity and venture capital
portfolio will be reduced, while the concentration will
be increased in our highest conviction managers.

Whether in public or private markets, we are continually
aware that the market for good investment ideas is
global, not local, and we are challenging ourselves to
develop deeper understanding of, and more unique
insights into, the world’s higher-growth markets.

My team and I continually meet with managers and
market participants from geographies where we have
significant capital at work as well as other key markets.
And I must note that we find the Harvard network is

a superb resource and we are increasingly coordinating
with alumni and faculty contacts as we continue to
pursue emerging international investments.



CONCLUSION

At simc we understand that endowment management
is a very specific form of investment management.
Unlike a typical investment firm, our sole purpose is
to provide resources for a single mission—to support
the educational and research objectives of Harvard
University. Our constant challenge is to stay ahead of
the pack, to distinguish the really unique ideas from
the common beliefs, and to find the investments that
will pay off best for Harvard.

Most importantly, we strive to add value relative to
the Policy Portfolio which is specifically constructed
to generate strong, long-term risk-adjusted returns.
In this context, a strong year or two (or a weak year
or two) pales in comparison to the importance of
maintaining a rigorous investment strategy that
meets the needs and expectations of the University.
Endowment management is a long-term game—
we need to keep our eyes on the horizon twenty
years out while making investment decisions today.

Fiscal year 2010 was an important and productive year
for nmc and for the Harvard portfolio. Going forward,
we will continue to build on the success of nmc’s
strategy and strengthen our organization. We will
continue to change—to evolve while not diluting our
strengths, to adapt to a dynamic investment and
economic landscape, and to position HMc for greater
success in the future. We need to provide Harvard
with the strength and financial support that it needs
to fulfill its mission. T believe we are in an excellent
position to do so.

Thank you for your attention and your support.

Jane L. Mendillo
PRESIDENT AND CEO

October 15, 2010

EVOLUTION OF THE POLICY PORTFOLIO
The Policy Portfolio is a theoretical portfolio allocated
among asset classes in a mix that is judged to be most
appropriate for the University from both the perspective
of potential return and risk over the long term. The
Hmc Board and management team set the Policy
Portfolio and review it annually for continued fit with
the University's risk profile and our projections of long-
term market returns, volatility and correlations. The
Policy Portfolio provides Hmc with a guide as to the
actual allocation in the investment portfolio and also
serves as a measuring stick against which we judge the
success of our active investment management activi-
ties. As in any measure of investment performance,
long-term resuls relative to the Policy Portfolio are
most meaningful.

Fiscal year

o5 soos o
Domestic equities 38% 15% 11%
Foreign equities 15 10 1
Emerging markets 5 5 11
Private equities 12 13 13
Total equities 70 43 46
Absolute return 0 12 16
Commodities 6 13 14
Real estate 7 10 9
Total real assets 13 23 23
Domestic bonds 15 1 4
Foreign bonds 5 5 2
High yield 2 5 2
Inflation-indexed bonds 0 6 5
Total fixed income 22 27 13
Cash -5 -5 2
TOTAL 100% 100% 100%

* Unchanged for fiscal year 2011.
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Report of Independent Auditors
To the Board of Overseers of Harvard College:

In our opinion, the accompanying Balance Sheet and the related Statements of Changes in
Net Assets with General Operating Account Detail, Changes in Net Assets of the Endowment,
and Cash Flows, present fairly, in all material respects, the financial position of Harvard
University (the “University”) at June 30, 2010, and the changes in its net assets of the General
Operating Account and endowment funds and its cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of America.
These financial statements are the responsibility of the University’s management. Our
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 University’s
fiscal 2009 financial statements, and in our report dated October 4, 2009, we expressed an
unqualified opinion on those financial statements. We conducted our audit of these statements
in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statemnents, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

FaicaraltbpnseLrptrt €4

October 15, 2010



BALAMCE SHEETS

with summarized financial information as of Jure 30, 2009

June 30

In thousards of dollars 2010 2009
AESETS. e e

Cash 3 31,629 3 34,182
Receivables, net (Note 6) 242,474 244 444
Prepayments and deferred charges 165,511 151,197
Notes receivable, net (Note 7) 364,309 357,445
Pledges receivable, net {Note 8 772,212 785,290
Fixed assets, net {Nate ) 5,500,585 5,393 464
Interests in trusts held by others (Notes 4, 10 and 14) 297,625 276,571
Investment portfolio, at fair value (Notes 3 and 4) 36,701,525 34,656,179
Securities pledged to counterparties, at fair value (Notes 3 and 4) 4,158,201 3,067,027
TOTAL ABSETS 48,234 075 44,965 799
LIABILITIES:

Accounts payable 331,487 415,926
Deposits and other liabilities 683,502 5792619
Securities lending and othey liabilities associated with the investment portfolio (Notes 3, 4 and 12) 7,523,366 6,242,874
Liabilities due under split interest agreements (Note 11) 705,601 696,987
Bonds and notes payable {Note 12} 6,284,197 5,980,451
Accrued retirement obligations {Note 13) 909,193 740,116
Government loan advances (Note 7) 61,396 69,540
TOTAL LIABILITIES ' 16,499,142 14,825,513
TOTAL NET ASSETS 31,734,933 30,140,286

§ 48,234,075

$ 44,965,799

Temporarily Permanently June 30
Unrestricted restricted restricted 2010 200G
NET ASSETS: :
General Operating Account {Note 14) $ 2,497,600 $ 1,155,112 $ 102,844 $ 3,755,556 $ 3,580,292
Endowment (Note 10) 4,727,776 17,896,039 4,933,589 27,557,404 26,138,239
Spiit interest agreements (Note 17) 38,254 383,718 421,973 421,758
TOTAL NET ASSETS § 7,225,376 $ 19,089,405 $ 5,420,752 $ 31,734,933 $ 30,140,286

The accompanying notes are an integral part of the financial statements.
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STATEMENTS OF CHANGES IN NET ASSETS WITH GENERAL OPERATING ACCOUNT DETAIL

with summarized financial information for the year ended June 30, 2009
For the year ended

Ternporarily  Permanently June 30
In thousands of dollars Unrestricted restricted restricted 2010 2009
OPERATING REVENUE: o
Student income:
Undergraduate program § 245885 $ 245885 & 240139
Graduate and professional degree programs 394,917 394,917 371,826
Continuing education and executive programs 242,212 242,212 227,673
Board and lodging 147,735 147,735 141,084
Scholarships applied to student income (Note 15) (318,911) (318,911) (302,369)
Total student income o 711,838 0 0 711,838 678,353
Sponsored support (Notes 16 and 17):
@ Federal government - direct costs 463,009 463,009 419,658
= Federal government - indirect costs 157,516 157,516 139,005
= Non-federal sponsors - direct costs 58,49 $ 78,216 136,712 137,435
E Non-federal sponsors - indirect costs o 13,534 6,006 19,540 17,540
2 Total sponsored support 692,555 84,222 0 776,777 713,638
Lo
g Gifts for current use {Note 17) 74,935 172,964 247,899 251,231
z
i Investrment income:
Endowment returns made available for operations (Note 10) 233,897 1,086,677 1,320,574 1,416,337
Goa returns made available for operations 157,089 157,089 165,626
Other investment income o 10,898 4,946 15,844 71,295
]'otal investment income ] 401,884 1,001,623 0 1,493,507 1,603,258
Other income {Note 18) 494,812 494,812 520,891
Net assets released from restrictions 1,313,451 (1,313,457) 0 0
TOTAL OPERATING REVENUE ) o 3,689,475 35,358 ] 3,724,833 3,807,371
OPERATING EXPENSES:
Salaries and wages 1,363,348 1,363,348 1,384,626
Employee benefits (Note 13) 426,124 426,124 456,109
Scholarships and other student awards (Note 15) 122,021 122,021 122,479
Supplies and equipment 217,749 217,749 224,404
Space and occupancy (Note 12) 454,943 454,943 445,071
Depreciation (Note 9) 278,360 278,360 288,450
Other expenses (Notes 12and 19) 867,037 867,037 840,976
TOTAL OPERATING EXPENSES 3729582 0 o 3729582 3,762,065
NET OPERATING SURPLUS/(DEFICIT) {40,107) 35,358 0 {4,749) 45,306
NON-OPERATING ACTIVITIES:
Income from GOA investments, net 36,607 36,607 22,943
Realized and unrealized appreciation/ (depreciation), net (Note 3) 205,019 205,019 (2,698,805)
GOA returns made available for operations (157,089) (157,089) (165,626)
Change in pledge balances (Note 8) 27,743 27,743 154,470
Change in interests in trusts held by others (Note 14) (1,135) § 7,625 6,490 (7,794)
Capital gifts for loan funds and facilities (Note 17) 6,412 321 6,733 2,649
Other changes (Note 13) (112,660) (112,660) (338,363)
Transfers between GOA and endowment {Note 10) (3,223) 158,904 155,681 202,324
Transfers between GOA and split interest agreements (Note 17) 8,953 2,536 11,489 36,269
Non-operating net assets released from restrictions 186,542 (186,542) o ] Y 0
TOTAL NON-OPERATING ACTIVITIES 155,196 14,335 10,482 180,013 (2,791,933}
GENERAL OPERATING ACCOUNT NET CHANGE DURING THE YEAR 115,088 49,693 10,482 175,264 (2,746,627)
Endowment net change during the year 459,085 739,175 220,895 1,419,165 (11,036,587}
Split interest agreement net change during the year (Note 11) o {25,837) 25,855 218 707}
NET CHANGE DURING THE YEAR 574,184 763,231 257,232 1,594,647 (14,023,927)
Net assets, beginning of year 6,651,192 18,326,174 5,162,920 30,140,286 44 164,207
NET ASSETS, end of year § 7225376 & 19,089,405 5,420,152  § 31,734,933  $ 30,140,286

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




STATEMENTS OF CHANGES IN NET ASSETS OF THE ENDOWMENT

with summarized financial information for the year ended June 30, 2009

For the year ended

Temporarily  Permanently June 30

In thousands of dollars Unrestricted restricted restricted 2010 2009
Investment return (Notes 3 and 10):

income from general investments $ 33,674 $ 148,728 $ 182402 § 107,551

Realized and unrealized appreciation/(depreciation), net 566,444 1,881,424 2,447,868 (9,698,576)
Total investment return 600,118 2,030,152 0 2,630,270 (9,591,025)
Endowment returns made available for operations (233,897) (1,086,677) (1,320,574} (1,416,337)
Net investment return 366,221 943,475 0 1,309,696 {11,007,362)
Gifts for capital (Note 17) 3,564 25,420 $ 211,800 240,793 194,459
Transfers between endowment and the coa (Note 10) 3,223 (158,504) {155,681} (202,324)
Capitalization of split interest agreements (Note 17) 42,570 41,176 33,746 47,110
Change in pledge balanices (Note 8) (21,586) (17,565} {39,151) 2,925
Change in interests in trusts held by others (Note 10) 82 14,486 14,568 (57,625)
Other changes (423) (31,262 3,121 (34,806} (13,770)
Net assets released from restrictions 86,510 (60,620) (25,890) 0 0
NET CHANGE DURING THE YEAR ' 459,095 739,175 220,895 1,419,165 {11,036,587)
Net assets of the endowment, beginning of year 4,268 681 17,156,864 4,712,694 26,138,239 37,174,826
NET ASSETS OF THE ENDOWMENT, end of year $ 4,727,776 $ 17,896,039 $ 4,933,589 § 27,557,404  § 26,138,239

The accompanying notes are an integral part of the financial statements.
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STATEMENTS OF CASH FLOWS

For the year ended

LJUNE30
In thousands of dollars 2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES:
Change in net assets 5 1,594647 $ (14,023,921}
Adjustments to reconcile change in net assets to net cash provided by/{used in} operating activities:
Depreciation 278,360 288,450
Change in fair value of interest rate exchange agreements 52,710 347,769
Change in interests in trusts held by others {21,058) 65,419
Change in liabilities due under split interest agreements 8,614 (211,272)
Realized and unrealized (gain)/loss on investments, net (2,847,547} 11,897,310
Cifts of securities {74,919} (48,134)
Gifts restricted for capital purposes {213,029) {187,174)
Changes in operating assets and liabilities:
2 Receivables, net 1,970 4,915
z Prepayments and deferred charges {14,314) (29,363)
= Pledges receivable, net 13,078 (158,811)
'; _ Retirement assets, net 0 293,560
- Accounts payable {38,701 25,708
'5“ Deposits and other liabilities 4,283 104,846
L Accrued retirement obligations 169,077 132,689
= NET CASH PROVIDED BY/{USED IN) OPERATING ACTIVITIES o , (1,086,829) {1,497 509)
i
CASH FLOWS FROM INVESTING ACTIVITIES:
Loans made to students, faculty, and staff {42,821) (56,596)
Payments received on student, faculty, and staff loans 35,344 35,211
Change in other notes receivable 613 25
Proceeds from the sales of gifts of securities 74,919 48,134
Proceeds from the sales and maturities of investments 55,986,287 68,474,563
Purchases of investrments (53,499,938) (66,557,720)
Additions to fixed assets {426,185) (681,165)
NET CASH PROVIDED BY/(USED IN) INVESTING ACTIVITIES 2,128,219 1,262,452
CASH FLOWS FROM FINANCING ACTIVITIES:
Change in overdrafts included in accounts payable (5,034) (7,976)
Proceeds from the issuance of debt 753,742 3,464,067
Debt repayments {449,996} (1,573,528
Gifts restricted for capital purposes 213,029 187,174
Change associated with securities lending agreements {1,547,540) {1,838,443)
Change in government loan advances (8,144) 10,638
NET CASH PROVIDED BY/{USED IN) FINANCING ACTIVITIES B {1,043,943) 241,932
NET CHANGE IN CASH (2,553) 6,875
Cash, beginning of year 34,182 27,307
CASH, end of year 3 31,629 3 34,182
Supplemental disclosure of cash flow information:
Change in accounts payable related to fixed asset additions $ (40,704) $ (15,480)
Non-cash additions to fixed assets related to capital leases 3 64,900
Cash paid for interest $ 274,742 $ 154,626

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




T. UNIVERSITY ORGANIZATION

Harvard University (the “University”) is a private, not-for-profit
institution of higher education with approximately 7,180
undergraduate and 13,830 graduate students, Established in
1636, the University includes the Faculty of Arts and Sciences,
the School of Engineering and Applied Sciences, the Division
of Continuing Education, ten graduate and professional
Schools, the Radcliffe Institute for Advanced Study, a variety
of research museurns and institutes, and an extensive library
system to support the teaching and research activities of the
Harvard community. The President and Fellows of Harvard

College (the “Corporation”}, a governing board of the
University, has oversight responsibility for all of the University’s
financial affaivs. The Corporation delegates substantial
authority to the Schools and departments for the management
of their resources and operations.

The University includes Harvard Management Company
{(mmc), a wholly owned subsidiary founded in 1974 to manage
the University’s investment assets. Hmc is governed by

a Board of Directors that is appointed by the Corporation.

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The consolidated financial statements present the activities of
Harvard University as a whole, including significant affiliated
organizations controlled by the University.

The financial statements include certain prior year summarized

ssification.
This information is not presented in sufficient detail to conform

comparative information in total, not by net asset ¢

with generaily accepted accounting principles (Gaar). Accordingly,
such information should be read in conjunction with the

-

University’s financial statements for the year ended June 30,

2009, from which the summarized information is derived.

H

Certain prior year amounts have been reclassified to conform
to current year presentation, including the presentation of
certain items contributing to the net operating result. The
primary reclassification was 1o reduce endowment returns made
available for operations for recapitalizations to the endowment
that are required by donor or University policy. These recapital-
izations were previously recorded as non-operating transfers
between the endowment and the General Operating Account
{coa). Additionally, endowment income from general investments
previously reflected in the net assets of the coa has been
reclassified to the net assets of the endowment.

Funds transferred to the University on behalf of specific
beneficiaries (agency funds) are recorded as assets and
Habilities in the Balance Sheets and are not included in the
Statements of Changes in Net Assels with General Operating
Account Detail,

Net asset classifications

For the purposes of financial reporting, the University classifies
resources into three net asset categories pursuant to any donor-
imposed restrictions and applicable law. Accordingly, the net

assets of the University are classified in the accompanying
financial statements in the categories that follow:

UNRESTRICTED net assets are not subject to donor-imposed

restrictions. Funds invested in fixed assets and unrestricted
endowment funds comprise 87% of the University’s unre-
stricted net assets as of June 30, 2070. In addition, this
category includes unrestricted gifts and endowment income
balances, University-designated loan funds, and other
unrestricted current funds,

TEMPORARILY RESTRICTED nief assets are subject to legal or
donor-imposed stipulations that will be satisfied either by
actions of the University, the passage of time, or both.
These net assets indlude gifts donated for a particular purpose,
amounts subject to time restrictions such as funds pledged
for future payment, or amounts subject to legal restrictions
such as portions of otherwise unrestricted capital appreciation
and income, which must be reported as temporarily restricted
net assets until appropriated for spending in accordance
with Massachusetts law,

PERMANENTLY RESTRICTED net assets are subject to donor-
imposed stipulations that they be invested to provide a perpet-
ual source of income to the University. Generally, donors of
these assets require the University to maintain and invest the
original contribution in perpetuity, but permit the use of some
or all investment returns for general or specific purposes,

Revenues from sources other than contributions are generally
reported as increases in unrestricted net assets. Expenses are
reported as decreases in unrestricted net assets. Investment
returns earned by restricted donor funds are initially classified
as temporarily restricted net assets and then reclassified to
unrestricted net assets when expenses are incurred for their
intended purpose.
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Unconditional pledges are reported as increases in the
appropriate categories of net assets in accordance with donor
restrictions. Gains and losses on investments are reported as
increases or decreases in unrestricted net assets, unless their
use is restricted by donor stipulations or by law. Expirations
of temporary restrictions on net assets are reported as
reclassifications from temporarily restricted to unrestricted
net assets and appear as “Net assets released from restrictions”
and “Non-operating net assets released from restrictions” in
the Statements of Changes in Net Assets.

Net operating surplus/{deficit)

Revenues earned, expenses incurred, and returns made
available for operations for the purpose of teaching, conducting
research, and the other programs and services of the University
are the components of “Net operating surplus/{deficit)” in the
Statements of Changes in Net Assets with General Operating
Account Detail.

Collections

The University’s vast array of museums and libraries houses
priceless works of art, historical treasures, literary works,
and artifacts. These collections are protected and preserved
for public exhibition, education, research, and the furtherance
of public service. They are neither disposed of for financial
gain nor encumbered in any manner. Accordingly, such
collections are not recorded for financial statement purposes.

Insurance programs

The University, together with the Harvard-affiliated teaching
hospitals, has formed a captive insurance company, Controlled
Risk Insurance Company {Crico), to provide limited profes-
sional Hability, general lability, and medical malpractice
insurance for its shareholders. The University self insures

a portion of its professional liability and general liability
programs and maintains a reserve for incurred claims,
including those related to Harvard Medical School activities
occuring away from the affiliated teaching hospitals. The crico
provided malpractice coverage applies with no deductible for
medical professionals practicing within Harvard’s University
Health Services department, the School of Dental Medicine,
and the School of Public Health. The University also main-
tains reserves for the self-insured portion of claims related to
automobile liability, property damage, and workers’ compen-
sation; these programs are supplemented with commercial
excess insurance above the University’s self-insured limit. In
addition, the University is self insured for unemployment, the
primary senior health plan, and all health and dental plans for
active employees. The University’s claims liabilities are recog-
nized as incurred, incuding claims that have been incurred
but not reported, and are included in operating expenses.

Tax-exempt status
The University is a tax-exempt organization under Section
so1(c)(3) of the Internal Revenue Code.

Use of estimates

The preparation of financial statements in accordance with
Gaap in the United States of America requires management
to make estimates and assumptions that affect reported
amounts and disclosures. Actual results could differ from
those estimates.

New accounting pronouncements

In June 2009, the Financial Accounting Standards Board
(¥asB) issued Accounting Standards Update (asv) z009-1
(Codification). The Accounting Standards Codification (asc)
combines all authoritative standards issued by organizations
that are in levels A through D of the caar hierarchy, such as
the rass, American Institute of Certified Public Accountants
and Emerging Issues Task Force, into a comprehensive, topically
organized online database. Since this is an accumulation of
existing guidance, there is no impact to the financial statements.
The Codification became effective for reporting periods that
end on or after September 15, 2009,

Effective July 1, 2009, the University adopted Asu 200¢-12,
Investments in Certain Entities That Calculate Net Asset Value
per Share {or Its Equivalent). asu 2009-12 clarifies that for
investments in entities that permit the investor to redeem
the investment directly with (or receive distributions from)
the investee at net asset value per share (Nav), at times allow-
able under the terms of the investee’s governing documents,
naAv is the most relevant estimate of fair value available that
would not require undue cost and effort for the reporting
entity. A reporting entity is permitted to estimate the fair
value of an investment if the net asset value per share of the
investment (or its equivalent) is determined in accordance
with the Investment Companies Guide as of the reporting
entity’s measurement date. The effect of this amendment is
addressed in Note 4.

Effective July 1, 2009, the University adopted asc 815-10-50,
Disclosures about Derivative Instruments and Hedging Activities
(asc B15-10-50). asc &15-10-50 requires additional disclosures
about derivative instruments and hedging activities. This
new standard requires that (1) objectives for using derivative
instruments be disclosed in terms of underlying risks and
accounting designation, (2) the fair values of derivative
instruments and their gains and losses be disclosed in tabular
format, and (3) information be disclosed about credit-risk
contingent features of derivative contracts. The effect of adopting
asc 815-10-50 is further discussed in Note 5.



Effective July 1, 2009, the University adopted asc 715-20,
Employers’ Disclosures about Postretirement Benefit Plan Assets,
which provides guidance on expanded disclosures for plan
assets of a defined benefit pension or other postretirement
plan. asc 71520 requires additional disclosure only (see Note 13),
and therefore did not have an impact on the valuation of the
University’s postretirement benefit plans.

As of June 30, 2009, the University adopted the provisions
of asc 8ss, Subsequent Events (asc 855). asc 855 provides guidance
to establish general standards of accounting for and disclosures
of events that occur after the balance sheet date but before
the University financial statements are issued or are available
to be issued. This requires the University to disclose the date
through which subsequent events were evaluated as well as
the rationale for why that date was selected. The University
has evaluated subsequent events through October 135, 2010,
the date the financial statements were available for issuance.
This requires additional disclosures only, and therefore did
not have an impact on the University’s financial statements.

Effective July 1, 2008, the University adopted asc 820-10,

Fair Value Measurement (asc 820-10), which defines fair
value, establishes a framework for measuring fair value
under generally accepted accounting principles, and enhances
disclosures regarding fair value measurements. This general
accounting principle defines fair value as the price that would
be received to sell an asset or paid to transfer a Hability (an
exit price) on the measurement date, in the principal or most
advantageous market for the asset or liability, and in an orderly
transaction between market participants. The effect of adopting
fair value measurements is further discussed in Notes 3 and 4.

During fiscal year 2009, the University adopted asc 820-10-G5-2,
Determining the Fair Value of a Financial Asset When the Market
Jor That Asset is Not Active (asc 820-10-65-2). This asc subtopic
clarifies that determining fair value in an inactive or dislocated
market depends on facts and circumstances and requires signif-
icant management judgment. Specifically, it specifies that it
is acceptable to use inputs based on management estimates
or assumptions, or for management to make adjustments to
observable inputs to determine fair value when markets are
ot active and relevant observable inputs are not available. The
University’s valuation policy is consistent with this guidance.

During fiscal year 2009, the University adopted asc 820-10-65-4,
Determining Fair Value When the Volume and Level of Activity
Jor the Asset or Liability Have Significantly Decreased and
Identifying Transactions That Are Not Orderly (asc 820-10-65-4).

This asc subtopic provides additional guidance for estimating
fair value when the volume and level of activity for the asset
or liability have significantly decreased. Specifically, it
emphasizes that even if there has been a significant decrease
in the volume and level of activity for the asset or Hability
and regardless of the valuation technique(s) used, a fair value
measurement assumes that the asset or liability is exchanged
in an orderly transaction (that is, not a forced liquidation or
distressed sale) between market participants at the measure-
ment date. The University's valuation policy is consistent
with this guidance.

During fiscal year 2009, the University adopted asc 815-10,
Disclosures about Credit Derivatives and Certain Guarantees (asc
815-10), which amended Accounting for Derivative Instruments
and Hedging Activities, to require disclosures by sellers of
credit derivatives that address the potential adverse effects

of changes in credit risk on the financial position, financial
performance and cash flows of the sellers of credit derivatives.
The effect of this amendment is addressed in Note 5.

Effective July 1, 2008, the University adopted asc 825, Financial
Instruments {asc 825}, which provides entities with the option
to report selected financial assets and Kabilities at fair value
and establishes presentation and disclosure requirements
designed to facilitate comparisons between entities that
choose different fair value measurement attributes for similar
types of assets and liabilities. The University elected to
account for split interest agreement Habilities under the fair
value option.

Effective July 1, 2008, the University adopted asc 958-203,
Endowments of Not-for-Profit Organizations: Net Asset Classification
of Funds Subject to an Enacted Version of the Uniform Prudent
Management of Institutional Funds Act, and Enhanced Disclosures
for All Endowment Funds (asc 958-205). asc 958-205 provides
guidance on the net asset classification of donor-restricted
endowment funds for a not-for-profit organization that is
subject to an enacted version of the Uniform Prudent
Management of Institutional Funds Act of 2006 {urm1ra).
This also requires additional disclosures about an organization’s
endowment funds (both donor-restricted and board-designated
endowment funds}, whether or not the organization is subject
to upmira. The adoption did not have an impact on the
financial statements.
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3. INVESTMENTS

The significant accounting policies of the University related
to investments are as follows:

A} Investments are presented at fair value based on trade
date positions as of June 30, 2010 and 2009. The University
endeavors to utilize the best available information in meas-
uring fair value. Instruments listed or traded on a securities
exchange are valued at the last sale price on the primary
exchange where the security is traded. Restrictions that are
attached to a security are factored into the valuation of that
security, retflective of the estimated impact of those restric-
tions. Non-exchange traded debt instruments are primarily
valued using independent pricing services or by broker/dealers
who actively make markets in these securities. Over-the-
counter positions such as option, swap, credit default,
interest rate, and forward contracts are primarily valued
1sing models with external inputs from independent service
providers, or by using independent broker quotes. Investments
in most asset classes are at least partially executed through
external managers. The majority of these external invest-
ments are not readily marketable and are valued utilizing
the most current information provided by the general partner,
subject to assessments that the value is representative of fair
value and consideration of any additional factors deemed
pertinent to the valuations. Direct investments are valued
using discounted cash flow and other industry standard
methodologies. Where applicable, independent appraisers
and valuation agencies are utilized to assist in the valuation.
These values are determined under the direction of, and
subject to approval by, the Valuation Committee of the rMc
Board of Directors.

B} The preparation of financial statements requires manage-
ment to make estimates and assumptions about the effects
of matters that are inherently uncertain. The accounting
policies considered potentially significant in this respect are
the valuation of certain illiquid and direct investments.
Values for these instruments are typically estimated using
techniques such as discounted cash flow analysis and
comparisons to similar instruments. Estimates developed
using these methods are subjective and require judgment
regarding significant matters such as the amount and timing
of futare cash flows and the selection of discount rates that
appropriately reflect market and credit risks. Estimates,

by their nature, are based on judgment and available
information.

Changes in assumptions could have a significant effect on
the fair value of these instruments. Actual results could
differ from these estimates and could have a material impact
on the financial statements.

€} The University amortizes bond premiums and accretes
bond discounts using the effective yield method and when
cash collection is expected.

D) The University utilizes a number of subsidiary entities to
support its investment activities. The consclidated financial
statements include all assets and liabilities associated with
these entities.

E} The Bulance Sheets display both the assets and correspon-
ding liabilities generated by securities lending transactions.
These transactions are executed to support the investment
activities of muc. The University also separately reports the
fair value of assets for which counterparties have the right to
pledge or exchange the collateral they have received; assets of
the investment portfolio that are unencumbered are included
in “Investment portfolio, at fair value” in the Balance Sheets.

F} The collateral advanced under reverse repurchase and
security borrowing agreements is in the form of cash. The
minimum collateral the University requires by contract on
each loaned security is 100% of the fair value of the security
loaned. Collateral is exchanged as required by fluctuations in
the fair value of the security loaned.

The majority of the University’s investments are managed
in the General Investment Account (G14), a pooted fund
that consists primarily of endowment assets. Other
mvestments are managed separately from the cia. These
investments consist primarily of fixed income securities
{principally government securities) held for the University’s
working capital needs, and publicly traded securities
associated with split interest agreements. All investments
are measured at fair value using valuation techniques
consistent with asc 820 and the accounting policies
presented herein.



The University’s investment holdings as of June 30, 2010
and 2009 are summarized in the following table (in thousands

of dollars):
] 2010 2009
Investment portfolic, at fair value:
Pooled general investment assets! $ 34,331,617 $ 33,436,198
Other investments? 1,869,908 1,219,981
Total investment portfolio, at fair value o o 36,701,525 34,656,179
Securities pledged to counterparties, at fair value 4,158,201 3,067,027
Securities lending and other liabilities associated with the investment portfolio® (7,523,366) (6,242,874)
TOTAL INVESTMENTSY B 933,336,360 ¢ 31,480,332
2
2
=z
r
z
Investments as of June 30, 2010 and 2009 comprised the v
following (in thousands of dollars): =
2
— e 2010 2009 z
Pooled general investments net assets: &
General Qperating Account $ 4,502,338 $ 4,625,249 D
Endowment® 26,735,087 25,368,780 w
Split interest agreements 684,700 706,644 5
Other internally designated funds 275,168 237,806 =
Total pooled general investment net assets ‘ o 32,197,290 30,938,479
Other investments? 1,869,908 1,219,981
interest rate exchange agreements, at fair value (730,838) (678,128)
TOTAL INVESTMENTS! o ) $ 33,336,360 § 31,480,332

Y Excludes fair value of securities pledged to counterparties.

2 Includes split interest agreement assets of $442,874 and $412,098, as of June 30, 2010 and 2009, respectively.

3 Inciudes fair value of interest rate exchange agreements of ($730,838) and ($678,128) as of June 30, 2010 and 2009, respectively.

4 tnvestment holdings include cash and short-term investments that consist principally of funds that have maturities of 9o days or less. Cash and shori-term
investments were $1,977,814 and $4,158,947 at June 30, 2010 and 2009, respectively.

S Includes only the portion of the endowment invested in the GIA and excludes pledges, interests in trusts held by others, other non-GIA investments and GIA income.

A summary of the University’s total return on investments
for fiscal 2010 and 2009 is presented below (in thousands

of dollars):
2019 2009

Return on pooled general investments:

Realized and unrealized gains/(losses), net $ 2,905,448 $(11,838,870)

Investment income e 208,972 128,602
Total return on pooled general investments” T 3114,420 (11,716,268)
Return on other investments:

Realized and unrealized losses, net (57,901) (58,940)

Investment income o 41,829 39,92§
Total return on other investments | - (16,072) (19014
Realized and unrealized losses on interest rate exchange agreements, net (107,540} (879,178)
TOTAL RETURN ON INVESTMENTS $ 2,990,808 $ {12,608,460)

* Net of all internal and external management fees and expenses.




The University’s investment strategy incorporates a diversified  considered most likely to meet the University’s long-term
asset allocation approach and maintains, within defined limits,  return goals with the designated level of risk. It serves as the

exposure to the movements of the global equity, fixed benchmark against which the performance of the pooled

income, real estate, commodities, and private equity markets.  general investments is measured. In addition, the University
The core investment portfolio is structured to closely mirror  seeks to enhance the returns of certain asset classes through
the market exposures defined by the Policy Portfolio. The strategies designed to capture mispricing in specific financial

Policy Portfolio is the long-term asset mix determined by the  instruments without changing the fundamental risk profile
wmMC Board of Directors and management team that is of the core investment account.

The pooled general investment assets and labilities as of June
30, 2010 and 2009 are summarized as follows ({in thousands
of dollars):

NOTES 10O EINANCIAL STATEMENTS

o 2010 200G
POOLED GENERAL INVESTMENT ASSETS: ‘
Investment assets:
Domestic common and convertible equity $ 3,046,746 $ 2,984,608
Foreign common and convertible equity 1,717,654 1,314,426
Domestic fixed income 1,116,566 1,908,280
Foreign fixed income 1,382,271 1,429,341
Ernerging market equity and debt 2,793,060 2,704,521
High vield 1,517,709 1,705,432
Absolute return and special situations funds 5,286,057 5,146,719
Private equities 6,282,736 5,482,466
Real assets? 6,222,894 5,648,022
Inflation-indexed bonds 1,681,589 1,633,303
Due fram broke 531,046 1,516,773
Total investment assets 33,578,328 31,473,891
Collateral advanced under reverse repurchase and security borrowing agreements ' 3,800,481 722,449
Cash and short-term investments 935,128 3,648,580
Other assets® 675,881 658,305
POOLED GENERAL INVESTMENT ASSETS 7~ ' ; ' 38,989,818 36,503,225
POOLED GENERAL INVESTMENT LIABILITIES:
Investment liabilities:
Equity and convertible securities sold, not yet purchased 273,779 92,449
Fixed income securities sold, not yet purchased 1,216,819 365,101
Due to broker 516,061 1,171,683
Total investmert liabilities ) B 2,006,659 1,629,233
Cash collateral held under security lending agreements I 3,241,959 1,711,467
Other liabilities? 1,543,910 2,224,046
POOLED GENERAL INVESTMENT LIABILITIES 6,792,528 5,564,745
POOLED GENERAL INVESTMENT NET ASSETSS - ) ' § 32,197,290 $ 30,938,479

¥ Real assets primarily include direct invesiments in projects and investments held through limited partnerships and commingled funds in natural resources,
timber, and real estate.

* Includes fair value of securities pledged to counterparties where the counterparty has the right to sell or repledge the securities of $4,158.201 and $3,067,027
as of Jure 30, 2010 and 2009, respectively.

3 As of June 30, 2010, other assets consisted primarily of receivables for the sale of securities of 5408 566, and assets consolidated under ASC 81 of $267,312.
As of June 30, 2009, other assets consisted primarily of receivables for the sale of securities of $464,467, and assets consolidated under ASC 810 of $191,772.

1 As of June 30, 2010, other liabilities consisted primarily of undistributed income and payables for the purchase of securities of $448,851, and other liabiliies
consolidated under ASC 810 of $1,030,766. As of fune 30, 2009, other liabilities consisted primarily of undistributed income and payables for the purchase of
securities of $1,157,496, and other liabilities consolidated under ASC 810 of $1,002,058.

® The cost of the total pooled general investment net assets was $30,822,563 and $31,435,906 as of June 30, 2070 and 2009, respectively.




The asset allocation of the University’s investment portfolio
involves exposure to a diverse set of markets. The investments
within these markets involve various risks such as interest
rate, market, sovereign, concentration, and credit risks. The
University anticipates that the value of its investments may,
from time to time, fluctuate substantially as a result of
these rigks.

The table on page 24 includes the total fair value of securi-
ties pledged to counterparties where the counterparty has the
right, by contract or practice, to sell or repledge the securities.
The total fair value of securities pledged that cannot be sold
or repledged was $288.7 million and $16¢.8 million as of
June 30, 2010 and 2009, respectively. The fair value of
collateral accepted by the University was $4,159.3 million
and $1,824.7 million as of June 30, 2010 and 2009, respec-
tively. The portion of this collateral that was sold or repledged
was $234.2 million and $327.3 million as of June 30, 2010
and 20049, respectively,

The University consolidates assets and Habilities held in
partnerships or entities controlled by the University. The
conselidation of these entities increased the pooled general
investment assets and liabilities shown in the table on page
24 by equal amounts. Real asset investments increased by
$764.5 million and $810.3 million as of June 30, 2010 and
2009, respectively. Other assets, consisting of cash, receivables,
and fixed assets, increased by $267.3 million and $191.8 million
as of June 30, 2010 and 2009, respectively. Other liabilities,
consisting of accruals, payables, debt, and minority interests,
increased by $1,030.8 million and $1,002.1 million as of
June 30, 2010 and 2009, respectively.

4. FAIR VALUE OF INVESTMENT ASSETS AND LIABILITIES

As discussed in Note 2, in 2009, the University adopted

asc 820 and its applicable amendments. asc 820 establishes
a fair value hierarchy that prioritizes the inputs to valuation
techniques used to measure fair value. The hierarchy gives
the highest priority to unadjusted quoted prices in active
markets for identical assets or liabilities (Level 1 measurements)
and the lowest priority to unobservable inputs (Level 3 meas-
urements). In evaluating the level at which the University’s
externally managed investments have been classified within
this hierarchy, management has assessed factors including,
but not limited to price transparency, the ability to redeem
these investments at nav at the measurement date, and the
existenice or absence of certain restrictions at the measure-
ment date. The three levels of the fair value hierarchy under
asc 820 are:

tevir 1 Unadjusted quoted prices in active markets that are
accessible at the measurement date for identical, unrestricted
assets or Habilities;

LevEL 2 Quoted prices in markets that are not considered to
be active or financial instruments for which all significant
inputs are observable, either directly or indirectly;

LEVEL 3 Prices or valuations that require inputs that are
significant to the fair value measurement, unobservable and/or
require the University to develop its own assumptions.

The level of an asset or liability within the fair value hierarchy
is based on the lowest level of any input that is significant to
the fair value measurement.
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The following is a summary of the levels within the fair
value hierarchy for those investment assets and liabilities
subject to fair value measurement as of June 30, 20710 (in
thousands of dollars):

Level 1 Level 2 Level 3 Total
INVESTMENT ASSETS:
Cash and short-term investments $ 1,977,814 $ 1,977,814
Domestic common and convertible equity 235,957 $ 987,236 $ 1,977,249 3,200,442
Foreign common and convertible equity 196,000 875362 711,184 1,782,546
Domestic fixed income 3,143,022 205,776 24,613 337341
Foreign fixed income 1,393,952 1,393,952
Emerging market equity and debt 1,651,883 722,744 418,433 2,793,060
High yield 161,800 500,003 869,213 1,531,016
Absolute return and special situations funds 2,606,418 2,679,639 5,286,057
Private equities 6,358,302 5,358,302
Real assets 34,377 59,559 6,145,956 6,239,892
Inflation-indexed bonds 1,701,857 1,701,857
Due from broker 8,623 476,450 45,973 531,046
Other investments 26,985 2,374 3,062 32,421
TOTAL INVESTMENT PORTFOLIO ASSETS” 10,532,270 6,435,922 19,233,624 36,201,816
Interests in trusts held by others 297,629 297,629
TOTAL INVESTMENT ASSETS $10,532,270 $ 6,435,922 §79537,953 §36,499 445

Includes securities pledged to counterparties of $4,158,201 (Note 3) and excludes investment assets not subject to fair value of $4,657,910.

INVESTMENT LIABILITIES:

Equity and convertible securities sold, not yet purchased $ 273,570 $ 209 $ 273,779
Fixed income securities sold, not yet purchased 1,100,924 $ 115,275 620 1,216,819
Due to broker 3,014 1,227,984 15,901 1,246,899
TOTAL INVESTMENT LIABILITIES 1,377,508 1,343,258 16,730 2,737,497
Liabilities due under split interest agreements 705,601 705,601
TOTAL LIABILITIES § 1,377,508 $ 2,048,860 5 16,730 $ 3,443,098

The University’s Level 3 investments consist almost entirely
of investments managed by external advisors, and direct
investments in natural resources and real estate. Investments
in externally managed funds generally have limited redemp-
tion options for investors and, subsequent to final closing,
may or may not permit subscriptions by new or existing
investors. These entities may also have the ability to impose
gates, lockups, and other restrictions on an investor’s ability
to readily redeem out of their investment interest in the
fund. At June 30, 2010, externally managed funds where the
University has the ability and the right to redeem interests
within the next twelve months have been classified as Level 2
investments. These funds were classified as Level 3 investments
in the previous year.

* Inchudes fair value of interest rate exchange agreements of $730,838 and excludes investment liabilities not subject to fair value of $4,785,869.

Also, for June 30, 2010, the University has classified its
investments in U.S. governument and sovereign debt securities
as Level 1 investments. At June 30, 2009, these securities
were classified as Level 2 investments.

The University has various sources of internal liquidity at

its disposal, including approximately $4.0 billion in cash and
cash equivalents (including reverse repurchase agreements
of $2.3 billion) at June 30, 2010 in the General Operating
Account and General Investment Account. In addition,
management estimates that as of that date, it could liquidate
additional unencumbered U.S. government securities in
excess of $2.1 billion within one business day to meet any
immediate short-term needs of the University.



The following is a summary of the levels within the fair
value hierarchy for those investment assets and liabilities
subject to fair value measurement that have not been
reclassified to reflect the level transfers identified above as
of June 30, 2009 (in thousands of dollars):

Level 1 Level 2 Level 3 Total
INVESTMENT ASSETS:
Cash and short-term investments $ 4,158,947 $ 4,158,947
Domestic common and convertible equity 88,495 $ 7,243 $ 3,030,537 3,126,275
Foreign common and convertible equity 208,698 1,162,592 1,371,290
Domestic fixed income 326,133 1,602,265 88,837 2,017,235
Foreign fixed income 13,645 1,429,308 1,442,953 "
Emerging market equity and debt 1,631,308 3,996 1,069,217 2,704,521 z
High yield 15,866 536,663 1,167,909 1,720,438 E
Absolute return and special situations funds 5,146,719 5,146,719 =
Private equities 4,283 5,587,397 5,591,680 on
Real assets 44 5,670,179 5,670,223 2
inflation-indexed bonds 19,303 1,593,562 39,741 1,652,606 o
Due from broker 15,320 1,755,248 345,516 1,516,084 -
Other investments 30,257 2,156 6,871 39,284 E
TOTAL INVESTMENT PORTFOLIO ASSETS” 6,512,299 6,330,441 23,315,515 36,158,255 o
Interests in trusts held by others 276,571 276,571 :
TOTAL INVESTMENT ASSETS 6,512,208 6,330,441 §73,552,086 § 36,434,826 %’
z

* Includes fair value of securities pledged to counterparties of $3,067,027 (see Note 3) and excludes investment assets not subject to fair value of $1,564,951.

INVESTMENT LIABILITIES:

Equity and convertible securities sold, not yet purchased $ 92,335 $ 114 3 92,449
Fixed income securities sold, not yet purchased $ 361,426 3675 365,101
Due to broker 11,459 1,550,548 287,804 1,849,811
TOTAL INVESTMENT LIABILITIES» 5 103,794 $ 1,911,974 $ 291,593 S 2,307,361

* Includes fair value of interest rate exchange agreements of $678,128 and excludes investment liabilities not subject to fair value of $3,935,573.

The following is a roliforward of Level 3 investments for the
year ended June 30, 2010 {in thousands of dollars):

Beginning Change in Net transfers Ending
balance as of  Realized gains/ unrealized gains/  Net purchases/ inf{out) of balance as of
July 3, 2009 (losses) (losses)* {sales) Level 3% June 30, 2010
INVESTMENT ASSETS:
Domestic common and convertible equity $ 3,030,537 $ 44,955 $ 330,842 $ 17,376 $(1,446,461) $§ 1,977,249
Foreign common and convertible equity 1,162,592 14,325 252,873 (306,126} (412,480} 711,184
Domestic fixed income 88,837 (29,870 43,177 (72,906} (4,625) 24,613
Emerging market equity and debt 1,069,217 (69,309) 191,212 {63,895) (708,752) 418,433
High yield 1,167,909 (91,587) 282,625 (388,977) (100,757) 869,213
Absolute return and special situations funds 5,146,719 (39,387 723,496 (500,961) (2,650,228) 2,679,639
Private equities 5,587,397 127,711 609,101 52,870 (18,777 6,358,302
Real assets 5,670,179 (185,899) (20,814) 676,263 6,227 6,145,956
inflation-indexed bonds 39,741 12,870 (13,307) (45,310) o
Due from broker 345,516 156,424 (219,274) (214,742} (21,951) 45,973
Other investments 6,871 126 (3,935 3,062
TOTAL INVESTMENT PORTFOLIO ASSETS 23,315,515 (53,641 2,176,002 (846,408) (5,357,844} 19,233,624
Interests in trusts held by others 276,571 21,217 (159 297,629
TOTAL INVESTMENT ASSETS $ 23,592,086 $ [53,641) $ 2,197,219 3 (846,56?) $(5,357,844)  $ 19,531,253
INVESTMENT LIABILITIES:
Equity and convertible securities sold,
not yet purchased $ 114 $ (7 $ 102 $ 209
Fixed income securities sold,
not yet purchased 3,675 412) 1,238 $ (1,316) $  (2.565) 620
Due ta hroker 287,804 273,167 (242,837 (309,470) 7,237 15,901
TOTAL INVESTMENT LIABILITIES $ 291,593 $ 272,748 § (241,497} $ (310,786} $ 4,672 $ 16,730

* Total unrealized gains/(losses) on Level 3 investment assets and investment liabilities at fair value held by the University at June 30, 2010 were $(554,309).
** As previously discussed, changes in classification for certain externally managed funds from Level 3 to Level 2 are included in the above table as transfers out of Level 3.
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The following is a rollforward of Level 3 investments for the
year ended June 30, 2009 (in thousands of dollars):

Beginning
balance as of

Realized gains/ unrealized gains/

Net transfers
inf{out) of

Change in Ending

Net purchases/ balance as of

o 3 July 1, 2008 _(losses) _(losses)* {sales) Level 3 June 30, 2009
INVESTMENT ASSETS:
Domestic comrmon and convertible equity $ 3924154 $ (723379 $ 148,937 $  (326,046) $ 6,877 $ 3,030,537
Foreign cornmon and convertible equity 2,112,383 (45,139) {595,607 {69,553) (239,492) 1,162,592
Domestic fixed income 1,142,974 {16,873) (367,338) (483 860} (186,066 88,837
Foreign fixed income 8,580 {8.580) 0
Emerging market equity and debt 1,563,606 5,31 {775,272% {25,305 300,877 1,069,217
High yield 1,000,923 (105,628) (129,643) (9,042) 411,299 1,167,909
Absolute return and special situations funds 7,943,422 (147,678) (1,207,587} (1,923,626) 482,188 5,146,718
Private equities 7,368,053 {439, ! (1,886,115} 689,844 (144,956} 5,587 397
Real assets 7,964,834 239,743 (2,385,350} 549,543 (698,591) 5,670,179
Inflatiorvindexed bonds 703,710 144,610 (190,224) {618,355} 39,741
Due from broker 785,546 825,805 (547,438} (854,549) 13¢,152 345,516
Other investments 19,554 3324 (15,954) (53 6,671
TOTAL INVESTMENT PORTFOLIO ASSETS 34,537,739 (259,333) (7,951,597) (3,071,002 59,708 23,315,575
Interests in trusts held by others 347,990 (52,7423 (12,677} 276,571
TOTAL INVESTMENT ASSETS $ 34,879,729 $(259,333)  § (8,004,339 5 (3,083,678) & 59708 ¢ 23.562,086
INVESTMENT LIABILITIES:
Equity and convertible securities sold,

not yet purchased $ 113 $ 1 g 114
Fixed income securities sold,

not yet purchased 120 $ (7,034) 2,277 $ 6,866 $ 1,446 3,675
Due to broker 524,199 249,142 (230,858) (249,047) (5,638 287,804
TOTAL INVESTMENT LIABILITIES $ 524,432 $ 242,108 $ (228580) S (242,175 5 (4792) S 291593

The University has entered into agreements with private
equity and real estate partnerships and external investment
managers, which include commitments to make periodic

* Total unrealized gains/(losses) on Level 3 invesiment assets and investment liabilities at fair value held by the University at June 30, 2009 were $(1,452,705).

cash disbursements in future periods. The expected amount
of these disbursements is broken out below {in thousands
of dollars):

Remaining
unfunded Estimated
o Fair value* commitments remaining life*
Private equities $ 5,487,532 g 3,229,044 5-10
Real assets 2,128,300 2,877,591 8-10
Other externally managed funds*# 1,145,183 533,306 2-8
TOTAL 5 8,761,015 3 6,639,941

* Represents the portion of total fair value relating to the remaining unfunded commitment for each asset class.
" The estimated remaining lives of these funds, expressed in years, are forward-looking projections based on management’s estimates and could vary significantly

depending on the investment decisions of externial managers, changes in the University's investment portfolio, and other circumstances.

The University’s mterests in private equity and real estate
partnerships generally represent commitments that are not
subject to redemption; instead the University is a limited
partner in funds that invest in private companies or properties,
and pursue special situation strategies. The nature of these
investments is that distributions are received through the
liquidation of the underlying assets of the parmership. The
fair values of the investments in these asset classes have

“ Investments in externally managed funds primarily include exposures to Absolute return, Domestic, Foreign, and Emerging equities, and High yield asset classes.

generally been estimated using the nav of the University’s
capital account balance with each partnership, unless
management has deemed the nav to be an inappropriate
representation of fair value under the University’s valuation
policy. The University classifies its interest in these types of
entities as Level 3 investments within the aforementioned
fair value hierarchy.



5. DERIVATIVES

As discussed in Note 2, the University adopted asc 815-10

as of July 1, 2009, which enhances disclosures about the
University’s derivative and hedging activities in relation to its
investment portfolio, and is intended to provide users of
financial staterments with a greater understanding of

how the use of derivatives affects the financial position,
financial performance, and cash flows of the University.
The University uses a variety of financial instruments with
off-balance sheet risk involving contractual or optional com-
mitments for future settlement, which are exchange traded
or executed over the counter. These instruments are used in
both the core portfolio to increase or decrease exposure to

a given asset class and in the arbitrage strategies, with the
goal of enhancing the returns of certain asset classes. The
University may also invest in derivative instruments when it
believes investments or other derivatives are mispriced in
relation to other investments, and the University can benefit
from such mispricing. The fair value of these financial
instruments is included in the “Investment portfolio, at fair
value” and “Securities lending and other liabilities associated
with the investment portfolio” line items of the Balance

Sheets, with changes in fair value reflected as “Realized and
unrealized appreciation/(depreciation}, net” within the
Statements of Changes in Net Assets.

The market risk of a strategy is influenced by the relation-
ship between the financial instruments with off-balance sheet
risk and the offsetting positions recorded in the Balance Sheets.
The University manages exposure to market risk through the
use of industry standard analytical tools that measure the
market exposure of each position within a strategy. The
strategies are monitored daily, and positions are frequently
adjusted in response to changes in the financial markets.

Derivatives held by limited partnerships and commingled
investment vehicles pose no off-balance sheet risk to the
University due to the limited lability structure of the
investments.

The following tables present the gross fair values, and the net
profit/{loss) from derivatives by primary risk exposure for the
years ended June 30, 2010 and 2009 (in thousands of dollars):

For the year ended

As of june 30, 2010 June 30, 2010

GCross Cross
derivative derivative Net profit/
Primary risk exposure assets liabilities (loss)
Equity instruments:
Equity futures $ 47,857
Equity options $ 2,103 $ 489 493
Equity exchange agreements 42,303 141,108 49,553
TOTAL EQUITY INSTRUMENTS 44,406 141,597 97,903
Fixed income instruments:
Fixed income futures 3,731 10,745 3,001
Fixed income options 5.556 2,573 (910)
Interest rate exchange agreements’ 350,967 1,024,347 (108,539)
Interest rate caps and floors 154,952 140177 (8,105)
TOTAL FIXED INCOME INSTRUMENTS 515,206 1,177,842 {114,553)
COMMODITY INSTRUMENTS 1,354 1,011 (38,523}
Currency instruments:
Currency forwards 1,191,258 1,190,086 (2,971)
Currency options 63,698 37,770 1,721
Currency exchange agreements 16,707 6,076 7,972
TOTAL CURRENCY INSTRUMENTS 1,271,663 1,233,932 6,722
CREDIT INSTRUMENTS ) 79,622 65,510 {165,634)
GROSS VALUE OF DERIVATIVE CONTRACTS 1,912,251 2,619,892 {214,085)
Counterparty netting? (1,299,951} (1,307,572}
INCLUDED IN INVESTMENT PORTFOQLIO, AT FAIR VALUE § 612,300 $1,312,320

agreements on the University's debt portfolio, further discussed in Note 12.

Includes $81,254 and $796,259 of gross derivative assets and liabilities, respectively, and a net profit/(loss) of $ (107,540}, related to interest rate exchange

2 GAAP permits the netting of derivative assets and liabilities and the related cash collateral received and paid when a legally enforceable master netting

agreement exists between the University and a derivative counterparty.
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For the year ended
As of June 30, 2009

" Gross Gross
derivative derivative Net profit/

Primary risk exposure assets liabilities {loss)
Equity instruments:

Equity futures $ 2,378 $ 130,977

Equity options 5 1,007 (1.396)

Equity exchange agreements 164,027 66,004 (1,103,727;
TOTAL EQUITY INSTRUMENTS 165,034 68,382 (974,146)
Fixed income instruments;

Fixed income futures 4,610 3,719 (7,612)

Fixed income options 12,224 9,370 73

Interest rate exchange agreements’ 265,004 950,749 (840,492)

Interest rate caps and floors 127,320 70,410 112,447
TOTAL FIXED INCOME INSTRUMENTS 409,158 1,034,248 (735,584)
Commuodity instruments:

Commodity futures (1,363,456)
] Commodity exchange agreements 1,835 12,824
TOTAL COMMODITY INSTRUMENTS 1,835 ) {1,350,632)
Currency instruments:

Currency forwards 1,308,279 1.311,012 113,535

Currency options 51,932 37,400 10,532
.. Currency exchange agreements 14,186 14,293 (82,788)
TOTAL CURRENCY INSTRUMENTS 1,374,397 1,362,705 a7
CREDIT INSTRUMENTS 860,079 654,726 553,474
GROSS VALUE OF DERIVATIVE CONTRACTS 2,810,503 3,120,061 $ (2,465,609)
Counterparty netting? (1,293,730) (1,297,950)
INCLUDED IN INVESTMENT PORTFOLIO, AT FAIR VALUE $ 1,516,773 $ 1,822,111

T Includes $650,428 of gross derivative liabilities and a vet profit/{loss) of $(879,178) related to interest rate exchange agreements on the University’s debt

portfolio, further discussed in Note 12.

2 CAAP permits the netting of derivative assets and fiabiliies and the related cash collateral received and paid when a legally enforceable master netiing

agreement exists between the University and a derivative counterparty.

The following section details the accounting for each type
of derivative contract, as well as the University’s intended

purpoese for entering into each type of derivative instrument.

Options

The University purchases and sells put and call options to
take advantage of mispricings due to expectations in the
marketplace of future volatility of the underlying instru-
ments. When purchasing an option, the University pays

a premium, which is incdluded in the Pooled General
Investments table in Note 3 as an asset and subsequently
marked-to-market to reflect the current value of the option.
Premiums paid for purchased options that expire unexer-
cised are treated as realized losses within the Statements of
Changes in Net Assets of the Endowment.

When the University sells (writes) a call or put option, an
amount equal to the premium received is recorded as a lia-
bility in the Pooled General Investments table in Note 3 and

subsequently marked-to-market to reflect the current value of
the option written. Premiums received from writing options
that expire unexercised are treated as realized gains within
the Statements of Changes in Net Assets of the Endowment.

When a purchased option is closed before expiration or
exercise, the University records a realized gain or loss equal
to the difference between the proceeds received upon closing
and the premium paid. When a written option is closed before
expiration or exercise, the University records a realized gain
or loss equal to the difference between the cost to close the
option and the premium received from selling the option.

During fiscal 2010, the University transacted approximately
800 equity and fixed income option trades with an average
transaction size of approximately 500 contracts. Additionally,
the University transacted approximately 200 currency option
contracts with average USD equivalent notional amounts of
approximately $25.0 million per contract.



Swap contracts

The University enters into swap contracts, which are contracts
between two parties to exchange future cash flows at periodic
intervals based on a notional principal amount. Payments are
exchanged at specified intervals, accrued daily commencing
with the effective date of the contract and recorded as real-
ized gains or losses. Gains or losses are realized in the event
of an early termination of a swap contract. Risks of loss may
include unfavorable changes in the returns of the underlying
instruments or indexes, adverse fluctuations of interest rates,
failure of the counterparty to perform under the terms of the
agreement and lack of liquidity in the market.

Collateral in the form of securities or cash may be posted to
or received from the swap counterparty in accordance with
the terms of the swap contract. Realized gains or losses are
recorded within the Statements of Changes in Net Assets with
General Operating Account Detail and within the Statements of
Changes in Net Assets of the Endowment on periodic payments
received or made on swap contracts and with respect to
swaps that are closed prior to termination: date. When the
University enters info a swap transaction, it may make or
receive a payment equal to the value of the swap on the entry
date and amortizes such payments to realized gain or loss
over the outstanding term of the swap. The terms of the
swap contracts can vary, and they are reported at fair value
based on a valuation model or a counterparty provided price.

The University enters into swap contracts to increase or
decrease its exposure to changes in the level of'interest rates,
underlying asset values and/or credit risk. In the normal
course of its trading activities, the University enters into
credit default, interest rate, and total return swap contracts.

Credit default contracts

The University enters into credit derivatives to simulate
long and short bond exposure that is either unavailable or
considered to be less attractively priced in the bond market,
or to hedge exposure obtained in the bond market.

The University also uses these derivatives to reduce risk where
it has exposure to the issuer, or to take an active long or short
position with respect to the likelihood of an event of default.
The reference obligation of the derivative can be a single
issuer, a “basket” of issuers, or an index. During fiscal 2070,
the University transacted approximately 1,000 credit default
contracts with average notional amounts of approximately
$10.0 million.

In instances where the University has purchased credit pro-
tection on an underlying reference obligation, the University
is obligated to pay the seller of the credit protection a periodic
stream of payments over the term of the contract in return
for a contingent payment upon the occurrence of a credit
event with respect to the underlying reference obligation.
The contingent payment may be a cash setflement or a physical
delivery of the reference obligation in return for payment of
the face amount of the obligation. The amount paid for
purchased protection is typically a small percentage of the
notional amount. In instances where the University has sold
credit protection on an underlying reference obligation, the
University receives a fixed rate of income throughout the
term of the contract, which typically is between one month
and five years, and in some instances up to ten years. In the
case where the University sold credit protection, if a credit
event occurs, the University may cash settle the contract or
pay the purchaser of credit protection the full notional value
of the contract in exchange for the reference obligation.

As of June 30, 2010, the University’s purchased and written
credit derivatives had gross notional amounts of $5.6 billion
and $o.4 billion, respectively, for total net purchased protec-
tion of $5.2 billion in notional value. As of June 30, 2009,
the University’s purchased and written credit derivatives had
gross notional amounts of $9.8 billion and $1.4 billion,
respectively, for total net purchased protection of $8.4 billion
in notional value. The notional amounts of these credit deriv-
atives are not recorded in the Balance Sheets.
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The table below summarizes certain information regarding
credit protection purchased and written as of June 30, 2010
and 2009 {in thousands of dollars):

As of June 30, 2010

Purchased protection

Written protection notional amount

Years to maturity

Total Offsetting Net Met written

Purchased written purchased written credit

Credit rating notional Purchased credit credit credit protection
on underlying amount” fair value < 5 years 510 years protection protection’™ protection fair value
A- 1o AAA $ 775124 3 8561 $ 28,749 $ 23.000 5 51,749 $ 12249 $ 39,500 S {1.635)
BBB-to BBB+ 4,581,625 11,235 208,280 208,280 5,000 203,280 863
Non-investment grade 164,281 39,771 1450211 20,934 165,955 39,000 126,955 (72,530}
TOTAL $ 5,621,030 $ 59,567 $ 382,050 $ 43,934 § 425984 $ 56,249 $ 369,735 $ (73,302

As of june 30, 2009
Purchased protection Written protection notional amount
Gears 1ottty ISR el SUSHAb es

Total Offsetting Net  Netwritten

Purchased written purchased written cradit

Credit rating notional Purchased credit credit credit protection
on underlying amount” fair value <5 years 5-10 years protection protection™* protection fair value
A-to AAA $ 2,350,000 $331,276 $ 108,500 $ 118,000 $ 226,500 $ 73,500 $ 153,000 {11,389
BBE- to BBB+ 6,376,332 211,384 377,832 77,700 455,532 101,232 354,300 {4,018
Non-investment grade 712,091 297,599 706,993 706,993 202,953 504,040 (436,905)
TOTAL $ 9,438,423 $ 840,259 $1,193,325 $ 195,700 $ 1,388,028 $ 377,685 $ 1,011,340 $ (452,313}

with identical underlyings.

Credit ratings on the underlying reference obligation, together
with the period of expiration, are indicators of payment/
performance risk. For example, the seller of credit protection
is least likely to pay or otherwise be required to perform
where the credit ratings are AAA and the period of expiration
is “« g years”. The likelihood of payment or performance

is generally greater as the credit ratings fall and period of
expiration increases.

Interest rate contracts

The University enters into interest rate swaps {including
swaptions) to hedge certain investment positions against
interest rate fluctuations; to benefit from interest rate fluctu-
ations; to obtain better interest rate terms than it would have
been able to get without the swap; or to manage the interest,
cost, and risk associated with its outstanding debt and to
hedge issuance of future debt. Interest rate swaps involve
the exchange by the University with another party of its
respective commitments to pay or receive interest at specified

* Amounts shown are net of purchased credit protection that directly offsets written credit protection, as discussed in the note ™) below.
" Offserting purchased crediv derivatives represent the notional amount of purchased credit derivatives to the extent they hedge written credit derivatives

intervals based on a notional

nourt of principal. During
fiscal 2010, the University transacted approximately 2,050
interest rate swap and cap and floor contracts with average
notional amounts of approximately $225.0 million.

Total return swaps

The University enters into total return swaps to manage its
exposure to market fluctuations in various asset classes.
Total return swaps invelve conumitments to pay interest in
exchange for a market linked return, both based on notional
armounts, To the extent the total return of the security or
index underlying the transaction exceeds or falls short of the
offsetting interest rate obligation, the University will receive
a payment from or make a payment to the counterparty,
respectively. During fiscal 2oro, the University transacted
approximately 100 commodity swap contracts, 1,000 equity
swap contracts, and zoo currency swap contracts with average
notional amounts of approximately $15.0 million, $2.0 million,
and $25.0 million, respectively.



Forward currency contracts

The University enters into forward currency contracts in
connection with settling planned purchases or sales of secu-
rities, for investment purposes, or to hedge the currency
exposure associated with some or all of the University’s port-
folio securities. A forward currency contract is an agreement
between two parties to buy and sell a currency at a set price
on a future date. The value of a forward currency contract
fluctuates with changes in forward currency exchange rates.
Forward currency contracts are marked-to-market daily

and the change in value is recorded by the University as an
unrealized gain or loss. Realized gains or losses equal to the
difference between the value of the contract at the time it was
apenied and the value at the time it was dosed are recorded upon
delivery or receipt of the currency or, if a forward currency
contract is offset by entering into another forward currency
contract with the same broker, upon settlement of the net
gain or loss. During fiscal 2010, the University transacted
approximately 4,400 forward currency contracts with average
USD equivalent notional amounts of approximately

$2.5 million.

Futures contracts

The University uses futures to manage its exposute to financial
markets, including to hedge such exposures. Buying futures
tends to increase the University’s exposure to the underlying
instrument. Selling futures tends to decrease exposure to the
underlying instrument. Upon entering into a futures contract,
the University is required to deposit with its prime broker an
amount of cash or liquid securities in accordance with the
initial margin requirements of the broker or exchange.

6. RECEIVABLES

Gains and losses are realized when the contracts expire or

are closed. Futures contracts are marked-to-market daily
based on settlement prices established by the board of trade
or exchange on which they are traded, and an appropriate
payable or receivable for the change in value is recorded by the
University. During fiscal 2010, the University transacted
approximately 1,000 futures trades with an average transac-
tion size of approximately 200 contracts.

Counterparty credif exposure

Financial instruments with off-balance sheet risk involve
counterparty credit exposure. The policy of the University is
to require collateral to the maximum extent possible under
normal trading practices. Collateral is moved on a daily basis
as required by fluctuations in the market, The collateral is
generally in the form of debt obligations issued by the U.S.
Treasury. In the event of counterparty default, the University
has the right to use the collateral to offset the loss associated
with the replacements of the agreements. The University
enters into arrangements only with counterparties believed
to be creditworthy. Specific credit limits are established for
counterparties based on their individual credit ratings. Credit
limits are monitored daily by the University and are adjusted
according to policy.

Some of the financial instruments entered into by the
University contain credit-risk-related contingency features
that allow the parties to the agreement to demand immediate
payment for outstanding contracts and/or collateral. If material
credit-risk-related contingency features were triggered on
June 30, 2010, the additional collateral due to counterparties
for derivative contracts would be $20.6 million.

The major components of receivables, net of reserves for
doubtful accounts of $6.6 million and $8.0 million as of
June 30, 2010 and 2009, respectively, were as follows

{in thousands of dollars);

2010 2009
Investment income $ 66,248 785,774
Federal sponsored support 43,518 46,453
Non-federal sponsared support 12,954 10,692
Tuition and fees 13,094 13,427
Publications 34,452 30,882
Gift receipts 13,108 9,114
Executive education 20,939 18,056
Other 38,161 50,106

TOTAL RECEIVABLES, NET § 242,474 $ 244,444
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7. NOTES RECEIVABLE

Notes receivable are recorded initially at face value plus accrued
interest which approximates fair value. Notes receivable, net of
reserves for doubtful accounts of $8.7 million and $7.¢ million
as of June 30, 2010 and 2009, respectively, were as follows (in
thousands of dollars):

2010 2009
Student loans:

Covernment revolving $ 79,295 $ 78,957

Institutional 76,447 76,211

Federally insured 1,681 1,954
Total student loans 157,423 157,122
Faculty and staff loans 178,460 171,284
Other loans 28,426 29,039
TOTAL NOTES RECEIVABLE, NET $ 364,309 $ 357 445

Government revolving loans are funded principally with
federal advances to the University under the Perkins Loan
Program and certain other programs. These advances totaled
$61.4 million and $69.5 million as of June 30, 2010 and
2009, respectively, and are classified as liabilities in the

& PLEDGES RECEIVABLE

Balance Sheets. Interest earned on the revolving and institu-
tional loan programs is reinvested to support additional
loans. The repayment and interest rate terms of the institu-
tional loans vary considerably.

In addition to administering institutional loan programs,

the University participates in various federal loan programs.
Federally insured loans are generally repaid over a ten-year
period and earn interest at an adjustable rate that approxi-
mates the go-day U.S. Treasury Bill rate plus 3.0%. Principal
and interest payments on these loans are insured by the
American Student Assistance Corporation and are reinsured
by the federal government.

Faculty and staff notes receivable primarily contain mortgage
and educational loans. Mortgages include shared apprecia-
tion loans and loans that bear interest at the applicable federal
rate. In addition, certain mortgages bear interest at the current
market rate, which may be subsidized for an initial period.
The educational loans are primarily zero-interest loans.

Unconditional promises to donate to the University in

the future are initially recorded at fair value (pledge net of
discount) and subsequently amortized over the expected
payment period, net of an allowance for uncollectible
pledges. Discounts of $56.5 million and $78.9 mullion for
the years ended June 30, 2010 and 200y, respectively, were
calculated using discount factors based on the appropriate U.S.
Treasury Bill rates for pledges received prior to the adoption
of asc 820, and using the University’s taxable unsecured
borrowing rate for pledges received beginning in fiscal 2009.

Pledges receivable included in the financial statements as of
June 30, 2010 and 2009 are expected to be realized as follows
(in thousands of dollars):

2010 2009
Within one year $ 135,665 $ 138,788
Between one and five years 542,658 555,148
More than five years 204,998 233,428
Less: discount and allowance for

uncollectible pledges {111,109} (142,074)

TOTAL PLEDGES RECEIVABLE, NET §772,212 $ 785,290

Pledges receivable as of June 30, 2010 and 2009 have been
designated for the following purposes (in thousands of dollars):

2010 2009

General Operating Account balances:
Gifts for current use $ 519,851 $ 284,385
Non-federal sponsored grants 96,515 111,484

Loan funds and facilities 21,663 16,087

Total Ceneral Operating Account balances 438,028 411,956
Endowment 334,183 373,334
TOTAL PLEDGES RECEIVABLE, NET $ 772,212 $ 785,290

Because of uncertainties with regard to realizability and
valuation, bequest intentions and other conditional promises
are only recognized as assets if and when the specified
conditions are met. Non-bequest conditional pledges totaled
$40.3 million and $45.6 million as of June 30, 2010 and
2009, respectively.



Q. FIXED ASSETS

Fixed assets are reported at cost or, if a gift, at fair value as
of the date of the gift, net of accumulated depreciation.
Depreciation is computed using the straight-line method
over the estimated useful lives of the assets.

The major categories of fixed assets as of June 30, 2010 and
2009 are summarized as follows (in thousands of dollars):

Estimated useful life

2010 200G (in years)
Research facilities $ 1,936,396 $ 1,876,123 o ®
Classroom and office facilities 1,301,983 1,257,030 35
Housing facilities 1,108,432 1,072,255 35
Other facilities 531,103 528,402 35
Service facilities 484,110 461,512 35
Libraries 408,508 418,252 35
Museums and assembly facilities 317,193 291217 35
Athletic facilities 161,046 163,258 35
Land 609,872 609,872 N/A
Construction in progress 740,699 617,502 N/A
Equipment 804,315 730,980 e
Total fixed assets, at cost 8,403,657 8,026,397 ) '
Less: accumulated depreciation (2,903,072 (2,632,933)
TOTAL FIXED ASSETS, NET $ 5,500,585 $ 5,393,464

* Estimated useful lives of components range from 10 to 45 years.
** Estimated useful lives of equipment range from 3 to & years.

Certain University facilities are subject to restrictions as
to use, structural modifications, and ownership transfer,
Included in the fixed asset balances are restricted facilities
with a net book value of $183.2 million and $188.1 million
as of June 30, 2010 and zo0q, respectively.

The costs of research facilities are separated into the shell,
roof, finishes, fixed equipment, and services. These compo-
nents are separately depreciated.

Equipment includes general and scientific equipment, com-
puters, software, furniture, and vehicles.

The University has asset retirement obligations of

$65.9 million and $42.2 million, which are included in
“Deposits and other liabilities” in the Balance Sheets as of
June 30, 2010 and 2009, respectively.
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10, ENDOWMENT

The University’s endowment consists of approximately
11,700 separate funds established over many years for a wide
variety of purposes. Endowment fund balances, including
funds functioning as endowment, are classified and reported
as unrestricted, temporarily restricted, or permanently
restricted net assets in accordance with donor specifications
and state law. Net unrealized losses on permanently restricted
endowment funds are classified as a reduction to unrestricted
net assets until such time as the fair value equals or exceeds
historic dollar value. As of June 30, 2009, unrestricted net
assets were reduced by $123.0 million for such losses. As of
June 30, 2010, $83.7 million of that amount remains. Although
unrestricted funds functioning as endowment are not subject
to donor restrictions, decisions to spend their principal in most
cases require the approval of the Corporation. All but a small
fraction of the endowment is invested in the c1a (Note 3).

The University is also the beneficiary of certain irrevocable
trusts held and administered by others. The estimated fair
values of trust assets, which include the present values of
expected future cash flows from outside trusts and the fair
value of the underlying assets of perpetual trusts, are recog-
nized as assets and increages in net assets when the required
trust documentation is provided to the University, The fair
values of these trusts are provided by the external trustees
and are adjusted annually by the University. These are
included as Level 3 investments in the fair value hierarchy
table in Note 4.

The endowment consisted of the following as of June 30,
2010 and 2009 {in thousands of dollarsy:

S~ S . ..2909
Terr;porarily Permahentfy

Unrestricted restricted restricted Total Total

Endowment funds $ (83,700 $ 15,512,873 $4,390,186 319,819,359 $18,926,526
Funds functioning as endowment 4,811,476 2,339,244 7,150,720 6,559 805
Pledge balances 32,948 301,235 334,183 373,334
Interests in trusts held by others 10,974 242,168 253,142 238,574
TOTAL ENDOWMENT $ 4,727,776 $ 17,896,039 $ 4,933,589 $ 27,557,404 $ 26,138,239

The University’s endowment distribution policies are
designed to preserve the value of the endowment in real
terms (after inflation) and generate a predictable stream of
available income. Each fall, the Corporation approves the
endowment distribution for the following fiscal year. The
endowment distribution is based on presumptive guidance
from a formula that is intended to provide budgetary stability
by smoothing the impact of annual investment gains and
losses. The formula’s inputs reflect expectations about
long-term returns and inflation rates. For fiscal 2010, the
endowment distribution approved by the Corporation (prior
to decapitalizations) was equal to 5.3% of the fair value

of the endowment invested in the G1a as of the beginning of

the fiscal year. The total endowment returns made available
for operations were $1.3 billion and $1.4 billion in fiscal zo10
and 2009, respectively.

Each year the Corporation also approves certain decapitaliza-
tions from the endowment to support strategic, mission-
critical activities or objectives that typically are one-time or
time-limited. These decapitalizations totaled $237.4 million
and $239.6 million in fiscal 2010 and 2009, respectively.
These additional decapitalizations, in combination with the
endowment distribution, resulted in an aggregate payout rate
of 6.1% and 4.5% in fiscal 2010 and 2009, respectively.



1. SPLIT INTEREST AGREEMENTS

Under split interest agreements, donors enter into trust
arrangements with the University in which the University
receives benefits that are shared with other beneficiaries and
institutions. Split interest agreement investment (s1a) assets
are invested primarily in the Gia and publicly traded securities,
a small segment is managed by an external advisor, and all
are recorded at fair value as discussed in Notes 3 and 4. The
publicly traded securities are included as Level 1 and externally
managed investments are included as Level 3 investments in
the fair value hierarchy table in Note 4. Associated liabilities

are recorded at the present value of estimated future pay-
ments due to beneficiaries and other institutions. These
liabilities were calculated using discount factors based on the
appropriate U.S. Treasury Bill rates for gifts received prior to
the adoption of Asc 820, and using the University’s current
taxable unsecured borrowing rate for gifts received beginning
in fiscal 2009.

The changes in split interest agreement net assets for fiscal
2010 and 2009 were as follows (in thousands of dollars):

. 2010 . 2009

Temporarily Permanently
restricted restricted Total Total

Investment return:

Investment income $ 4278 $ 11638 $ 15916 $ 16604
Realized and unrealized appreciation/{depreciation), net 23,286 63,356 86,642 (377,674}
Total investment return 27,564 74,994 102,558 (361,070)
Gifts for capital (Note 17)* 3,598 9,662 13,260 16,002
Payments to annuitants (13,521) (42,228) (57,749) (64,358)
Capitalization to the endowment {42,570) (41.178) {83,746) (47,110)
Transfers between sia and the coa (8,953) (2,536} {11,489) (36,269)
Change in liabilities and other adjustments 10,245 27,139 37,384 252,098
NET CHANGE DURING THE YEAR {25,637) 25,855 218 (240,707}
Total split interest agreement net assets, beginning of year 63,891 357,864 421,755 662,462
TOTAL SPLIT INTEREST AGREEMENT NET ASSETS, end of year § 38254  § 383719 $ 421,973 $ 421,755

* Shown gt net present value. The undiscounted value of these gifts was $32,707 and $32,494 for the years ended June 30, 2010 and 2009, respectively.

Split interest agreement net assets as of June 30, 2010 and
2009 consisted of the following (in thousands of dollars):

2010 2009
Split interest agreement investments (Note 3):
Charitable remainder trusts $ 745,099 $ 701,042
Charitable lead trusts 91,144 89,758
Charitable gift annuities 195,831 239,904
Pooled income funds 95,500 88,038
Total split interest agreement investments 7 1,127,574 1,118,742
Liabilities due under split interest agreements:
Amounts due to beneficiaries (605,476} (603,522)
Amounts due to other institutions {100,125} (93,465)
Total liabilities due under split interest agreements (705,601} (696,987)
TOTAL SPLIT INTEREST ACREEMENT NET ASSETS, end of year § 427873 § 421,758
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12. BONDS AND NOTES PAYABLE

Bonds and notes payable as of June 30, 2010 and 2009 were
as follows (in thousands of dollars):

Remaining One-year
Fiscal year years to effective Qutstanding principal
of issue maturity interest rate 2010 2009
Tax-exempt bonds and notes payabla:
Variable-rate bonds and notes payable:
Series L - weekly 1990 14 3.6% $ 71,140 $ 71,140
Series R - daily 2000-2006 22 0.2 131,200 131,200
Series ¥ - weekly 2000 25 5.1 117,905 117,505
Series BB - weekly 2001 24 0.2 196,700 196,700
Series HH - weekly 2004 23 6.7 92,235 92,235
Commercial paper 2010 <1 0.3 407,081 449,259
TJotal variable-rate bonds and notes payable 1.6 1,016,261 1,058,439
Fixed-rate bonds:
Series N 1992 10 6.3 79,008" 78,908%
Series Z 2001 6 5.3 28,858” §7,788"
Series DD 2002 25 5.0 135,038" 135,005
Series FF 2003 27 5.1 2318317 2749737
Series 2005A 2005 26 4.8 83,376” 93,539
Series 20058 2006 22 4.8 104,700° 104,8887
Series 2005C 2006 25 4.8 129,776 129,930™
Series 20088 2008 28 4.8 216,358" 216,622
Series 2000A 2009 26 5.4 4986,006" 986,508
Series 2010A 2010 24 4.4 530,395
Total fixed-rate bonds o ' ' 5.2 2,525,346 2,088 561
Total tax-exempt bonds and notes payable 4.0 3,541,607 3,147,000
Taxable bonds and notes payable:
Series GGz - weekly 2005 3 4.6 31,810 38,935
Series 2000A 2006 27 6.3 401,416" 401,395
Series 2008A 2008 28 4.9 387,715 387,670™
Series 2008( 2008 8 5.3 125,205 125,205
Series 2008D 2009 29 5.9 1,495,7167 1495275
Commercial paper 2010 <1 5.5 214,759 296,977
Total taxable bonds and notes payable ) 5.7 2,656,621 2,745,457
Other notes payable Various Various Various 85,969 87,994
TOTAL BONDS AND NOTES PAYABLE 4.8% $6,284,197 $ 5,980,451

* Series N, DD, FF, 2006A, 2008A, 2008D and 2009A principal are net of $1.0 million, $0.8 million, $1.3 million, $0.6 million, $o.3 million, $4.3 million

and $14.0 million of discounts, respectively. Series Z, 2005A, 20058, 2005C, 20088 and 2010A principal include premiums of $o.02 million, $4.3 million,

$4.2 million, $3.9 million, $7.5 million and $50.4 million, respectively.

" Series N, Z, DD, FF, 20064, 20084, 20080 and 2009A principal are net of $1.5 million, $0.2 million, $0.9 million, $1.2 million, $0.6 million, $0.3 million,

$4.7 million and $13.1 million of discounts, respectively. Series 20054, 20058, 2005C and 20088 principal include premiums of $4.4 million, $4.3 million,

$4.0 million and $7.8 million, respectively.

Interest expense, recorded in both “Space and occupancy” and
“Other expenses” in the Statements of Changes in Net Assels
with General Operating Account Detail, was $264.9 million
and $2:10.5 million for fiscal zo10 and 2004, respectively.
Excluding maturity of commercial paper and unamortized
discounts and premiums, scheduled principal payments are
{in thousands of dollars):

Fiscal year Principal payments
2011 $ 16,553
2012 17,353
2013 188,258
2014 518,324
2015 38,603
Thereafier 4,835,378
TOTAL PRINCIPAL PAYMENTS $ 5,614,469




In fiscal 2010, the University issued $480.0 million of tax-
exempt fixed-rate Series 2010A Bonds. The series was com-
prised of a $108.7 million issue that will mature in 2034, and
various other issues totaling $371.3 million that will mature
beginning in 2013 and ending in 2034. Proceeds from Series
2010A were used to refinance a portion of Series Z and Series
FF bonds, to finance capital projects under construction, and
to finance capital projects initially funded by the University’s
commercial paper program.

In connection with the issuance of Series 2010A, the
University's AAA/Aaa credit ratings were affirmed with
Standard & Poor’s and Moody’s Investors Service, respectively.

In fiscal 2010, the University received reauthorization for
its tax-exempt commercial paper program.

In fiscal 2009, the University issued $1.5 billion of taxable
fixed-rate Series 2008 D Bonds. Proceeds from Series 2008D
were used for general University purposes, including the
refunding of taxable commercial paper. Also in fiscal 2009,
the University issued $1.0 billion of tax-exempt fixed-rate
Series 2009A Bonds. Proceeds from Series 2009A were
used primarily for refinancing purpeses, and to finance capital
projects and acquisitions initially funded by the University’s
commercial paper program. Finally, in fiscal 2009, the
University increased the capacity of its taxable commercial
paper program to $2.0 billion from %1.0 billion.

Based on quoted market prices, the estimated fair value of
the University’s outstanding bonds and notes payable,
including accrued interest, was $6,786.1 million and
$6,161.3 million as of June 30, 2010 and 2004, respectively,

As of June 30, 2010, the University had $641.0 million of
variable-rate bonds outstanding {excluding commercial
paper) with either a daily or weekly interest rate reset, as
noted in the bonds and notes payable table on page 38. In
the event that the University receives notice of any optional
tender on its variable-rate bonds, or if the bonds become
subject to mandatory tender, the purchase price of the bonds
will be paid from the remarketing of such bonds. However,
if the remarketing proceeds are insufficient, the University
will have a general obligation to purchase the bonds tendered.

In fiscal 2010, the University entered into a $1.75 billion
unsecured, 364-day revolving credit facility with a syndicate
of banks that matured in August 2010. In August 2010, the
University entered into a $2.0 billion unsecured, revolving
credit facility with a syndicate of banks, of which $1.0 billion
matures in February 2012 and $1.0 billion matures in
February 2014.

Interest rate exchange agreements

The University has entered into various inferest rate
exchange agreements in order to manage the interest cost
and risk associated with its outstanding debt and to hedge
issuance of future debt. The interest rate exchange agreements
were not entered into for trading or speculative purposes.
Each of these exchanges is collateralized, as described in
Note 5, and thereby carries liquidity risk to the extent the
relevant agreements have negative mark-to-market valua-
tions (pursuant to methodologies described below). The
interest rates in the table on page 38 reflect any applicable
exchange agreements.

In fiscal 2010, the University entered into interest rate
exchange agreements with a notional value of $695.5 million,
under which the University receives a fixed rate and pays

a variable rate. These new interest rate exchange agreements,
or ‘offsetting” agreements, were intended to reduce the

risk of losses in value (with associated collateral posting
requirements) within the portfolio of interest rate exchange
agreements.

The fair value of interest rate exchange agreements is the
estimated amount that the University would have received or
{paid), including accrued interest, to terminate the agree-
ments on the dates of the Balance Sheets, taking into account
the creditworthiness of the underlying counterparties. The
notional amount and fair value of interest rate exchange
agreements were $3,823.4 million and $(730.8) million,
respectively, as of June 30, 2010 and $3,141.2 million and
$(678.1) million, respectively, as of June 30, 2009, The fair
value of these agreements is included in the “Securities
lending and other liabilities associated with the investment
portiolio” line in the Balance Sheets.

The loss realized from the monthly settling of interest rate
exchange agreements was $54.8 million and $33.9 million
for fiscal 2010 and 2009, respectively. All unrealized and
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realized gains and losses from interest rate exchange
agreements are included in the “Realized and unrealized
appreciation/{depreciation), net” line in the Statements of
Changes in Net Assets with General Operating Account Detail.

13. EMPLOYEE BENEFITS

NOTIONAL AMOUNT OF INTEREST RATE EXCHANGE AGREEMENTS
{n thousands of dollars

Beginning balance, july 1, 2009 $ 3,741,210
Offsetting interest rate exchange agreements 695,500
Scheduled amortizations (13,302)

ENDING BALANCE, JUNE 30, 2010 $ 3,823,408

The University offers current employees a choice of health
plans, a dental plan, short-term and long-term disability
plans, life insurance, tuition assistance, and a variety of other
benefits such as subsidized passes for public transportation
and for Harvard athletic facilities. In addition, the University
has pension plans covering substantially all employees.

The University uses a measurement date of June 3o for its
pension and postretirement health plans.

Pension benefits

All eligible faculty members, staff, and hourly employees are
covered by retirement programs that include a defined benefit
compornent, a defined contribution component, or a combi-
nation of the two.

In accordance with Erisa requirements, the University has
established a trust to hold plan assets for its defined benefit
pension plans. The fair value of the trust’s assets was
$666.0 million and $680.7 million as of June 30, 2010 and

2009, respectively. In addition, the University had internally
designated and invested $32.0 million and $2¢.0 million as
of June 30, 2010 and 20009, respectively, for its defined benefit
pension plans. The University recorded expenses for its
defined contribution plans of $100.6 million and $101.6 million
for fiscal 2010 and 2009, respectively.

Postretirement health benefits

The University provides defined benefit postretirement
health coverage and life insurance to substantially all of its
employees. As of June 30, 2010, the University had internally
designated and invested $238.1 million to fund the postre-
tirement health benefit accrued liability of $812.3 million. As
of June 30, 2009, the University had internally designated
and invested $204.1 million to fund an accrued liability of
$697.5 million.

The following table sets forth the pension and postretire-
ment plans’ funded status that is reported in the Balance
Sheets as of June 30, 2010 and 2009 (in thousands of dollars):

Postretirermnent

Pension benefits health benefits

2010 2009 2010 2009
Change in projected benefit obligation:
Projected benefit obligation, begirining of year § 723,381 $ 586,309 $ 697,483 $ 607,427
Service cost 12,979 1,757 30,936 29,439
Interest cost 43,815 37,849 44,803 40,815
Plan participants’ contributions 2,659 1,955
Federal subsidy on benefits paid 1,376 1,224
Gross benefits paid (63,089) (30,187) (21,362} (19,657)
Actuarial (gain)/loss 45,776 74,708 56,441 31,410
Special termination benefits® 472,945 4,370
PROJECTED BENEFIT OBLIGATION, end of year 762,862 723,381 812,336 697,483
Change in plan assets:
Fair value of plan assets, beginning of year 680,748 879,869
Actual return on plan assets 48,346 {168,934)
Cross benefits paid {63,089} (30,187)
FAIR VALUE OF PLAN ASSETS, end of year 666,005 680,748 0 0
FUNDED / (UNFUNDED] STATUS $ (96,857) § (42,633 § 812,338 §[697,483)

* Represents costs associated with a voluntary early retirement program offered to plan participants during fiscal 2009.

The accumulated benefit obligation associated with pension
benefits was $636.7 million and $618.9 million at June 30, 2010
and 2009, respectively. When comparing the accumulated

benefit obligation with the fair value of the plan assets,
under the Pension Protection Act of 2006 and for Erisa
purposes, the plan remains overfunded.



Net periodic benefit {(income}/cost Statements of Changes in Net Assets with General Operating
Components of net periodic benefit (income)/cost recog- Account Detail are summarized as follows for the years
nized in operating activity and other amounts recognized in  ended June 30 (in thousands of dollars}):

non-operating activity in unrestricted net assets in the

Postretirement

Pension benefits health benefits
2010 2009 2010 2009
Components of net periodic benefit (income)/cost:
Service cost $ 12,979 $ 11,757 $ 30,936 $ 29,439
Interest cost 43,815 37,849 44,803 40,815
Expected return on plan assets (55,656) (56,056)
Amortization of: n
Actuarial (gain)/loss (2,792) (10,103) 1,826 (252) Z
Prior service (credit)/cost (4,694) (4,374) 1,411 1,411 E
Transition (asset)/obligation 6,062 6,062 >
Special termination benefits 42,945 4,870 ;
Total net periodic benefit (income)/cost recognized in operating activity (6,348) 22,018 85,038 82,345 g
v
Other amounts recognized in non-operating activity in unrestricted net assets: E
Current year actuarial loss 53,086 299,697 56,441 31,410 o
Amortization of: o
Transition asset/{obligation) {6,062} (6,062} n
Prior service credit/ (cost) 4,694 4,374 (1,411 {1,411 5
Actuarial gain/(loss) 2,792 10,103 (1,826) 252 z
Total other amounts recognized in non-operating activity® 60,572 314,174 47,142 24,189
Total recognized in Statements of Changes in Net Assets with
General Operating Account Detail $ 54,224 $ 336,192 $ 132,180 $106,534
Cumulative amounts recognized as non-operating changes
in unrestricted net assets are summarized as follows for the
years ended June 30 (in thousands of dollars):
2070 2009 2010 2009
Net actuarial (gain)/loss $ 61,114 $ 5235 $ 83,289 $ 28674
Prior service (credit)/cost (5,762) (10,455) 2,152 3,563
Transition {asset)/obligation 18,187 24,249
Cumulative amounts recogrized in unrestricted net assets® $ 55,352 $ {5,220 $ 103,628 $ 56,436

* These amounts totaling $107.7 million in fiscal 2010 and $338.4 million in fiscal 2009 include gains and losses and other changes in the actuarially determined
benefit obligations arising in the current period but that have not yet been reflected within net periodic benefit (income) Jcost and are included in the “Other
Changes™ line in the Statements of Changes in Net Assets with General Operating Account Detail.

The estimated net actuarial gain and prior service credit for obligation for the postretirement health benefits that will be
the defined benefit plan that will be amortized from unrestricted  amortized from unrestricted net assets into net periodic benefit
net assets into net periodic benefit (income}/cost in fiscal (income}/cost in fiscal 2011 are $3.0 million, $1.4 million

2011 are $(o.g) million and $(4.6) million, respectively. The and $6.1 million, respectively.
estimated net actuarial loss, prior service cost and transition




Assumptions and health care cost trend rates used in
determining the year end obligation as well as the net periodic
benefit {income)/cost of the pension and postretirement health

plans are summarized as follows for fiscal 2010 and 2004: ]
Pastretirement

Pension benefits health benefits
2010 2009 2010 2009
Weighted-average assumptions used to determine benefit obligation
as of June 30
Discount rate 6.00% 6.25% 6.00% 6.25%
Rate of compensation increase 4.00% 4.00% 4.00% 4.00%
Health care cost trend rate:
~ Initial rate Nfa NJA 11.00% 8.00%
g — Rate in Year 2 NfA N/A 8.50% 7.50%
w ~ Ultimate rate NfA N/A 5.00% 5.00%
= .
= — Years to ultimate rate Nja N/A 8 6
=«
2
- Weighted-average assumptions used to determine net periodic benefit
g {income} /cost:
Z Discount rate 6.25% 6.50% 6.25% 6.50%
z Expected long-term rate of return on plan assets 7.50% 7.50% NjA NJA
i Rate of compensation increase 4.00% 4.00% 4.00% 4.00%
g Health care cost trend rate:
é ~ Initial rate Nja N/A 8.00% 8.50%
0 — Ultimate rate NfA N/A 5.00% 5.00%
2 — Years to ultimate rate N/A N/A [ 7
As an indicator of sensitivity, a one percentage point change
in assumed health care cost trend rate would affect 2010 as
shown in the following table (in thousands of dollars):
1% point 1% point
increase decrease
Effect on 2010 postretirement health benefits service and interest cost 17,689 (13,528)
Effect on postretirement health benefits obligation as of June 30, 2010 216,854 (145,126)
The expected return on pension plan assets is determined derives an expected real return for the entire portfolio, given
by utilizing \Mmc’s capital markets model, which takes into the percentage weighting allocated to each asset class. After
account the expected real return, before inflation, for each calculating the expected real return, an assessment is made
of the pension portfolio’s asset classes, as well as the to accommodate the expected inflation rate for the forthcom-
correlation of any one asset class to every other asset class. ing period. The final expected return on assets is the aggregate
This model calculates the real returns and correlations and of the expected real return plus the expected inflation rate.
Plan assets
The actual asset allocation of the investment portfolio for the
pension plan for fiscal 2010 and 2009, along with target
allocations for fiscal 2011, is as follows:
20711 farget 2010 actual 2009 actual
Asset allocation by category for pension plan:
Equity securities 44.0% 50.2% 44.5%
Fixed income securities 17.0 13.5 14.4
Real estate 8.0 5.7 6.4
Commodities 3.0 2.2 2.3
Natural resources 5.0 0.7 2.5
Absolute return 18.0 20.4 20.3
Cash 5.0 7.3 9.6

TOTAL OF ASSET ALLOCATION CATEGORIES 100.0% 100.0% 100.0%




The University’s investment strategy for the pension portfolio  The following is a summary of the levels within the fair

is to manage the assets across a broad and diversified range value hierarchy for the pension plan assets subject to the
of investment categories, both domestic and international. fair value measurement as of June 30, 2010 (in thousands
The objective is to achieve a risk-adjusted return that is in of dollars):

line with the long-term obligations that the University has to

the pension plan beneficiaries. The investment program is

also managed to comply with all erisa regulations.

Level 1 Level 2 Level Total
INVESTMENT ASSETS:
Absolute return $ 61,246 $ 80,446 $ 141,692
Cash and shortterm investments $ 45,879 45879
Commodities 2,036 2,036 i
Domestic and convertible equity 23,159 91,858 115,017 z
Domestic fixed income 46,487 10 46,497 =
Emerging equities, debt and options 76,461 76,461 5
Equity and convertible equity 192 192 &
Foreign and convertible equity 38,311 40,752 1,547 80,610 g
High yield 4,273 57 4,330 :
inflation-indexed bonds 38,127 38,127 s
Private equities 76,337 76,337 i
Real estate 37,214 37,214 o
TOTAL INVESTMENT ASSETS* $ 268616 § 198,139 $ 197,637 $ 664392 “
* Excludes investment assets not subject to fair value of $1,613. §
The following is a rollforward of Level 3 investments for the
year ended June 30, 2010 (in thousands of dollars):
Beginning Change in Net transfers Ending
balance as of  Realized gains/ unrealized gains/  Net purchases/ in/{out}) of balance as of
July 1, 2009 (losses) (losses) (sales) Level 3 June 30, 2010
INVESTMENT ASSETS:
Absolute return $ 152,833 $ (1263)  § N,765  §  (12443)  § (70446) § 80,446
Commodities 14,821 4,672 (12,360) (5,097) 2,036
Domestic and convertible equity 79,724 (79,724) 0
Foreign and convertible equity 2,151 (2,329) 3,256 (1,531) 1,547
High vield 1,584 (1,527) 57
Private equities 74,763 1,608 8,083 (8,117) 76,337
Real estate 43,642 302 (14,589) 7,859 37,214
TOTAL INVESTMENT ASSETS $ 369518 $ 2,990 S (5372) § (19,329) $ (150,170) § 197,637
Expected future benefit payments following table summarizes expected benefit payments and
There are no expected employer contributions for fiscal 2011 subsidies for pension and postretirement health benefits for

to funded pension or postretirement health benefit plans. The  the University (in thousands of dollars}:

Expected benefit payments

Postretirement Expected Medicare
Fiscal year Pension health Part D subsidies
2011 $ 51,356 5 26,418 $ 2,517
2012 46,249 29,737 2,912
2013 47,721 32,323 3,263
2014 49,205 34,997 3,625
2015 50,623 37,642 4,009

2016—2020 273,260 232,622 26,759
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14. GENERAL OPERATING ACCOUNT

The coa consists of the general or current funds of the
University as well ag the assets and labilities related to student
and faculty loans and facilities. The ¢oa accepts, manages, and
pays interest on deposits made by University departments;
invests surplus working capital; makes loans; and arranges
external financing for major capital projects. It is used to
manage, control, and execute all University financial

transactions, except for those related to investment activities
conducted by Hmc.

The major components of the Goa net asset balances as
of June 30, 2010 and 2009 are summarized as follows
{in thousands of dollars):

2010 2009
Departmental balances:
Unexpended endowment income balances $ 356,484 $ 336,251
Unexpended gift balances 357,286 360,295
Pledge balances 378,029 367,967
interests in trusts held by others 39,924 31,115
Loan funds 117,480 115,789
Funds for construction 4,673 10,503
Funds invested in fixed assets 1,570,771 1,393,072
Other departmental purposes 359,627 458,797
Total departmental balances 3,184,654 3,073,789
University balances” 570,902 506,503
TOTAL GOA NET ASSET BALANCES $ 3,755 556 § 3,580,292

15, STUDENT FINANCIAL AID

" Includes interests in trists held by others of $4,563 and $6,882 for the years ended June 30, 2010 and 2009, respectively.

Financial aid granted to students in fiscal 2010 and 2009 is
summarized as follows {in thousands of dollars):

B 2010 2009
Scholarships and other student awards:

Scholarships applied to student income $ 318,911 $ 302,369

Scholarships and other student awards paid directly to students 122,021 122,479
Total scholarships and other student awards 440,932 424,848
Student employment 65,347 55,977
Student loans 20,173 25,481
Agency financial aid” 13,485 12,516
TOTAL STUDENT FINANCIAL AID $ 539,937 $ 528,822

16. SPONSORED SUPPORT

* Represents aid from sponsors for which the University acts as an agent for the recipient.

Total expenditures funded by U.S. government sponsors or
by institutions that subcontract federally sponsored projects
to the University were $620.5 million and $558.7 million in
fiscal 2010 and 2009, respectively. The University’s principal
source of federal sponsored funds is the Department of
Health and Human Services. The University also has many
non-federal sources of sponsored awards and grants, includ-
ing corporations, foundations, state and local governments,
foreign governments, and research institutes.

Sponsored grants and contracts normally provide for the
recovery of direct and indirect costs. The University recog-
nizes revenue associated with direct costs as the related costs

are incurred. Recovery of related indirect costs is generally
recorded at fixed or predetermined rates negotiated with

the federal government and other sponsors. Predetermined
federal indirect cost rates have been established for the
University Area and the Medical School (including the School
of Dental Medicine) through fiscal 2010. For fiscal 2011 and
beyond, the University Area and the Medical School (including
the School of Dental Medicine) have provisional rates. The
University Area and the Medical School anticipate negotiating
indirect cost rates for fiscal 2011 and beyond in the fall of
2010. The School of Public Health has predetermined indirect
cost rates through fiscal 2013, Funds received for federally
sponsored activity are subject to audit.



17. GIFTS

Gifts that are available for curvent purposes ave classified as
either “Gifts for current use” or “Non-federal sponsored
grants,” as appropriate. Gifts that have been restricted by the
donor or designated by the Corporation for facilities, loan
funds, endowment, or similar purposes are classified as
“Gifts for capital.” Gifts for current use, non-federal spon-
sored grants, and gifts for capital are classified as unrestricted,
temporarily restricted, or permanently restricted net assets in
accordance with donor specifications.

18. OTHER INCOME

Gifts received for the years ended June 30, 2010 and 2009
are summarized as follows (in thousands of dollars):

2010 2009

Gitts for current use $ 247,899 $ 291,231

Non-federal sponsored grants 88,364 92,798
Gifts for capital:

Endowment funds 240,793 194,459

Split interest agreements” 13,260 16,002

Loan funds and facilities 6,733 2,649

Total gifts for capital 260,786 213,110

TOTAL GIFTS $ 597,049 4597139

* Shown at et present value. The gross value of these gifts was $32,707
and $32,494 for the years ended June 30, 2010 and 2009, respectively.

2010 2009
The major cornponents of other income for the years ended Rental and parking $128,378 $ 125,908
june 30, 2010 and 2009 were as follows (in thousands Royalties from patents, copyrights,
. and trademarks 88,431 88,667
of dollars): Publications 69,568 75,660
Services income 55,527 52,960
Health and clinic fees 48,700 44,906
Sales income 46,023 57,249
Other student income 7,083 6,101
Interest income 9,409 9,041
Other 41,693 60,395
TOTAL OTHER INCOME 3494 812 $ 520,891
10. OTHER EXPENSES
2010 2009
The major components of other expenses for the years Services purchased $369,529 $ 394,643
ended June 30, 2070 and 200¢ were as follows (in thousands ~ Subcontract expenses under
of dollars): sponsored projects 153,103 139,904
wi Interest 89,405 56,631
Travel 63,724 69,431
Publishing 42,919 46,861
Taxes and fees 25,764 25,330
Advertising 18,668 18,516
Postage 17,376 20,149
Insurance 15,665 15,009
Telephone 11,386 12,715
Other 58,998 41,737
TOTAL OTHER EXPENSES $ 867,037 $ 840,926
20. FUNCTIONAL CLASSIFICATION OF OPERATING EXPENSES
2010 2009
Operating expenses are allocated functionally on a direct Instruction $ 989,969 $ 995,853
basis. Interest, depreciation, and operations and maintenance Research 664,508 624,242
i e X ‘ Institutional support 636,699 742,911
expenses are allocated based on square footage. Academic support 513,438 505 169
Auxiliary services 433,981 392,768
Operating expenses by functional classification for the years ~ Libraries 224,595 239,708
ended June 30, 2010 and 2009 were as follows (in thousands Student services 144,371 138,935
R i Scholarships and other student awards 122,021 122,479

of dollars):

TOTAL OPERATING EXPENSES $ 3,729,582 $ 3,762,065
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21. COMMITMENTS AND CONTINGENCIES

Lease commitments

The University is the lessee of equipment and space under
operating (rental) and capital leases. Rent expense related

to leases was $33.5 million and $33.1 million in fiscal 2010
and 2009, respectively. Future minimum payments under
these operating and capital leases are as follows (in thousands
of dollars):

Operating Capital
2011 $ 43386 $ 6839
2012 41,974 6,947
2013 38,193 6,964
2014 34,110 7,033
2015 31,740 7,316
Thereafter 141,046 188,000

TOTAL FUTURE MINIMUM PAYMENTS $ 330,449 $ 223,099

Fixed asset-related commitments

The University has various commitments for capital projects
involving construction and renovation of certain facilities,
real estate acquisitions, and equipment purchases, for which
the outstanding commitments as of June 30, 2010 totaled
approximately $332.7 million.

Environmental remediation

The University is subject to laws and regulations concerning
environmental remediation and has established regerves for
potential obligations that management considers to be
probable and for which reasonable estimates can be made.
These estimates may change substantially depending on new
information regarding the nature and extent of contamination,
appropriate remediation technologies, and regulatory
approvals. Costs of future environmental remediation have
not been discounted to their net present value. Management
is not aware of any existing conditions that it believes are
likely to have a material adverse effect on the University’s
financial position, changes in net assets, or cash flows.

Electricity purchase commitments

In fiscal 2010, the University entered into Power Purchase
Agreements (PPAs) with a series of energy providers to
purchase electricity for various quantities and time periods.
Future obligations under the PPAs are as follows

(in thousands of dollars):

2011 $ 20,107
2012 20,973
2013 18,098
2014 13,788
2015 9,846
Thereafter 35,312

TOTAL ELECTRICITY FUTURE OBLIGATIONS $ 118,124

Broad Institute

On July 1, 2000, the Broad Institute was established as

a separate permanent entity. The University, the Massachusetts
Institute of Technology (m11), and the Broad Foundation
have transferred employees, research agreements, and related
assets and liabilities to the new entity. Included in the “Other
expenses” line of the Statements of Changes in Net Assets with
General Operating Account Detail, is a $52.0 million charge
related to this transaction.

In connection with the founding of the Broad Institute,

the University and mrr agreed to strive to jointly raise

$20.0 million per year in gifts and non-federal grants and
awards to support the Broad Institute’s endeavors. In the
event this fundraiging goal is not reached, the University has
agreed to provide the Broad Institute with a portion of the
shortfall, subject to certain conditions. The University will
make payments and record the corresponding expenses as
these conditions are met. The University’s obligation for
such payments will not exceed $60.0 million in total; of this,
$32.5 million has been paid through June 30, 2010. The
University had an accrual related to this obligation of $4.5 million
and $6.5 million as of June 30, 2010 and 200y, respectively,
which is recorded in “Accounts payable” in the Balunce Sheets.

General

The University is a defendant in various legal actions arising
from the normal course of its operations. While it is not
possible to predict accurately or determine the eventual
outcome of such actions, management believes that the out-
come of these proceedings will not have a material adverse
effect on the University’s financial position, changes in net
assets, or cash flows.
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APPENDIX C
SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE

The following is a summary of certain provisions of the Indenture that are not described elsewhere in this
Offering Memorandum. The Bonds are issued and secured pursuant to the Indenture. References to the Indenture
or a fund or account refer to the related document, fund or account with respect to the Bonds, as described in the
Offering Memorandum. Unless otherwise specified to the contrary in this Appendix C, all definitions and
provisions summarized refer to the Indenture. This summary does not purport to be comprehensive and reference
should be made to the Indenture for a full and complete statement of its provisions.

Definitions
Unless the context otherwise requires, the following terms shall have the meanings specified below.
“Authorized Denomination” means $1,000 or any multiple integral thereof.

“Authorized Representative” means the Institution’s Vice President for Finance, Assistant Treasurer, or any
other Person designated an Authorized Representative of the Institution by a Certificate of the Institution signed by
the Institution’s Vice President for Finance or Assistant Treasurer and filed with the Trustee.

“Beneficial Owner” means any Person which has or shares the power, directly or indirectly, to make
investment decisions concerning ownership of any of the Bonds (including any Person holding Bonds through
nominees, depositories or other intermediaries) established to the reasonable satisfaction of the Trustee or the
Institution .

“Bond Fund’ means the fund by that name established pursnant to the Indenture.

“Bonds” means President and Fellows of Harvard College, Taxable Bonds, Series 2010C authorized by,
and at any time Outstanding pursuant to, the Indenture.

“Book-Entry Form” or “Book-Entry System” means a form or system, as applicable, under which physical
bond certificates in fully registered form are registered only in the name of a Securities Depository or its nominee as
Bondholder, with the physical bond certificates held by and “immobilized” in the custody of the Securities
Depository and the book-entry system maintained by and the responsibility of others than the Institution or the
Trustee is the record that identifies and records the transfer of the interests of the owners of book-entry interests in
those Bonds.

“Business Day” means any day other than (A) a Saturday or Sunday or legal holiday or a day on which
banking institutions in the city or cities in which the Designated Office of the Trustee is located are authorized by
law or executive order to close or (B) a day on which the New York Stock Exchange is closed.

“Certificate’, *Statement’, ‘Request’ or ‘Requisition’ of the Institution” mean, respectively, a written
certificate, statement, request or requisition signed in the name of the Institution by an Authorized Representative.
Any such instrument and supporting opinions or representations, if any, may, but need not, be combined in a single
instrument with any other instrument, opinion or representation, and the two or more so combined shall be read and
construed as a single instrument. If and to the extent required by the Indenture, each such instrument shall include
the statements provided for in the Indenture.

“Code” means the Internal Revenue Code of 1986, as amended, or any successor statute thereto and any
regulations promulgated thereunder.

“Comparable Treasury Issue’” means the United States Treasury security or securities selected by an
Designated Investment Banker as having an actual or interpolated maturity comparable to the remaining term of the
Bonds to be redeemed that would be utilized, at the time of selection and in accordance with customary financial



practice, in pricing new issues of corporate debt securities of a comparable maturity to the remaining term of such
Bonds.

“Comparable Treasury Price’” means, with respect to any redemption date, the average of the Reference
Treasury Dealer Quotations for such redemption date or, if the Designated Investment Banker obtains only one
Reference Treasury Dealer Quotation, such Reference Treasury Dealer Quotation.

“Defaul’” means any event which is or after notice or lapse of time or both would become an Event of
Default.

“*Designated Investment Banker”’ means one of the Reference Treasury Dealers appointed by the
Institution.

“Designated Office” means the Designated Office of the Trustee, which as of the date of the Indenture is
located at 222 Berkeley Street, 2™ Floor, Boston, MA, Attention: Corporate Trust Department, and such other
offices as the Trustee may designate from time to time by written notice to the Institution and the Holders.

“Lvent of Defauls” means any of the events specified as such in the Indenture.

“Holder” or “Bondholder”, whenever used in the Indenture with respect to a Bond, means the Person in
whose name such Bond is registered.
“Indenture” means the Indenture of Trust, by and between the Institution and the Trustee, as originally
executed or as it may from time to time be supplemented, modified or amended by any Supplemental Indenture.

“Indentire Fund” means the fund by that name established pursuant to the Indenture.

“Institution” means President and Fellows of Harvard College, an educational corporation existing under
the laws of The Commonwealth of Massachusetts, or said corporation’s successor or successors.

“Interest Account” means the account by that name in the Bond Fund established pursuant to the Indenture.
“Interest Payment Date” means April 15 and October 15 of each year, commencing April 15, 2011,

“Investment Securities” means either of the following: (1) direct nonprepayable, noncallable obligations of
the United States of America (including obligations issued or held in book-entry form on the books of the
Department of the Treasury of the United States of America) or direct nonprepayable, noncallable obligations the
timely payment of the principal of and interest on which are fully guaranteed by the United States of America,
including instruments evidencing a direct ownership interest in securities described in this clause (1) such as CATS,
TIGRs, and Stripped Treasury Coupons rated or assessed in the highest Rating Categories by S&P and Moody’s and
held by a custodian for safekeeping on behalf of holders of such securities and (2) money market funds registered
under the Investment Company Act of 1940, the shares in which are registered under the Securities Act of 1933 and
that have a rating by S&P of AAA m-G, AAAm or AAm, including such funds for which the Trustee or its affiliates
provide investment advisory or other management services.

“*Make-Whole Redemption Price” means the greater of:
(1) 100% of the principal amount of any Bonds being redeemed; and
(2) the sum of the present values of the remaining scheduled payments of principal and interest on
any Bonds being redeemed (exclusive of interest accrued to the date of redemption) discounted to the redemption

date on a semiannual basis (assuming a 360-day year consisting of twelve 30-day months) at the Treasury Rate plus
15 basis points.

C-2



“Moody’s” means Moody’s Investors Service, a corporation organized and existing under the laws of the
State of Delaware, its successors and their assigns, or, if such corporation shall be dissolved or liquidated or shall no
longer perform the functions of a securities rating agency, any other nationally recognized securities rating agency
designated by the Institution upon notice to the Trustee.

“Offering Memorandum” means the final offering memorandum dated November 4, 2010, relating to the
Bonds.

“Opinion of Counsel” means a written opinion of counsel (who may be counsel for the Institution, but not
an employee thereof) satisfactory to the Trustee.

“Outstanding” when used as of any particular time with reference to Bonds, means (subject to the
provisions of the Indenture) all Bonds theretofore, or thereupon being, authenticated and delivered by the Trustee
under the Indenture except (1) Bonds theretofore cancelied by the Trustee or surrendered to the Trustee for
cancellation; {2) Bonds with respect to which all Hability of the Institution shall have been discharged in accordance
with the Indenture; and (3) Bonds for the transfer or exchange of or in lieu of or in substitution for which other
Bonds shall have been authenticated and delivered by the Trustee pursuant to the Indenture,

“Payment Date” means an Interest Payment Date or the Principal Payment Date.

“Person” means an individual, corporation, firm, association, partnership, trust, limited liability company
or other legal entity or group of entities, including a governmental entity or any agency or political subdivision
thereof.

“Principal Account” means the account by that name in the Bond Fund established pursuant to the
Indenture.

“Principal Payment Date” means October 15, 2040, the date of final maturity of the Bonds.

“Project” means (1) the refinancing of approximately $169,885,350 of the Institution’s outstanding taxable
comimnercial paper program, (2) costs of issuance, and (3) other eligible corporate activities.

“Project Fund” means the fund by that name established pursuant to the Indenture.
“Rating Agency” means Moody’s and S&P.

“Rating Category” means a generic securities rating category, without regard to any refinement or
gradation of such rating category by a numerical modifier or otherwise.

“Record Date” means the fifteenth (15th) day (whether or not a Business Day) of the month immediately
preceding each Interest Payment Date.

“Redemption Fund” means the fund by that name established pursuant to the Indenture.

““Reference Treasury Dealer’” means each of Citigroup Global Markets Inc., Goldman, Sachs & Co., and
Deutsche Bank Securities Inc., or their respective affiliates which are primary U.S. Government securities dealers,
and their respective successors; provided that if Citigroup Global Markets Inc., Goldman, Sachs & Co., or Deutsche
Bank Securities Inc. or their respective affiliates shall cease to be a primary U.S. Government securities dealer in
The City of New York (a “‘Primary Treasury Dealer’’), the Institution shall substitute therefor another Primary
Treasury Dealer.

““Reference Treasury Dealer Quotations’” means, with respect to each Reference Treasury Dealer and any
redemption date, the average, as determined by the Designated Investment Banker, of the bid and asked prices for
the Comparable Treasury Issue (expressed in each case as a percentage of its principal amount) quoted in writing to



the Designated Investment Banker by such Reference Treasury Dealer at 3:30 p.m. New York time on the third
business day preceding such redemption date.

“Responsible Officer” means any officer of the Trustee assigned to administer its duties under the
Indenture.

“S&P” means Standard & Poor’s, a division of The McGraw-Hill Companies, a corporation organized and
existing under the laws of the State of New York, its successors and their assigns, or, if such corporation shall be
dissolved or liquidated or shall no longer perform the functions of a securities rating agency, any other nationally
recoguized securities rating agency designated by the Institution upon notice to the Trustee.

“Securities Depository” means The Depository Trust Company and its successors and assigns, or any other
securities depository selected as set forth in the Indenture, which agrees to follow the procedures required to be
followed by such securities depository in connection with the Bonds.

“Special Record Date” means the date established by the Trustee pursuant to the Indenture as the record
date for the payment of defaulted interest on the Bonds.

“Supplemental Indenture” means any indenture hereafter duly authorized and entered into between the
Institution and the Trustee, supplementing, modifying or amending the Indenture; but only if and to the extent that
such Supplemental Indenture is specifically authorized under the Indenture.

“Treasury Rate” means, with respect to any redemption date, the rate per annum equal to the semiannual
equivalent yield to maturity or interpolated (on a day count basis) of the Comparable Treasury Issue, assuming a
price for the Comparable Treasury Issue (expressed as a percentage of its principal amount) equal to the Comparable
Treasury Price for such redemption date.

“Trustee” means The Bank of New York Mellon Trust Company, N.A., a national banking association duly
organized and existing under and by-virtue of the laws of the United States of America, or its successor or
suceessors, as Trustee under the Indenture as provided in the Indenture.

“Underwriters” means Goldman, Sachs & Co., Citigroup Global Markets Inc., HSBC, Deutsche Bank
Securities Inc., and Credit Agricole Securities (USA) Inc.

“Uniform Commercial Code” means the Uniform Commercial Code as in effect in The Commonwealth of
Massachusetts from time to time.

Establishment and Pledge of Indenture Fund

Subject only to the provisions of the Indenture permitting or requiring the application thereof for the
purposes and on the terms and conditions set forth therein, the Indenture Fund and all amounts held therein are
pledged, assigned and transferred by the Institution to the Trustee for the benefit of the Bondholders to secure the
full payment of the principal or Make-Whole Redemption Price of and interest on the Bonds in accordance with
their terms and the provisions of the Indenture. The Institution grants to the Trustee a security interest in and
acknowledges and agrees that the Indenture Fund and all amounts on deposit therein shall constitute collateral
security to secure the full payment of the principal or Make-Whole Redemption Price of and interest on the Bonds in
accordance with their terms and the provisions of the Indenture. For purposes of creating, perfecting and
maintaining the security interest of the Trustee on behalf of the Bondholders in and to the Indenture Fund and all
amounts on deposit therein, the parties to the Indenture agree as follows: (1) the Indenture shall constitute a
“security agreement” for purposes of the Uniform Commercial Code; (2) the Trustee shall maintain on its books
records reflecting the interest, as set forth in the Indenture, of the Bondholders in the Indenture Fund and/or the
amounts on deposit therein; and (3) the Indenture Fund and the amounts on deposit therein and any proceeds thereof
shall be held by the Trustee acting in its capacity as an agent of the Bondholders, and the holding of such items by
the Trustee (including the transfer of any items among the funds and accounts in the Indenture Fund) is deemed
possession of such items on behalf of the Bondholders.
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Nothing in the Indenture or in the Bonds, expressed or implied, shall be construed to constitute a security
interest under the Uniform Commercial Code or otherwise in the assets of the Institution other than in any interest of
the Institution in the Indenture Fund and/or the amounts on deposit therein. No recourse for the payment of the
principal or Make-Whole Redemption Price of or interest on any Bond, or for any claim based thereon or otherwise
in respect thereof, and no recourse under or upon any obligation, covenant or agreement of the Institution in the
Indenture or in any Supplemental Indenture or in any Bond, or because of the creation of any indebtedness
represented thereby, shall be had against any employee, agent, or officer, as such, past, present or future, of the
Institution or of any successor entity, either directly or through any successor entity, whether by virtue of any
constitution, statute or rule of law, or by the enforcement of any assessment or penalty or otherwise, it being
expressly understood that all such liability is expressly waived and released as a condition of, and as a consideration
for, the execution of the Indenture and the issue of the Bonds. No officer or agent of the Institution, nor any Person
executing the Bonds, shall in any event be subject to any personal liability or accountability by reason of the
issuance of the Bonds.

Funds and Accounts

The Indenture creates an Indenture Fund (and a Bond Fund and a Redemption Fund thereunder) and a
Project Fund. The Indenture also creates an Interest Account and Principal Account under the Bond Fund. All of
the funds and accounts, except for the Project Fund, are to be held by the Trustee. The Institution is to hold the
Project Fund.

Application of Proceeds of Bonds. The proceeds from the sale of the Bonds (net of underwriters discount
and original issue discount, if any) shall be applied to the refinancing of approximately $169,885,350 of the
Institution’s outstanding taxable commercial paper program, to pay costs of issuance, and to fund other eligible
corporate activities.

Indenture Fund. The Trustee establishes for the sole benefit of the Bondholders, a master fund referred to
in the Indenture as the “Indenture Fund” containing the Bond Fund and the Redemption Fund and each of the
accounts contained therein. The Indenture Fund and each of the funds and accounts in the Indenture Fund shall be
identified on the books of the Trustee with reference hereto and shall be maintained by the Trustee and held in trust
apart from all other moneys and securities held under the Indenture or otherwise, and the Trustee shall have the
exclusive and sole right of withdrawal therefrom in accordance with the terms of the Indenture. All amounts
deposited with the Trustee pursuant to the Indenture shall be held, disbursed, allocated and applied by the Trustee
only as provided in the Indenture.

Bond Fund. Upon the receipt thereof, the Trustee shall deposit all payments received from the Institution
(other than proceeds from the sale of the Bonds which are to be deposited in the Project Fund, amounts which are to
be deposited in the Redemption Fund or income or profit from investments which are to be applied pursuant to the
Indenture) in a special fund designated the “Bond Fund” which the Trustee shall establish and maintain and hold in
trust and which shall be disbursed and applied only as authorized in the Indenture.

At the times specified below, the Trustee shall allocate within the Bond Fund in the following order of
priority the following amounts to the following accounts or funds, each of which the Trustee shall establish and
maintain and hold in trust and each of which shall be disbursed and applied only as hereinafter authorized: {1)On
each Interest Payment Date, the Trustee shall deposit in the “Interest Account” the aggregate amount of interest
becoming due and payable on such Interest Payment Date, until the balance in said account is equal to said
aggregate amount of interest; and (2) On the Principal Payment Date, the Trustee shall deposit in the “Principal
Account” the aggregate amount of principal becoming due and payable on the Principal Payment Date, until the
balance in said account is equal to said aggregate amount of such principal.

Interest Account. All amounts in the Interest Account shall be used and withdrawn by the Trustee solely
for the purpose of paying interest on the Bonds as it shall become due and payable (including accrued interest on

any Bonds redeemed prior to maturity pursuant to the Indenture).

Principal Account. All amounts in the Principal Account shall be used and withdrawn by the Trustee
solely to pay at maturity the Bonds.
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Redemption Fund. Upon the receipt thereof, the Trustee shall deposit the following amounts in a special
fund designated the “Redemption Fund” which the Trustee shall establish and maintain and hold in trust: (1) all
moneys deposited by the Institution with the Trustee directed to be deposited in the Redemption Fund; and (2) all
interest, profits and other income received from the investment of moneys in the Redemption Fund.

All amounts deposited in the Redemption Fund shall be used and withdrawn by the Trustee solely for the
purpose of redeeming Bonds, in the manner and upon the terms and conditions specified in the Indenture, at the next
succeeding date of redemption for which notice has not been given; provided that, at any time prior to the selection
of Bonds for such redemption, the Trustee shall, upon direction of the Institution, apply such amounts to the
purchase of Bonds at public or private sale, as and when and at such prices (including brokerage and other charges,
but excluding accrued interest, which is payable from the Interest Account) as the Institution may direct, except that
the purchase price (exclusive of accrued interest) may not exceed the Make-Whole Redemption Price then
applicable to such Bonds (or, if such Bonds are not then subject to redemption, the par value of such Bonds); and
provided further that in lieu of redemption at such next succeeding date of redemption, or in combination therewith,
amounts in such account may be transferred to the Principal Account as set forth in a Request of the Institution.

Payments by the Institution, Allocation of Funds. On or before each Payment Date, until the principal of
and interest on, the Bonds shall have been fully paid or provision for such payment shall have been made as
provided in the Indenture, the Institution shall pay to the Trustee a sum equal to the amount payable on such
Payment Date as principal of and interest on, the Bonds. Each payment made pursuant to this paragraph shall at all
times be sufficient to pay the total amount of interest and principal (whether at maturity or upon acceleration)
becoming due and payable on the Bonds on such Payment Date. 1f on any Payment Date the amounts held by the
Trustee in the accounts within the Bond Fund are insufficient to make any required payments of principal of
(whether at maturity or upon acceleration) and interest on the Bonds as such payments become due, the Institution
shall forthwith pay such deficiency to the Trustee.

The obligations of the Institution to make the payments required by the immediately preceding paragraph
and to perform and observe the other agreements on its part contained in the Indenture shall be a general obligation
of the Institution, absolute and unconditional, irrespective of any defense or any rights of set~off, recoupment or
counterclaim it might otherwise have against the Trustee, and during the term of the Indenture, the Institution shall
pay all payments required to be made by the immediately preceding paragraph (which payments shall be net of any
other obligations of the Institution) as prescribed therein and all other payments required under the Indenture, free of
any deductions and without abatement, diminution or set-off. Until such time as the principal of and interest on, the
Bonds shall have been fully paid, or provision for the payment thereof shall have been made as required by the
Indenture, the Institution (i) will not suspend or discontinue any payments provided for in the immediately preceding
paragraph; (i) will perform and observe all of its other covenants contained in the Indenture; and (111) except as
otherwise provided in the Indenture, will not terminate the Indeunture for any cause, including, without limitation, the
oceurrence of any act or circumstances that may constitute failure of consideration, destruction of or damage to all
or a portion of the projects financed with the proceeds of the Bonds, commercial frustration of purpose, any change
in the tax or other laws of the United States of America or of the Commonwealth of Massachusetts or any political
subdivision of either of these, or any failure of the Trustee to perform and observe any covenant, whether express or
implied, or any duty, liability or obligation arising out of or connected with the Indenture, except to the extent
permitted by the Indenture.

Validity of Bonds

The recital contained in the Bonds that the same are issued pursuant to the Indenture shall be conclusive
evidence of their validity and of compliance with the provisions of the Indenture in their issuance.

Additional Bonds

The Institution may, from time to time, without the consent of the Bondholders, issue additional bonds
under the Indenture in addition fo the Bonds (“Additional Bonds™). If issued, the Additional Bonds will become part
of the same series as the Bonds and will have the same interest rate, redemption provisions, maturity date and
CUSIP number as the Bonds.
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Use of Securities Depository
Notwithstanding any provision of the Indenture to the contrary:

The Bonds shall be initially issued as fully registered Bonds, registered in the name of “Cede & Co.,” as
norminee of the Securities Depository and shall be evidenced by one Bond in the total aggregate principal amount of
the Bonds. Registered ownership of the Bonds, or any portion thereof, may not thereafter be transferred except: (1)
to any successor of the Securities Depository or its nominee, or to any substitute depository designated pursuant to
clause (2) of this paragraph {“substitute depository™); provided that any successor of the Securities Depository or
substitute depository shall be qualified under any applicable laws to provide the service proposed to be provided by
it; (2) to any substitute depository designated by the Institution and not objected to by the Trustee, upon (i) the
resignation of the Securities Depository or its successor (or any substitute depository or its successor) from its
functions as depository or (ii) a determination by the Institution that the Securities Depository or its successor (or
any substitute depository or its successor) is no longer able to carry out its functions as depository; provided that any
such substitute depository shall be qualified under any applicable laws to provide the services proposed to be
provided by it; or (3} to any Person as provided below, upon (i) the resignation of the Securities Depository or its
successor (or substitute depository or its successor) from its functions as depository; provided that no substitute
depository which is not objected to by the Trustee can be obtained or (if) a determination by the Institution that it is
in the best interests of the Institution to remove the Securities Depository or its successor (or any substitute
depository or its successor) from its functions as depository.

In the case of any transfer pursuant to clause (1) or clause (2) of the immediately preceding paragraph,
upon receipt of the Gutstanding Bonds by the Trustee, together with a Certificate of the Institution to the Trustee, a
single new Bond shall be executed and delivered in the aggregate principal amount of the Bonds then Qutstanding,
registered in the name of such successor or such substitute depository, or their nominees, as the case may be, all as
specified in such Certificate of the Institution. In the case of any transfer pursuant to clause (3) of the immediately
preceding paragraph, upon receipt of the Outstanding Bonds by the Trustee together with a Certificate of the
Institution to the Trustee, new Bonds shall be executed and delivered in such denominations and registered in the
names of such persons as are requested in such a Certificate of the Institution, subject to the limitations of the
Indenture, provided the Trustee shall not be required to deliver such new Bonds within a period less than 60 days
from the date of receipt of such a Certificate of the Institution.

In the case of partial redemption or an advance refunding of the Bonds evidencing all or a portion of the
principal amount Cutstanding, the Securities Depository shall make an appropriate notation on the Bonds indicating
the date and amounts of such reduction in principal, in form acceptable to the Trustee.

The Institution and the Trustee shall be entitled to treat the person in whose name any Bond is registered as
the Bondholder thereof for all purposes of the Indenture and any applicable laws, notwithstanding any notice to the
contrary received by the Institution or the Trustee. With respect to Bonds registered in the registry books kept by
the Trustee in the name of Cede & Co., as nominee of the Securities Depository, the Institution and the Trustee shall
have no responsibility or obligation with respect to the payment to any Beneficial Owner or any other person, other
than the Securities Depository, of any amount with respect to the principal of and premium, if any, and interest on
the Bonds only to or upon the order of the Securities Depository, and all such payments shall be valid and effective
fully to satisfy and discharge the Institution’s obligations with respect to the principal of and premium, if any, and
interest on the Bonds to the extent of the sum or sums so paid.

Particular Covenants

Punctual Payment. The Trustee shall from funds provided by the Institution punctually pay the principal or
Make-Whole Redemption Price and interest to become due in respect of all the Bonds, in strict conformity with the
terms of the Bonds and of the Indenture, according to the true intent and meaning thereof, from funds made
available by the Institution. When and as paid in full, all Bonds shall be delivered to the Trustee and shall forthwith
be cancelled by the Trustee and delivered to, or upon the order of, the Institution.

Compliance with Indenture. The Institution covenants not to issue, or permit to be issued, any Bonds in
any manner other than in accordance with the provisions of the Indenture, and shall not suffer or permit any Default
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(within its power to prevent) to occur under the Indenture, but shall faithfully observe and perform all the covenants,
conditions and requirements of the Indenture.

Against Encumbrances. The Institution shall not create or suffer to be created any pledge, lien, charge or
other encumbrance upon all or any part of the Indenture Fund or any of the amounts held therein pledged or
assigned under the Indenture while any of the Bonds are Outstanding, except the pledge and assignment created by
the Indenture and any statutory liens or other liens arising by operation of law. The Institution will assist the Trustee
in contesting any pledge, lien, charge or other encumbrance that does not comply with the provisions of the
Indenture.

Power to Issue Bonds and Make Pledge and Assignment. The Institution is duly authorized to issue the
Bonds and to enter into the Indenture and to pledge and assign the funds and accounts purported to be pledged and
assigned under the Indenture in the manner and to the extent provided in the Indenture. The Bonds are and will be
legal, valid and binding obligations of the Institution in accordance with their terms, and the Institution and the
Trustee shall at all times, to the extent permitted by law, defend, preserve and protect said pledge and assignment of
funds and accounts and all the rights of the Bondholders under the Indenture against all claims and demands of all
Persons whomsoever, subject to the limitations set forth in the Indenture relating to the Trustee.

Accounting Records and Financial Statements. With respect to each fund or account established and
maintained by the Trustee pursuant to the Indenture, the Trustee shall at all times keep, or cause to be kept, proper
books of record and account prepared in accordance with corporate trust accounting standards, in which complete
and accurate entries shall be made of all transactions relating to the receipt, investment, disbursement, allocation and
application of payments received from the Institution and the proceeds of the Bonds. Such books of record and
account shall be available for inspection by the Institution and any Bondholder, or his or her agent or representative
duly authorized in writing, at reasonable hours and under reasonable circumstances.

The Trustee shall file and furnish to each Bondholder who shall have filed his or her name and address with
the Trustee for such purpose, within 30 days after the end of each month, a complete financial statement (which
need not be audited and may be its regular account statements) covering receipts, disbursements, allocation and
application of any moneys (including proceeds of Bonds) in any of the funds and accounts established pursuant to
the Indenture for such month; provided that the Trustee shall not be obligated to deliver an accounting for any fund
or account that has a balance of $0.00 and has not had any activity since the last reporting. The Trustee shall also
furnish a copy of its monthly statement to the Institution.

Continuing Disclosure. The Institution has entered into continuing disclosure undertakings (the
“Continuing Disclosure Undertakings”) in connection with tax-exempt revenue bonds issued for the benefit of the
Institution (the “Tax-Exempt Bonds”). Holders and prospective purchasers of the Bonds may obtain copies of the
information provided by the Institution under those Continuing Disclosure Undertakings on the Municipal Securities
Rulemaking Board’s Electronic Municipal Market Access system (‘EMMA”). Each Continuing Disclosure
Undertaking terminates when the related tax-exempt revenue bonds are paid or deemed paid in full.

Events of Default and Remedies of Bondholders

Events of Default. The following events shall be “Events of Default”: (a) default in the due and punctual
payment of the principal or Make-Whole Redemption Price of any Bond when and as the same shall become due
and payable, whether at maturity as therein expressed, by proceedings for redemption, by acceleration or otherwise;
(b) default in the due and punctual payment of any interest on any Bond when and as such interest shall become due
and payable; (c) default by the Institution in the performance or observance of any of the other covenants,
agreements or conditions on its part contained in the Indenture or in the Bonds, if such default shall have continued
for a period of 60 days after written notice thereof, specifying such default and requiring the same to be remedied
and stating that such notice is a “Notice of Default” under the Indenture, shall have been given to the Institution by
the Trustee, or to the Institution and the Trustee by the Holders of not less than a majority in aggregate principal
amount of the Bonds at the time Outstanding; (d) the commencement by the Institution of a voluntary case under the
federal bankruptey laws, or if the Institution shall become insolvent or unable to pay its debts as they become due, or
shall make an assignment for the benefit of creditors, or shall apply for, consent to or acquiesce in the appointment
of, or taking possession by, a trustee, receiver, custodian or similar official or agent for itself or any substantial part
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of its property; (e) the appointment of a trustee, receiver, custodian or similar official or agent for the Institution or
for any substantial part of its property and such trustee or receiver shall not be discharged within sixty (60) days; or
(f) an order or decree for relief in an involuntary case under the federal bankruptey laws shall be entered against the
Institution, or a petition seeking reorganization, readjustment, arrangement, composition, or other similar relief as to
it under the federal bankruptcy laws or any similar law for the relief of debtors shall be brought against it and shall
be consented to by it or shall remain undismissed for sixty (60) days.

Acceleration of Maturity. If an Event of Default shall occur, then, and in each and every such case during
the continuance of such Event of Default, the Trustee may, upon notice in writing to the Institution, declare the
principal of all the Bonds then Outstanding, and the interest accrued thereon, to be due and payable immediately,
and upon any such declaration by the Trustee the same shall become and shall be immediately due and payable,
anything in the Indenture or in the Bonds contained to the contrary notwithstanding.

Any such declaration, however, is subject to the condition that if, at any time after such declaration and
before any judgment or decree for the payment of the moneys due shall have been obtained or entered, there shall be
deposited with the Trustee a sum sufficient to pay all the principal or Make-Whole Redemption Price of and interest
on the Bonds payment of which is overdue, with interest on such overdue principal at the rate borne by the Bonds,
and the reasonable charges and expenses of the Trustee, and any and all other Defaults known to the Trustee (other
than in the payment of principal of and interest on the Bonds due and payable solely by reason of such declaration)
shall have been made good or cured to the satisfaction of the Trustee or provision deemed by the Trustee to be
adequate shall have been made therefor, then, and in every such case, the Trustee shall, on behalf of the Holders of
all of the Bonds by written notice to the Institution, rescind and annul such declaration and its consequences and
waive such Default; but no such rescission and annulment shall extend to or shall affect any subsequent Default, or
shall impair or exhaust any right or power consequent thereon.

Rights as a Secured Party. The Trustee, as appropriate, may exercise all of the rights and remedies of a
secured party under the Uniform Commercial Code with respect to securities in the Indenture Fund, including
without limitation the Bond Fund and the Redemption Fund, including the right to sell or redeem such securities and
the right to retain the securities in satisfaction of the obligation of the Institution hereunder. Notice sent by
registered or certified mail, postage prepaid, or delivered during business hours, to the Institution at least seven N
days before an event under Uniform Commercial Code Sections 9-610 and 9-611, or any successor provision of law
shall constitute reasonable notification of such event.

Application of Moneys Collected by the Trustee. If an Event of Default shall occur and be continuing, all
moneys then held or thereafter received by the Trustee under any of the provisions of the Indenture {subject to
provisions of the Indenture requiring moneys to be held for payment of particular Bonds) shall be applied by the
Trustee as follows and in the following order:

{A) To the payment of reasonable fees and expenses of the Trustee (including reasonable fees and
disbursements of its counsel) incurred in and about the performance of its powers and duties under the Bond
Indenture;

(B) To the payment of any expenses necessary in the opinion of the Trustee to protect the interests of
the Holders of the Bonds; and

(O To the payment of the principal or Make-Whole Redemption Price of and interest then due on the
Bonds (upon presentation of the Bonds to be paid, and stamping thereon of the payment if only partially paid, or

surrender thereof if fully paid) subject to the provisions of the Indenture, as follows:

H Unless the principal of all of the Bonds shall have become or have been declared due and
payable,

First: To the payment to the Persons entitled thereto of all installments of interest then due in the
order of the maturity of such installments, and, if the amount available shall not be sufficient to pay in full
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any installment or installments due on the same date, then to the payment thereof ratably, according to the
amounts due thereon, to the Persons entitled thereto, without any discrimination or preference; and

Second: To the payment to the Persons entitled thereto of the unpaid principal or Make-Whole
Redemption Price of any Bonds which shall have become due, whether at maturity or by call for
redemption, in the order of their due dates, with interest on the overdue principal at the rate borne by the
Bonds, and, if the amount available shall not be sufficient to pay in full all the Bonds due on any date,
together with such interest, then to the payment thereof ratably, according to the amounts of principal or
Make-Whole Redemption Price due on such date to the Persons entitled thereto, without any discrimination
or preference.

2) If the principal of all of the Bonds shall have become or have been declared due and
payable, to the payment of the principal and interest then due and unpaid upon the Bonds, with interest on
the overdue principal at the rate borne by the Bonds, and, if the amount available shall not be sufficient to
pay in full the whole amount so due and unpaid, then to the payment thereof ratably, without preference or
priority of principal over interest, or of interest over principal, or of any installment of interest over any
other instaliment of interest, or of any Bond over any other Bond, according to the amounts due
respectively for principal and interest, to the Persons entitled thereto without any discrimination or
preference.

Trustee to Represent Bondholders. The Trustee is irrevocably appointed (and the successive respective
Holders of the Bonds, by taking and holding the same, shall be conclusively deemed to have so appointed the
Trustee) as trustee and true and lawful attorney-in-fact of the Holders of the Bonds for the purpose of exercising and
prosecuting on their behalf such rights and remedies as may be available to such Holders under the provisions of the
Bonds, the Indenture and applicable provisions of any law. Upon the occurrence and continuance of an Event of
Default or other occasion giving rise to a right in the Trustee to represent the Bondholders, the Trustee in its
discretion may, and upon the written request of the Holders of not less than a majority in aggregate principal amount
of the Bonds then Outstanding, and upon being indemnified to its satisfaction therefor, shall, proceed to protect or
enforce its rights or the rights of such Holders by such appropriate action, suit, mandamus or other proceedings as it
shall deem most effectual to protect and enforce any such right, at law or in equity, either for the specific
performance of any covenant or agreement contained in the Indenture, or in aid of the execution of any power
granted in the Indenture, or for the enforcement of any other appropriate legal or equitable right or remedy vested in
the Trustee, or in such Holders under the Bonds, the Indenture or any applicable law; and upon instituting such
proceeding, the Trustee shall be entitled, as a matter of right, to the appointment of a receiver of the amounts
pledged under the Indenture, pending such proceedings. If more than one such request is received by the Trustee
from the Holders, the Trustee shall follow the written request executed by the Holders of the greatest percentage
(which percentage shall be, in any case, not less than a majority in aggregate principal amount) of the Bonds then
Outstanding. All rights of action under the Indenture or the Bonds or otherwise may be prosecuted and enforced by
the Trustee without the possession of any of the Bonds or the production thereof in any proceeding relating thereto,
and any such suit, action or proceeding instituted by the Trustee shall be brought in the name of the Trustee for the
benefit and protection of all the Holders of such Bonds, subject to the provisions of the Indenture.

Bondholders’ Direction of Proceedings. The Holders of a majority in aggregate principal amount of the
Bonds then Outstanding shall have the right, by an instrument or concurrent instruments in writing executed and
delivered to the Trustee, and upon indemnifying the Trustee to its satisfaction therefor, to direct the time, method
and place of conducting all remedial proceedings taken by the Trustee under the Indenture, provided that such
direction shall not be otherwise than in accordance with law and the provisions of the Indenture, and that the Trustee
shall have the right to decline to follow any such direction which in the opinion of the Trustee would be unjustly
prejudicial to Bondholders not parties to such direction,

Limitation on Bondholder’s Right to Sue. No Holder of any Bond shall have the right to mstitute any suit,
action or proceeding at law or in equity, for the protection or enforcement of any right or remedy under the
Indenture or any applicable law with respect to such Bond, unless (1) such Holder shall have given to the Trustee
written notice of the occurrence of an Event of Default; (2) the Holders of not less than a majority in aggregate
principal amount of the Bonds then Outstanding shall have made written request upon the Trustee to exercise the
powers granted in the Indenture or to institute such suit, action or proceeding in its own name; (3) such Holder or
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said Holders shall have tendered to the Trustee indemnity satisfactory to it against the costs, expenses and liabilities
to be incurred in compliance with such request; and (4) the Trustee shall have refused or omitted to comply with
such request for a period of 60 days after such written request shall have been received by, and said tender of
indenmnity shall have been made to, the Trustee.

Such notification, request, tender of indemnity and refusal or omission are declared by the Indenture, in
every case, to be conditions precedent to the exercise by any Holder of Bonds of any remedy under the Indenture or
under law; 1t being understood and intended that no one or more Holders of Boands shall have any right in any
manner whatever by his or their action to affect, disturb or prejudice the security of the Indenture or the rights of any
other Holders of Bonds, or to enforce any right under the Indenture or applicable law with respect to the Bonds,
except in the manner provided in the Indenture, and that all proceedings at law or in equity to enforce any such right
shall be instituted, had and maintained in the manner provided in the Indenture and for the benefit and protection of
all Holders of the Outstanding Bonds, subject to the provisions of the Indenture.

Absolute Obligation of Institution. Notwithstanding any other provision of the Indenture, or in the Bonds,
nothing shall affect or impair the obligation of the Institution, which is absolute and unconditional, to pay the
principal or Make-Whole Redemption Price of and interest on the Bonds to the respective Holders of the Bonds at
their respective dates of maturity, or upon call for redemption, as provided in the Indenture, or, subject to the
provisions of the Indenture regarding limitation on Bondholders® right to sue, affect or impair the right of such
Helders to enforce such payment by virtue of the contract embodied in the Bonds.

Termination of Proceedings. In case any proceedings taken by the Trustee or any one or more Bondholders
on account of any Event of Default shall have been discontinued or abandoned for any reason or shall have been
determined adversely to the Trustee or the Bondholders, then in every such case the Institution, the Trustee and the
Bondholders, subject to any determination in such proceedings, shall be restored to their former positions and rights
under the Indenture, severally and respectively, and all rights, remedies, powers and duties of the Institution, the
Trustee and the Bondholders shall continue as though no such proceedings had been taken.

Remedies Not Exclusive. No remedy conferred in the Indenture upon or reserved to the Trustee or to the
Holders of the Bonds is in to be exclusive of any other remedy or remedies, and each and every such remedy, to the
extent permitted by law, shall be cumulative and in addition to any other remedy given under the Indenture or now
or hereafter existing at law or in equity or otherwise.

Delay or Omission Not Waiver. No delay or omission of the Trustee or of any Holder of the Bonds to
exercise any right or power arising upon the occurrence of any Default shall impair any such right or power or shall
be construed to be a waiver of any such Default or an acquiescence therein; and every power and remedy given by
the Indenture to the Trustee or to the Holders of the Bonds may be exercised from time to time and as often as may
be deemed expedient.

Waiver of Past Defaulss. The Trustee may, and upon request of the Holders of not less than a majority in
aggregate principal amount of the Outstanding Bonds shall, on behalf of the Holders of all the Bonds waive any past
Default under the Indenture and its consequences, except a Default: (A) In the payment of the principal or Make-
Whole Redemption Price of or interest on any Bond, or {B) in respect of a covenant or other provision of the
Indenture which, pursuant to the Indenture, cannot be modified or amended without the consent of the Holder of
each Outstanding Bond affected. Upon any such waiver, such Default shall cease to exist, and any Event of Default
arising therefrom shall be deemed to have been cured, for every purpose of the Indenture, but no such waiver shall
extend to any subsequent or other Default or impair any right consequent therson.

Undertaking for Costs. Subject to the provisions of the Indenture regarding the Trustee’s rights to
compensation and indemnification, the parties fo the Indenture agree, and each Holder of any Bond by such Person’s
acceptance thereot shall be deemed to have agreed, that any court may in its discretion require, in any suit for the
enforcement of any right or remedy under the Indenture, or in any suit against the Trustee for any action taken or
omiitted by it as Trustee, the filing by any party litigant in such suit of an undertaking to pay the costs of such suit,
and that such court may in its discretion assess reasonable costs, including reasonable attorneys fees, against any
party litigant in such suit, having due regard to the merits and good faith of the claims or defenses made by such
party litigant; but the provisions of this paragraph shall not apply to any suit instituted by the Trustee or to any suit
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instituted by any Bondholder or group of Bondholders holding in the aggregate more than a majority in aggregate
principal amount of the Outstanding Bonds.

Notice of Default. Upon a Responsible Officer’s actual knowledge of the existence of any Default under
the Indenture, the Trustee shall notify the Institution in writing as soon as practicable but in any event within 5
Business Days.

Upon a Responsible Officer’s actual knowledge of the existence of any Default under the Indenture, the
Trustee shall transmit by mail to all Bondholders, as their names and addresses appear in the bond register, notice of
such Default under the Indenture within 90 days, unless such Default shall have been cured or waived; provided,
however, that, except in the case of a Default in the payment of the principal or Make-Whole Redemption Price of
or interest on any Bond, the Trustee shall be protected in withholding such notice if and so long as the board of
directors, the executive committee or a trust committee of directors or Responsible Officers of the Trustee in good
faith determine that the withholding of such notice is in the interest of the Bondholders; and provided, further, that in
the case of any Default of the character specified in (¢) under “Events of Default” above, no such notice to
Bondholders shall be given until at least 30 days after the occurrence thereof.

Trustee May File Proofs of Claim. In case of the pendency of any receivership, insolvency, liquidation,
bankrupicy, reorganization, arrangement, adjustment, composition or other judicial proceeding relative to the
Institution or any other obligor upon the Bonds or the property of the Institution or of such other obligor or their
creditors, the Trustee (irrespective of whether the principal of the Bonds shall then be due and payable as therein
expressed or by declaration or otherwise and irrespective of whether the Trustee shall have made any demand on the
Institution for the payment of overdue principal or interest) shall be entitled and empowered, by intervention in such
proceeding or otherwise: (1) To file and prove a claim for the whole amount of principal (or Make-Whole
Redemption Price) and interest owing and unpaid in respect of the Bonds and to file such other papers or documents
as may be necessary or advisable in order to have the claims of the Trustee (including any claim for the reasonable
compensation, expenses, disbursements and advances of the Trustee, its agents and counsel including expenses and
fees of outside counsel and allocated costs of internal legal counsel) and of the Bondholders allowed in such judicial
proceeding; and (2) To collect and receive any moneys or other property payable or deliverable on any such claims
and to distribute the same; and any receiver, assignee, trustee, Jiquidator or sequestrator (or other similar official) in
any such judicial proceeding is, by the Indenture, authorized by each Bondholder to make such payments to the
Trustee and, in the event that the Trustee shall consent to the making of such payments directly to the Bondholders,
to pay to the Trustee any amount due to it for the reasonable compensation, expenses, disbursements and advances
of the Trustee, ifs agents and counsel including expenses and fees of outside counsel and allocated costs of internal
legal counsel, and any other amounts due the Trustee under the Indenture.

Nothing contained in the Indenture shall be deemed to authorize the Trustee to authorize or consent to or
accept or adopt on behalf of any Bondholder any plan of reorganization, arrangement, adjustment or composition
affecting the Bonds or the rights of any Holder thereof, or to authorize the Trustee to vote in respect of the claim of
any Bondholder in any such proceeding.

The Trustee

Duties, Immunities and Liabilities of Trustee. The Trustee shall, prior to an Event of Default, and after the
curing or waiver of all Events of Default which may have occurred, perform such duties and only such duties as are
specifically set forth in the Indenture, and, except to the extent required by law, no implied covenants or obligations
shall be read into the Indenture against the Trustee. The Trustee shall, during the existence of any Event of Default
(which has not been cured or waived), exercise such of the rights and powers vested in it by the Indenture, and use
the same degree of care and skill in their exercise, as a prudent person would exercise or use under the
circumstances in the conduct of such person’s own affairs.

The Institution may remove the Trustee at any time unless an Event of Default shall have occurred and then
be continuing, and shall remove the Trustee if at any time requested to do so by an instrument or concurrent
instruments in writing signed by the Holders of not less than a majority in aggregate principal amount of the Bonds
then Qutstanding (or their attorneys duly authorized in writing) or if at any time the Trustee shall cease to be eligible
in accordance with the Indenture, or shall become incapable of acting, or shall be adjudged a bankrupt or insolvent,
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or a receiver of the Trustee or its property shall be appointed, or any public officer shall take control or charge of the
Trustee or of its property or affairs for the purpose of rehabilitation, conservation or liquidation, in each case by
giving written notice of such removal to the Trustee, and thereupon shall appoint a successor Trustee by an
instrument in writing.

The Trustee may at any time resign by giving written notice of such resignation to the Institution and by
giving the Bondholders notice of such resignation by mail at the addresses shown on the registration books
maintained by the Trustee. Upon receiving such notice of resignation, the Institution shall promptly appoint a
successor Trustee by an instrument in writing. The Trustee shall not be relieved of its duties until such successor
Trustee has accepted appointment.

Any removal or resignation of the Trustee and appointment of a successor Trustee shall become effective
upon acceptance of appointment by the successor Trustee. If no successor Trustee shall have been appointed and
have accepted appointment within 30 days of giving notice of removal or notice of resignation as aforesaid, the
resigning Trustee or any Bondholder (on behalf of itself and all other Bondholders) may petition any court of
competent jurisdiction for the appointment of a successor Trustee, and such court may thereupon, after such notice
(if any) as it may deem proper, appoint such successor Trustee. Any successor Trustee appointed under the
Indenture, shall signify its acceptance of such appointment by executing and delivering to the Institution and to its
predecessor Trustee a written acceptance thereof, and thereupon such successor Trustee, without any further act,
deed or conveyance, shall become vested with all the moneys, estates, properties, rights, powers, trusts, duties and
obligations of such predecessor Trustee, with like effect as if originally named Trustee in the Indenture; but,
nevertheless at the request of the successor Trustee, such predecessor Trustee shall execute and deliver any and all
instruments of conveyance or further assurance and do such other things as may reasonably be required for more
fully and certainly vesting in and confirming to such successor Trustee all the right, title and interest of such
predecessor Trustee in and to any property held by it under the Indenture and shall pay over, transfer, assign and
deliver to the successor Trustee any money or other property subject to the trusts and conditions set forth in the
Indenture. Upon request of the successor Trustee, the Institution shall execute and deliver any and all instruments as
may be reasonably required for more fully and certainly vesting in and confirming to such successor Trustee all such
moneys, estates, properties, rights, powers, trusts, duties and obligations. Upon acceptance of appointment by a
successor Trustee as provided in this paragraph, the Institution shall mail or cause to be mailed (at the expense of the
Institution) a notice of the succession of such Trustee to the trusts under the Indenture to the Bondholders at the
addresses shown on the registration books maintained by the Trustee. If the Institution fails to mail such notice
within 15 days after acceptance of appointment by the successor Trustee, the successor Trustee shall cause such
notice to be mailed at the expense of the Institution.

Any successor Trustee shall be a trust company or bank having trust powers having a corporate trust office
in The Commonwealth of Massachusetts, having a combined capital and surplus of (or if such trust company or
bank is a member of a bank holding system, its bank holding company shall have a combined capital and surplus of)
at least fifty million dollars ($50,000,000), and subject to supervision or examination by federal or Commonwealth
of Massachusetts authority. In case at any time the Trustee shall cease to be eligible in accordance with the
provisions of this paragraph, the Trustee shall resign immediately in the manner and with the effect specified in the
Indenture.

Preservation and Inspection of Documents. All documents received by the Trustee under the provisions of
the Indenture shall be retained in its possession and shall be subject upon prior written notice to the inspection of the
Institution and any Bondholder, and their agents and representatives duly authorized in writing, at reasonable hours
and under reasonable conditions.

Modification or Amendment of the Indenture

Amendments Permitted. The Indenture and the rights and obligations of the Institution and of the Holders
of the Bonds and of the Trustee may be modified or amended from time to time and at any time by an indenture or
indentures supplemental to the Indenture, which the Institution and the Trustee may enter into when the written
consent of the Holders of a majority in aggregate principal amount of the Bonds then Outstanding shall have been
filed with the Trustee. No such modification or amendment shall (1) extend the fixed maturity of any Bond, or
reduce the amount of principal thereof, or reduce the rate of interest thereon, or extend the time of payment of
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interest thereon, or reduce any premium payable upon the redemption thereof, without the consent of the Holder of
each Bond so affected, or (2) reduce the aforesaid percentage of Bonds the consent of the Holders of which is
required to effect any such modification or amendment, or permit the creation of any lien on the Indenture Fund or
the amounts pledged under the Indenture prior to or on a parity with the lien created by the Indenture, or deprive the
Holders of the Bonds of the lien created by the Indenture on the Indenture Fund and such amounts (except as
expressly provided in the Indenture), without the consent of the Holders of all Bonds then Outstanding. It shall not
be necessary for the consent of the Bondholders to approve the particular form of any Supplemental Indenture, but it
shall be sufficient if such consent shall approve the substance thereof. Promptly after the execution by the
Institution and the Trustee of any Supplemental Indenture pursuant to this paragraph, the Trustee shall mail a notice,
setting forth in general terms the substance of such Supplemental Indenture, to the Bondholders at the addresses
shown on the registration books maintained by the Trustee. Any failure to give such notice, or any defect therein,
shall not, however, in any way impair or affect the validity of any such Supplemental Indenture.

The Indenture and the rights and obligations of the Institution, of the Trustee and of the Holders of the
Bonds may also be modified or amended from time to time and at any time by an indenture or indentures
supplemental to the Indenture, which the Institution and the Trustee may enter into without the necessity of
obtaining the consent of any Bondholders, but only to the extent permitted by law and only for any one or more of
the following purposes: (1) to add to the covenants and agreements of the Institution contained in the Indenture other
covenants and agreements thereafter to be observed, to pledge or assign additional security for the Bonds (or any
portion thereof), or to surrender any right or power reserved in the Indenture to or conferred upon the Institution,
provided that such covenant, agreement, pledge, assignment or surrender shall not materially adversely affect the
interests of the Holders of the Bonds; (2) to make such provisions for the purpose of curing any ambiguity,
inconsistency or omission, or of curing or correcting any defective provision, contained in the Indenture, or in regard
to matters or questions arising under the Indenture, as the Institution or the Trustee may deem necessary or desirable
and not inconsistent with the Indenture, and which shall not materially adversely affect the interests of the Holders
of the Bonds; (3) to modify, amend or supplement the Indenture or any Supplemental Indenture in such manner as to
permit the qualification hereof under the Trust Indenture Act of 1939, as amended, or any similar federal statute
hereafter in effect, and to add such other terms, conditions and provisions as may be permitted by said act or similar
federal statute, and which shall not materially adversely affect the interests of the Holders of the Bonds (provided,
however, that such modifications, amendments, supplements and additions shall be permitted under this paragraph
only if qualification under said act or similar federal statute is required by applicable law now or hereafter in effect);
or (4) to provide for the procedures required to permit any Bondholder, at its option, to utilize an uncertificated
system of registration of its Bond or to facilitate the registration of the Bonds in the name of a nominee of the
Securities Depository in accordance with the provisions of the Indenture.

The Trustee may in its discretion, but shall not be obligated to, enter into any such Supplemental Indenture
authorized by either of the two preceding paragraphs which materially adversely affects the Trustee’s own rights,
duties or immunities under the Indenture or otherwise.

Effect of Supplemental Indenture. Upon the execution of any Supplemental Indenture pursuant to the
Indenture, the Indenture shall be deemed to be modified and amended in accordance therewith, and the respective
rights, duties and obligations under the Indenture of the Institution, the Trustee and all Holders of Bonds
Outstanding shall thereafter be determined, exercised and enforced under the Indenture subject in all respects to such
modification and amendment, and all the terms and conditions of any such Supplemental Indenture shall be deemed
to be part of the terms and conditions of the Indenture for any and all purposes.

Amendment of Particular Bonds. The provisions of the Indenture regarding modification or amendment of
the Indenture shall not prevent any Bondholder from accepting any amendment as to the particular Bonds held by
such Bondholder, provided that due notation thereof is made on such Bonds.

Defeasance
Discharge of Indenture. The Bonds may be paid or discharged by the Institution or the Trustee on behalf
of the Institution in any of the following ways: (A) by paying or causing to be paid the principal or Make-Whole

Redemption Price of and interest on all Bonds Outstanding, as and when the same become due and payable; (B) by
depositing with the Trustee, in trust, at or before maturity, moneys or securities in the necessary amount (as provided
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in the Indenture) to pay when due or redeem all Bonds then Outstanding; or (C) by delivering to the Trustee, for
cancellation by it, all Bonds then Outstanding.

If the Institution shall also pay or cause to be paid all other sums payable under the Indenture by the
Institution, then and in that case at the election of the Institution (evidenced by a Certificate of the Institution filed
with the Trustee signifying the intention of the Institution to discharge all such indebtedness and the Indenture and
upon receipt by the Trustee of an Opinion of Counsel to the effect that the obligations under the Indenture and the
Bonds have been discharged), and notwithstanding that any Bonds shall not have been surrendered for payment, the
Indenture and the pledge of the Indenture Fund and all amounts held therein made under the Indenture and all
covenants, agreements and other obligations of the Institution under the Indenture (except as otherwise provided in
the Indenture) shall cease, terminate, become void and be completely discharged and satisfied and the Bonds
deemed paid.

Discharge of Liability on Bonds. Upon the deposit with the Trustee, in trust, at or before maturity, of
money or securities in the necessary amount (as provided in the Indenture) to pay or redeem any Outstanding Bond
(whether upon or prior to its maturity or the redemption date of such Bond), provided that, if such Bond is to be
redeemed prior to maturity, notice of such redemption shall have been given as provided in the Indenture or
provision satisfactory to the Trustee shall have been made for the giving of such notice, then all liability of the
Institution in respect of such Bond shall cease, terminate and be completely discharged, and the Bonds deemed paid,
except only that thereafter the Holder thereof shall be entitled to payment of the principal or Make-Whole
Redemption Price of and interest on such Bond by the Institution, and the Institution shall remain liable for such
payments, but only out of such money or securities deposited with the Trustee as aforesaid for their payment,
subject, however, to the provisions of the Indenture regarding payment of Bonds after discharge of the Indenture.

The Institation may at any time surrender to the Trustee for cancellation by it any Bonds previously issued
and delivered, which the Institution may have acquired in any manner whatsoever, and such Bonds, upon such
surrender and cancellation, shall be deemed to be paid and retired.

Payment of Bonds After Discharge of Indenture. Notwithstanding any provisions of the Indenture, any
moneys held by the Trustee in trust for the payment of the principal or Make-Whole Redemption Price of, or interest
on, any Bonds and remaining unclaimed for three years (or, if shorter, one day before such moneys would escheat to
The Commonwealth of Massachusetts under then applicable Massachusetts law) after such principal, Make-Whole
Redemption Price or interest, as the case may be, has become due and payable (whether at maturity or upon call for
redemption), shall be repaid to the Institution free from the trusts created by the Indenture upon receipt of an
indemnification agreement acceptable to the Institution and the Trustee indemnifying the Institution and the Trustee
with respect to claims of Holders of Bonds which have not yet been paid, and all liability of the Trustee and the
Institution with respect to such moneys shall thereupon cease; provided, however, that before the repayment of such
moneys to the Institution as aforesaid, the Trustee may (at the cost of the Institution) first mail to the Holders of
Bonds which have not yet been paid, at the addresses shown on the registration books maintained by the Trustee, a
notice, in such form as may be deemed appropriate by the Trustee with respect to the Bonds so payable and not
presented and with respect to the provisions relating to the repayment to the Institution of the moneys held for the
payment thereof.

Limitation of Rights to Parties and Bondholders

Nothing in the Indenture or in the Bonds expressed or implied is intended or shall be construed to give to
any Person other than the Institution, the Trustee and the Holders of the Bonds, any legal or equitable right, remedy
or claim under or in respect of the Indenture or any covenant, condition or provision therein contained; and all such
covenants, conditions and provisions are and shall be held to be for the sole and exclusive benefit of the Institution,
the Trustee and the Holders of the Bonds.

Evidence of Rights of Bondholders
Any request, consent or other instrument required or permitted by the Indenture to be signed and executed

by Bondholders may be in any number of concurrent instruments of substantially similar tenor and shall be signed or
executed by such Bondholders in Person or by an agent or agents duly appointed in writing.
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The fact and date of the execution by any Person of any such request, consent or other instrument or
writing may be proved by the certificate of any notary public or other officer of any jurisdiction, authorized by the
laws thereof to take acknowledgments of deeds, certifying that the Person signing such request, consent or other
instrument acknowledged to him the execution thereof, or by an affidavit of a witness of such execution duly sworn
to before such notary public or other officer.

The ownership of Bonds shall be proved by the registration books for the Bonds held by the Trustee.

Any request, consent, or other instrument or writing of the Holder of any Bond shall bind every future
Holder of the same Bond and the Holder of every Bond issued in exchange therefor or in lieu thereof, in respect of
anything done or suffered to be done by the Trustee or the Institution in accordance therewith or reliance thereon.

Waiver of Personal Liability

No member, officer, agent or employee of the Institution shall be individually or personally liable for the
payment of the principal or Make-Whole Redemption Price of or mnterest on the Bonds or be subject to any personal
liability or accountability by reason of the issuance thereof or the performance of any duty under the Indenture; but
nothing contained in the Indenture shall relieve any such member, officer, agent or employee from the performance
of any official duty provided by law or by the Indenture.

Governing Law; Venue

The Indenture shall be construed in accordance with and governed by the Constitution and the laws of The
Commonwealth of Massachusetts applicable to contracts made and performed in The Commonwealth of
Massachusetts. The Indenture shall be enforceable in The Commonwealth of Massachusetts, and any action arising
under the Indenture shall (unless waived by the Institution) be filed and maintained in The Commonwealth of
Massachusetts.

CUSIP Numbers

Neither the Trustee nor the Institution shall be liable for any defect or inaccuracy in the CUSIP number that
appears on any Bond or in any redemption notice.
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ROPES & GRAY LLP
ONE INTERNATIONAL PLACE BOSTON, MA 02110-2624 617-951-7000 F 617-851-7050
BOSTON NEW YORK PALO ALTO SAN FRANCISCO  TOKYO WASHINGTON, DC WWW.ropesgray.com

November 10, 2010

President and Fellows of Harvard College
440 Holyoke Center

1350 Massachusetts Avenue

Cambridge, Massachusetts 02138

Ladies and Gentlemen:

As counsel for President and Fellows of Harvard College (the “College™), we
have been requested to furnish you with an opinion in connection with the proposed issue
by the College of $300,000,000 principal amount of Taxable Bonds, Series 2010C (the
“Bonds™).

The College is an educational corporation incorporated on May 31, 1650 by Act
of the General Court of the Colony of Massachusetts Bay, confirmed, as amended, in the
Constitution of 1780 of The Commonwealth of Massachusetts, constituting, together with
certain acts of the General Court of The Commonwealth of Massachusetts and its
predecessors, the College’s Charter.

We have examined executed copies of the Indenture of Trust dated as of
November 1, 2010 (the “Indenture of Trust”) between the College and The Bank of New
York Mellon Trust Company, N.A. (the “Trustee”) and a certified copy of proceedings of
the College authorizing the execution of the Indenture of Trust and certain other
documents.

In addition, we have examined such other documents and have made such
investigation and such examination of law as we have deemed necessary for the purposes
of the following opinion.

For purposes of this opinion, we have assumed that the Trustee has all requisite
power and authority and has taken all necessary corporate action, consistent with all
applicable laws and regulations, to execute and deliver the Indenture of Trust and to
effect the transactions contemplated thereby.

Based upon the foregoing, we are of the opinion that:

1. The Indenture of Trust has been duly authorized, executed and delivered
and constitutes a valid and legally binding obligation of the College and, subject to the
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qualifications stated in the unnumbered paragraphs at the end of this opinion, is
enforceable against the College in accordance with their terms.

2. The Bonds have been duly authorized, issued and delivered against
payment of the agreed upon consideration and, subject to the qualifications contained in
the unnumbered paragraphs at the end of this opinion, are valid, legally binding, general
obligations of the College, enforceable against the College in accordance with their
terms.

Our opinion that the Indenture of Trust delivered to you today is the legal, valid
and binding obligation of the College, enforceable in accordance with its terms, is subject
to (a) bankruptcy, insolvency, reorganization, moratorium, and other similar laws
affecting the rights and remedies of creditors and secured parties, and (b) general
principles of equity. We do not express any opinion herein as to the availability of the
remedy of specific performance or injunctive relief or other relief in equity upon breach
of any of the agreements, documents, or obligations referred to herein.

The opinions expressed herein are subject to the qualification that the
enforceability of provisions in the Indenture of Trust providing for indemnification or
contribution may be limited by public policy considerations. In addition, we express no
opinion as to (i) the extent to which broadly worded waivers may be enforced, (ii) the
enforceability of any provision of the Indenture of Trust that purports to grant the right of
setoff, that permits the exercise of a right of setoff against amounts not then due, or that
constitutes a penalty or forfeiture, or (iii) the enforceability of any provision that provides
for conclusive presumptions or determinations, non-effectiveness of oral modifications,
powers of attorney, waiver of or consent to service of process and venue, or waiver of
offset or defenses.

In addition, certain provisions contained in the Indenture of Trust may be
unenforceable in whole or in part but the inclusion of such provisions in the Indenture of
Trust does not affect the validity of any of the other provisions thereof, and the remaining
provisions of the Indenture of Trust are sufficient for the practical realization of the
benefits intended to be provided thereby.

D-2



President and Fellows of Harvard College
November 10, 2010
Page 3
This opinion is solely for your benefit and the benefit of the Underwriters who

purchase the Bonds, and may not be relied upon by any subsequent holders of the Bonds
or by any other person.

Very truly yours,

Ropes & Gray LLP
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