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Report on Internal Control Over Financial Reporting and on 
Compliance and Other Matters Based on an Audit of Financial 

Statements Performed in Accordance With Government Auditing Standards  

The Board of Trustees 
The Reed Institute: 

We have audited the financial statements of The Reed Institute as of and for the year ended June 30, 2009, 
and have issued our report thereon dated October 27, 2009 with a reference to the adoption of FASB Staff 
Position No. 117-1, 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 (FSP 117-1) and SFAS No. 157, Fair Value 
Measurements. We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States. 

Internal Control over Financial Reporting 

In planning and performing our audit, we considered The Reed Institute’s internal control over financial 
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the 
financial statements, but not for the purpose of expressing an opinion on the effectiveness of The Reed 
Institute’s internal control over financial reporting. Accordingly, we do not express an opinion on the 
effectiveness of The Reed Institute’s internal control over financial reporting. 

A deficiency in internal control over financial reporting exists when the design or operation of a control 
does not allow management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or 
combination of deficiencies, in internal control over financial reporting, such that there is a reasonable 
possibility that a material misstatement of the entity’s financial statements will not be prevented, or 
detected and corrected on a timely basis.  

Our consideration of internal control over financial reporting was for the limited purpose described in the 
first paragraph of this section and was not designed to identify all deficiencies in internal control over 
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did not 
identify any deficiencies in internal control over financial reporting that we consider to be material 
weaknesses, as defined above. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether The Reed Institute’s financial statements are free 
of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
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This report is intended solely for the information and use of management, the Board of Trustees, others 
within the entity, and federal awarding agencies and is not intended to be and should not be used by 
anyone other than these specified parties. 

 

October 27, 2009 



THE REED INSTITUTE

Statements of Financial Position

June 30, 2009 and 2008

Assets 2009 2008

Current assets:
Cash and cash equivalents $ 7,094,502   14,228,789   
Accounts receivable – student and other (note 8) 473,915   364,014   
Short-term investments (note 3) —    103,217   
Contributions receivable, net of allowance $33,000 in 2009 and

$40,000 in 2008 (note 8) 634,605   758,178   
Prepaid expenses and other assets 2,531,139   2,177,474   

Total current assets 10,734,161   17,631,672   

Noncurrent assets:
Cash and cash equivalents whose use is limited 2,208,255   2,067,695   
Accounts receivable noncurrent – student and other, net of

allowance of $60,000 in 2009 and 2008 (note 8) 4,799,126   4,721,657   
Property, plant, and equipment, net (note 4) 115,553,119   111,861,840   
Contributions receivable – noncurrent net of allowance of

$1,077,000 in 2009 and $1,063,000 in 2008 (note 8) 20,437,444   20,191,773   
Funds held in trust by others (note 7) 11,096,955   14,419,352   
Long-term investments (note 3) 347,188,450   464,411,894   
Other assets 510,393   458,578   

Total noncurrent assets 501,793,742   618,132,789   

Total assets $ 512,527,903   635,764,461   

Liabilities and Net Assets

Current liabilities:
Accounts payable and accrued liabilities $ 4,946,142   7,370,427   
Postretirement benefits payable (note 6) 644,583   624,461   
Debt and capital leases, current portion (note 5) 1,244,463   1,185,296   
Deferred revenue 1,036,888   861,148   

Total current liabilities 7,872,076   10,041,332   

Long-term liabilities:
Accrued liabilities —    36,823   
Liability for split-interest agreements 9,400,829   10,635,777   
Postretirement benefits payable (note 6) 15,641,100   16,053,418   
Refundable loan programs 3,019,784   3,064,870   
Asset retirement obligation 2,892,350   2,829,607   
Debt and capital leases, net of current portion costs (note 5) 64,889,465   66,122,539   
Other liabilities 2,161,375   1,167,333   

Total long-term liabilities 98,004,903   99,910,367   

Total liabilities 105,876,979   109,951,699   

Net assets (note 9):
Unrestricted 224,075,841   303,566,419   
Temporarily restricted 68,342,511   111,156,580   
Permanently restricted 114,232,572   111,089,763   

Total net assets 406,650,924   525,812,762   

Total liabilities and net assets $ 512,527,903   635,764,461   

See accompanying notes to financial statements.
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THE REED INSTITUTE

Statement of Activities and Changes in Net Assets

Year ended June 30, 2009

Temporarily Permanently Total
Unrestricted restricted restricted 2009

Revenues, gains (losses), and other support:
Tuition and fees $ 51,158,542   —    —    51,158,542   

Less college-funded scholarships (17,711,741)  —    —    (17,711,741)  

Net tuition and fees 33,446,801   —    —    33,446,801   

Auxiliary enterprises 11,398,173   —    —    11,398,173   
Gifts and private grants 6,797,715   798,686   4,830,916   12,427,317   
Government grants, contracts, and student aid 1,666,578   —    —    1,666,578   
Realized and unrealized gains and losses (70,322,842)  (29,429,444)  —    (99,752,286)  
Other investment income 78,464   —    —    78,464   
Other revenues and additions 1,206,859   —    —    1,206,859   

Revenues and gains (losses) (49,175,053)  (28,630,758)  4,830,916   (72,974,895)  

Net assets released from restrictions 8,235,197   (8,235,197)  —    —    

Total revenues, gains (losses), and
other support (7,493,055)  (36,865,955)  4,830,916   (39,528,094)  

Expenses:
Educational and general:

Instruction 25,950,171   —    —    25,950,171   
Research 1,033,580   —    —    1,033,580   
Academic support 7,643,897   —    —    7,643,897   
General institutional support 11,432,009   —    —    11,432,009   
Student services 5,317,894   —    —    5,317,894   
Public affairs 4,793,607   —    —    4,793,607   

Total educational and general 56,171,158   —    —    56,171,158   

Auxiliary enterprises 15,544,428   —    —    15,544,428   

Total expenses 71,715,586   —    —    71,715,586   

(Decrease) increase from
operations (79,208,641)  (36,865,955)  4,830,916   (111,243,680)  

Nonoperating activity:
Other interest expense (107,674)  —    —    (107,674)  
Change in value of split-interest agreements —    (6,127,686)  (1,494,749)  (7,622,435)  
Other additions (deductions) (174,263)  179,572   (193,358)  (188,049)  

Total nonoperating activity (281,937)  (5,948,114)  (1,688,107)  (7,918,158)  

(Decrease) increase in net assets (79,490,578)  (42,814,069)  3,142,809   (119,161,838)  

Net assets, beginning of year 303,566,419   111,156,580   111,089,763   525,812,762   

Net assets, end of year $ 224,075,841   68,342,511   114,232,572   406,650,924   

See accompanying notes to financial statements.
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THE REED INSTITUTE

Statement of Activities and Changes in Net Assets

Year ended June 30, 2008

Temporarily Permanently Total
Unrestricted restricted restricted 2008

Revenues, gains, and other support:
Tuition and fees $ 49,174,352   —    —    49,174,352   

Less college-funded scholarships (16,278,569)  —    —    (16,278,569)  

Net tuition and fees 32,895,783   —    —    32,895,783   

Auxiliary enterprises 10,625,648   —    —    10,625,648   
Gifts and private grants 10,728,081   1,083,253   16,142,784   27,954,118   
Government grants, contracts, and student aid 1,591,217   —    —    1,591,217   
Realized and unrealized gains and losses (14,644,646)  (9,023,106)  —    (23,667,752)  
Other investment income 1,348,733   —    —    1,348,733   
Other revenues and additions 1,026,168   —    220   1,026,388   

Subtotal 10,675,201   (7,939,853)  16,143,004   18,878,352   

Net assets released from restrictions 7,575,356   (7,575,356)  —    —    

Total revenues, gains, and
other support 51,146,340   (15,515,209)  16,143,004   51,774,135   

Expenses:
Educational and general:

Instruction 25,553,682   —    —    25,553,682   
Research 1,225,039   —    —    1,225,039   
Academic support 7,910,323   —    —    7,910,323   
General institutional support 10,178,604   



THE REED INSTITUT E

Statements of Cash Flows

Years ended June 30, 2009 and 2008

2009 2008

Cash flows from operating activities:
Decrease in net assets $ (119,161,838)  (20,273,486)  
Adjustments to reconcile decrease in net assets to net cash used in

operating activities:
Depreciation and amortization 4,410,326   3,765,674   
Contributions restricted for long-term investment (4,880,482)  (2,897,081)  
Noncash contributions (1,000,805)  (3,800,755)  





THE REED INSTITUTE 

Notes to Financial Statements 

June 30, 2009 and 2008 
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€ Increases in temporarily restricted net assets if the terms of the gift impose restrictions on the 
use of the income or if endowment income has not yet been appropriated for expenditure. 

€ Increases in unrestricted net assets in all other cases. 
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June 30, 2009 and 2008 
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With a few exceptions, the monies in the endowment and similar funds are invested as a pool, and 
the related income of the pool is distributed to each participating fund based upon a spending 
formula and its relative proportion of the pool. 

In addition, monies, which are not required to meet short-term demands, are combined and invested. 
The income earned on these intermediate investments is allocated to each participating fund based 
upon its relative proportion of the combined investment. 

(e) Investments 

Investments in marketable equity securities with readily determinable fair values and all investments 
in debt securities are carried at fair value. In conjunction with the adoption of Statement No. 157, 
Reed College elected to early adopt the measurement provisions of Accounting Standards Update 
No. 2009-12, Investments in Certain Entities That Calculate Net Asset Value per Share (or Its 
Equivalent) to certain investments in funds that do not have readily determinable fair values 
including private investments, hedge funds, and real estate. This guidance amends Statement No. 157 
and allows for the estimation of the fair value of investments for which the investment does not have 
a readily determinable fair value using net asset value per share or its equivalent. Net asset value, in 
many instances may not equal fair value that would be calculated pursuant to Statement No. 157. 

Realized and unrealized gains and losses arising from the sale, collection, or other disposition of 
investments, as well as all dividends, interest, and other investment income, are shown in the 
statements of activities. Gains and investment income that are limited to specific uses by donor-
imposed restrictions are reported as increases in unrestricted net assets if the restrictions are met in 
the same reporting period that the gains and income are recognized. Losses on investments related to 
gifts that the donor required to be invested in perpetuity (i.e., endowment funds) are classified as 
decreases in temporarily restricted net assets until the investments fall below the original gift at 
which point they decrease unrestricted net assets. Subsequent gains that restore the fair value of the 
assets of the endowment funds to the required level are classified as increases in unrestricted net 
assets. 

(f) Split-Interest Agreements 

Reed College has been named as a beneficiary for various split-interest agreements. Each agreement 
provides for contractual payments to stated beneficiaries for their lifetimes, after which remaining 
principal and interest revert to Reed College. Assets contributed are recorded at fair value. In 
addition, Reed College has recognized the present value of estimated future payments to be made to 
beneficiaries over their expected lifetimes as a long-term liability. The present values of these 
estimated payments were determined on the basis of published actuarial factors for ages of the 
respective beneficiaries discounted using various rate tables. Annual adjustments are made between 
the liability and the net assets to record actuarial gains or losses. Differences between the assets 
contributed and the expected payments to be made to beneficiaries have been recorded as 
contribution revenue in the year established. These donations are either temporarily restricted on the 
basis of time or permanently restricted based on the intent of the donor. 



THE REED INSTITUTE 

Notes to Financial Statements 

June 30, 2009 and 2008 
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(g) Contributions Receivable 

Unconditional promises to give (contributions) are recorded as gifts and private grant income and 
contributions receivable. Promises to give are not recognized until they become unconditional, that 
is, when the donor-imposed restrictions are substa



THE REED INSTITUTE 
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June 30, 2009 and 2008 
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penalties, and disclosure. As Reed College is exempt from taxation under Section 501(c)(3) of the 
Internal Revenue Code as a qualified educational institution and is generally not subject to federal or 
state income taxes, the adoption of FIN 48 did not have a significant impact on the Reed College’s 
financial statements. 

(l) Cash and Cash Equivalents 

Cash and cash equivalents represent cash in bank and other highly liquid investments with original 
maturities of three months or less. Cash and cash equivalents whose use is limited are restricted for 
the Federal Perkins Loan program. 

(m) Deferred Revenue 

Deferred revenues consist primarily of prepayments of tuition and fees related to future academic 
years. 

(n) Postretirement Benefits 

Reed College has a noncontributory defined postretirement benefit plan covering participating 
employees upon their retirement. Reed College maintains a postretirement benefit plan and accounts 
for the plan within the framework of Statement of Financial Accounting Standards (SFAS) No. 158, 
Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, and still 
applicable, SFAS No. 106, Employers’ Accounting for Postretirement Benefits Other than Pensions, 
respectively. 

Reed College records annual amounts relating to its postretirement plan based on calculations that 
incorporate various actuarial and other assumptions, including discount rates, mortality, and 
healthcare cost trend rates. Reed College reviews its assumptions on an annual basis and makes 
modifications to the assumptions based on current rates and trends when it is appropriate to do so. 
Reed College believes that the assumptions utilized in recording its obligations under its plans are 
reasonable based on its experience and market conditions. 

(o) Concentration of Risk 

Reed College’s standard financial instruments include commercial paper, U.S. government and 
agency securities, corporate obligations, equity securities, mutual funds, hedge funds, private equity, 
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June 30, 2009 and 2008 
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In October 2008, the FASB issued FSP FAS 157-3, Determining the Fair Value of a Financial Asset 
When the Market for That Asset is Not Active, which was effective immediately. FSP FAS 157-3 
clarifies the application of SFAS 157 in cases where the market for a financial instrument is not 



THE REED INSTITUTE 

Notes to Financial Statements 

June 30, 2009 and 2008 
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(3) Investments 

The fair value of investments at June 30, 2009 and 2008 are as follows: 

2009 2008

Investments:
Short-term investments $ —    103,217   
Equity mutual funds 72,443,018   42,797,918   
Government fixed income 25,000   25,000   
Corporate fixed income 21,136,997   —    
Hedge funds 148,560,450   252,210,824   
Private equity 89,225,367   100,475,072   
Real estate 5,544,745   5,587,637   
Money market and other 10,252,873   63,315,443   

Total investments $ 347,188,450   464,515,111   

 

At June 30, 2009, Reed College has approximately $243 million in investments which are not readily 
marketable. These investments represent 70% of total investments and 60% of net assets at June 30, 2009. 
These investment instruments may contain elements of both credit and market risk. Such risks include, but 
are not limited to, limited liquidity, absence of regulatory oversight, dependence upon key individuals, 
emphasis on speculative investments (both derivatives and nonmarketable investments), and nondisclosure 
of portfolio composition. Because these investments are not readily marketable, their estimated value is 
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(b) Notes Payable 

Reed College borrowed $20,000,000 from the State of Oregon on May 1, 2000. The purpose of the 
issuance was to finance the construction of certain renovations, additions, alterations and 
improvements to the premises and educational facilities of the College, and the equipping, 
furnishing, and landscaping thereof. The full amount borrowed, net of unamortized discount and 
issuance costs, was expended on projects during the year ended June 30, 2002. The notes bear 
interest from 5.00% to 5.75% and mature in varying amounts from 2003 to 2032. 

Reed College borrowed $14,825,000 from the State of Oregon on May 1, 1991. Effective 
December 1, 1995, Reed College refinanced all but $1,565,000 of the 1991 State of Oregon notes 
and borrowed an additional $7,105,000. Effective June 7, 2006, Reed College refinanced the callable 
portion of the 1995 State of Oregon notes payable in the amount of $16,650,000. The 2006 State of 
Oregon notes mature on July 1, 2025 and bear interest at a variable rate set on a weekly basis by a 
dutch auction process or at a default rate if the auction is not successful. 

Reed College borrowed $30,000,000 through the Oregon Facilities Authority of the State of Oregon 
on August 1, 2007. The purpose of the issuance was to finance the construction of five residence 
halls, construction of a pedestrian bridge, and certain other renovations, additions, alterations, and 
furnishing and landscaping thereof. These bonds were issued initially as auction rate certificates 
(ARC’s), and were scheduled to mature on July 1, 2038 and bear interest at a variable rate set on a 
weekly basis by a dutch auction process. These bonds were subsequently refinanced by the 2008 
State of Oregon notes. 

Effective April 23, 2008, Reed College refinanced the 2006 and the 2007 State of Oregon Bonds in 
the amount of $47,060,000. The 2008 State of Oregon notes mature on July 1, 2038 and bear interest 
based on a weekly basis set through the remarketing process. In connection with the extinguishment 
of 2006 and 2007 State of Oregon bonds, Reed College expensed $761,016 of remaining 
unamortized financing costs as a loss on refinancing, which is included in the accompanying 
statements of activities during the year ended June 30, 2008. 

Wells Fargo Bank is the liquidity facility provider for the 2008 Bond Issue should the bonds fail to 
remarket. The Liquidity Facility agreement remains in effect until April 22, 2011, unless renewed or 
terminated pursuant to the conditions set forth in the 2008 Liquidity Facility. 

Notes payable are summarized as follows: 

2009 2008

2000 State of Oregon notes $ 19,215,000   19,345,000   
1995 State of Oregon notes 685,000   1,335,000   
2008 State of Oregon notes 46,710,000   47,060,000   

66,610,000   67,740,000   

Less discount (659,777)  (701,957)  

$ 65,950,223   67,038,043   
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June 30, 2009 and 2008 
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Principal payments on the notes payable become due as follows: 

2000 State 1995 State 2008 State
of Oregon of Oregon of Oregon

notes notes notes Total

2010 $ 135,000   685,000   375,000   1,195,000   
2011 140,000   —    1,085,000   1,225,000   
2012 155,000   —    1,145,000   1,300,000   
2013 160,000   —    1,185,000   1,345,000   
2014 165,000   —    1,210,000   1,375,000   
Thereafter 18,460,000   —    41,710,000   60,170,000   

$ 19,215,000   685,000   46,710,000   66,610,000   

 

Interest on the State of Oregon notes payable bonds and amortization of discount and issuance costs 
are as follows: 

2009 2008

Interest $ 1,871,412   3,243,211   
Amortization of discount and issuance costs 63,695   426,647   
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activities and changes in net assets as realized and unrealized losses. The fair value of the swap 
agreement as of June 30, 2009 and 2008 was a liability of $2,161,375 and $1,167,333, respectively, 
which is recorded in the statements of financial position as other long-term liabilities. 

(6) Postretirement Benefits 

Reed College has a defined contribution noncontributory pension plan administered through Teachers 
Insurance and Annuity Association – College Retirement Equities Fund. Certain employees are eligible to 
participate and must be employed one year and have attained the age of twenty-one. All contributions vest 
immediately with the employee at the rate of 10% of the participating employees’ monthly compensation. 
Reed College’s policy is to fund pension expenses as incurred. Expenditures relating to the plan were 
$2,590,841 and $2,431,842 for the years ended June 30, 2009 and 2008, respectively, and are included in 
education and general expenses in the accompanying statements of activities. 

Reed College maintains a defined benefit retiree medical insurance plan, which is administered by Pioneer 
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Net periodic benefit cost for the years ended June 30 included the following components: 

2009 2008

Interest cost $ 1,117,437   1,080,133   
Service cost 341,242   431,134   
Amortization of gain (171,056)  (78,633)  

Net periodic benefit cost $ 1,287,623   1,432,634   

 

Reed College used the following actuarial assumptions to determine its employee benefit obligations at and 
net periodic benefit cost for the years ended June 30, 2009 and 2008, as measured at June 30: 

2009 2008

Benefit obligation:
Weighted average discount rate 7.00% 6.60%
Rate of increase in per capita cost of covered 8% trending to 8% trending to

healthcare benefits 5% in 2014 5% in 2013

Net periodic benefit cost:
Weighted average discount rate 6.60% 6.25%
Rate of increase in per capita cost of covered 8% trending to 9% trending to

healthcare benefits 5% in 2013 5% in 2013

 

Reed College’s policy is to fund the plan as claims payments are made. In the 2009-2010 fiscal year, Reed 
College expects to contribute, from ongoing cash flows and current assets, $644,583 to the plan. Benefit 
payments, which reflect expected future service, as appropriate, are expected to be paid as follows for the 
years ending June 30: 

Year:
2010 $ 644,583   
2011 700,935   
2012 753,992   
2013 811,956   
2014 860,180   
2015 – 2019 5,232,439   

 

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 provides an employer 
subsidy of 28% of gross annual prescription drug cost
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for the employer subsidy and Reed College expects to receive a subsidy, in October of 2009 in the amount 
of $14,389. 

(7) Funds Held in Trust by Others 

Reed College has been named beneficiary of a portion of the remainder of six trusts maturing at specified 
dates in the future. These trusts are administered by other entities. Reed College revalues the receivables 
using the fair value of expected future cash flows. At June 30, 2009 and 2008, the trusts receivable were 
$11,096,955 and $14,419,352, respectively, and were included under funds held in trust by others, 
noncurrent. 

(8) Contributions and Accounts Receivable 

Contributions receivable consist of the following: 

2009 2008

Annual fund $ 1,971,805   2,488,610   
Campaign fund 152,549   257,865   
Endowment fund 19,529,467   18,835,892   
Campus center 2,294,500   2,310,248   

Gross contributions  receivable $ 23,948,321   23,892,615   

 

Contributions receivable reported on the statements of financial position were as follows: 

2009 2008

Current:
Gross contributions receivable $ 667,605   798,178   
Less allowance for doubtful accounts (33,000)  (40,000)  

Total current net contributions receivable 634,605   758,178   

Long-term (one to five years):
Gross contributions receivable 23,280,716   23,094,437   
Less allowance for doubtful accounts (1,077,000)  (1,063,000)  

Net long-term contributions receivable 22,203,716   22,031,437   

Less discount to present value (1,766,272)  (1,839,664)  

Total long-term net contributions receivable 20,437,444   20,191,773   

Total net contributions receivable $ 21,072,049   20,949,951   

 

Reed College expects to receive $6,300,000 in fiscal year 2010 and $17,600,000 over the following three 
fiscal years, related to receivables outstanding at June 30, 2009. 

Contributions receivable due in excess of one year are discounted at 3.3% to 4.5% and 3.2% to 3.5% for 
the years ended June 30, 2009 and 2008, respectively. 
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Of the net unconditional promises to give included above, $17,309,274 represents an unconditional 
promise to give from 19 members of the Reed College board of trustees due in one to three years.  

Accounts receivable consist of the following at June 30, 2009: 

Unrestricted Restricted Loan fund Endowment Total

Current:
Student accounts receivable $ 74,130  —  —  —  74,130  
Related parties —  94,220  —  —  94,220  
Grants and contracts receivable —  165,508  —  —  165,508  
Other receivables 140,057  —  —  —  140,057  

214,187  259,728  —  —  473,915  

Noncurrent:
Student accounts receivable —  —  30,715  —  30,715  
Reed loans —  —  1,081,353  —  1,081,353  
Related parties —  —  6,053  —  6,053  
Federal Perkins loans —  —  3,741,244  —  3,741,244  

—  —  4,859,365  —  4,859,365  

Less allowance for
doubtful accounts —  —  (60,239) —  (60,239) 

$ 214,187  259,728  4,799,126  —  5,273,041  

 

Accounts receivable consist of the following at June 30, 2008: 

Unrestricted Restricted Loan fund Endowment Total

Current:
Student accounts receivable $ 102,745  —  —  —  102,745  
Related parties —  116,999  —  —  116,999  
Grants and contracts receivable —  1,993  —  —  1,993  
Other receivables 142,277  —  —  —  142,277  

245,022  118,992  —  —  364,014  

Noncurrent:
Student accounts receivable —  —  22,866  —  22,866  
Reed loans —  —  996,038  
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The Federal Perkins loans and Reed loans are generally payable at interest rates of 5% to 9% over 
approximately ten years. Repayment begins after a designated grace period following the student’s college 
attendance. Principal payments, interest, and losses due to cancellation are shared by Reed College and the 
U.S. government in proportion to their share of funds provided. The Federal Perkins loan program provides 
for cancellation of loans if the student is employed in certain occupations following graduation 
(employment cancellations). Such employment cancellations are absorbed in full by the U.S. government. 

(9) Net Assets 

At June 30, 2009 and 2008, net a
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In August 2008, the FASB issued FASB Staff Position (FSP) No. 117-1, 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 (FSP 117-1). 
FSP 117-1 is effective for fiscal years ending after December 15, 2008. The major change in net assets 
classification resulting from FSP 117-1 relates to the portion of the fund not stipulated by the donor to be 
restricted in perpetuity. In the absence of explicit donor instructions on the use of such funds, the earnings 
previously classified as either permanently restricted or unrestricted must be reported as temporarily 
restricted until appropriated for spending. Reed College reviewed its net asset accounts to identify the 
cumulative amount of unspent endowment earnings that had not yet been appropriated for expenditure as 
of July 1, 2007. As such, during fiscal year 2008, management recorded a reclassification of net assets 
from unrestricted to temporarily restricted of $101,563,548. 

The adoption of FSP 117-1 resulted in three reclassifications from unrestricted net assets to temporarily 
restricted net assets for a net change of $74,865,181 comp
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Changes in endowment net assets for the year ended June 30, 2009 and 2008 are as follows: 

Temporarily Permanently
Unrestricted restricted restricted Total

Endowment net assets, July 1, 2008 $ 245,098,564  86,587,746  105,858,805  437,545,115  
Investment return:

Net investment loss (868,719) (2,465,961) —  (3,334,680) 
Net depreciation of investments (68,140,390) (26,963,483) —  (95,103,873) 

Contributions —  —  4,419,742  4,419,742  
Contributions from trust terminations 132,502  —  387,427  519,929  
Appropriation of endowment assets

for expenditure (14,502,318) (7,411,165) —  (21,913,483) 
Transfers to create board-designated

endowment fund 1,175,236  —  —  1,175,236  
Transfers and other reclassifications (98,990) —  (13,786) (112,776) 

Endowment net assets, June 30, 2009 $162,795,885  49,747,137  110,652,188  323,195,210  

 

Temporarily Permanently
Unrestricted restricted restricted Total

Endowment net assets, July 1, 2007 $ 370,667,132  —  90,203,264  460,870,396  
Net asset reclassification based on

change in law (101,563,548) 101,563,548  —  —  
Investment return:

Net investment loss (280,747) (682,647) —  (963,394) 
Net depreciation of investments (13,116,857) (8,340,459) —  (21,457,316) 

Contributions —  —  15,662,459  15,662,459  
Contributions from trust terminations 413,300  —  —  413,300  
Appropriation of endowment assets

for expenditure (13,861,211) (5,952,696) —  (19,813,907) 
Transfers to create board-designated

endowment funds 2,618,280  —  —  2,618,280  
Transfers and other reclassifications 222,215  —  (6,918) 215,297  

Endowment net assets, June 30, 2008 $245,098,564  86,587,746  105,858,805  437,545,115  

 

(11) Commitments and Contingencies 

Reed College has placed certain of its medical and dental insurance coverage with the Pioneer Educators 
Health Trust (PEHT), formulated by seven similar western colleges and universities for the purpose of 
providing medical and dental insurance to higher education institutions. Under the agreement, member 
institutions are required to make contributions to the fund at such times and in an amount as determined by 
the Trustees’ for the various benefit programs sufficient to provide the benefits, pay the administrative 
expenses of the Plan, which are not otherwise paid by Reed College directly, and to establish and maintain 
a minimum reserve as determined by the Trustee. In the event losses of PEHT exceed its capital and 
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secondary coverage’s, the maximum contingent liability exposure to Reed College is approximately 
$170,914. This exposure fluctuates based on changes in actuarial assumptions, medical trend rates, and 
reinsurance amounts. The level of reinsurance is not expected to fluctuate significantly in the future. 

On July 1, 1988, Reed College elected to place its liability insurance coverage with the College Liability 
Insurance Company, Ltd. (CLIC). CLIC was formed by seven similar western colleges and universities for 
the purpose of providing liability insurance to higher education institutions. As a portion of its capital, 
CLIC has placed a $2,000,000 standby letter of credit of which Reed College is contingently liable for a 
pro rata portion based upon premium contributions from covered institutions. In the event the losses of 
CLIC exceed its capital and secondary coverages, the maximum contingent liability exposure to Reed 
College is approximately $200,520. As of June 30, 2009 and 2008, there were no amounts outstanding 
against the standby letter of credit. 

From time to time, Reed College is involved in various claims and legal actions arising in the ordinary 
course of business. In the opinion of management, most of these claims and legal actions are covered by 
insurance and the ultimate disposition of these matters will not have a material effect on Reed College’s 
financial position, statements of activities, or cash flow. 

(12) Fair Value Measurements 

(a) Fair Value of Financial Instruments 

The following methods and assumptions were used to estimate the fair value of each class of 
financial instruments: 

Cash and cash equivalents, and accounts receivable: The carrying amounts, at face value or cost plus 
accrued interest, approximate fair value because of the short maturity of these instruments. 

Contributions receivable, funds held in trust by others and liability for split-interest agreements: The 
fair value is determined as the present value of future contractual cash flows discounted at an interest 
rate that reflects the risks inherent in those cash flows. The discount rates range from 1.37% to 
4.71% and approximate rates currently offered by local lending institutions for loans of similar terms 
to companies with comparable credit risk. 

Investments: Equity securities are measured usin
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Long-term debt: The fair value of the Reed College’s long-term debt is measured using quoted 
offered-side prices when quoted market prices are available. 

(b) Fair Value Hierarchy 

Reed College adopted SFAS 157 on July 1, 2008 for fair value measurements of financial assets and 
financial liabilities and for fair value measurements of nonfinancial items that are recognized or 
disclosed at fair value in the financial statements on a recurring basis. SFAS 157 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 
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The following table presents assets and liabilities that are measured at fair value on a recurring basis 
at June 30, 2009: 

Quoted
prices in

active Significant
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(13) Split-Interest Agreements 

The following schedule summarizes the change in value and its presentation in the statements of activities 
as related to the change in value of split-interest agreements: 

Dividends and interest $ 701,503   
Beneficiary payments (1,434,287)  
Investment fees (172,452)  
Net realized gain 149,276   
Net unrealized loss (6,866,475)  

Total change in value $ (7,622,435)  

 

(14) Fund-Raising Expense 

The college expended $2,769,531 and $2,573,084 for the years ended June 30, 2009 and 2008, 
respectively, for payroll and benefits, informational materials, travel, and special events relating to fund-
raising activities. These costs are all classified as external affairs in the financial statements. 

(15) Subsequent Events 

Reed College evaluated subsequent events after the balance sheet date of June 30, 2009 through 
October 27, 2009, which was the date the financial statements were issued. 
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Report on Compliance with Requirements 
Applicable to Each Major Program and Internal Control over 

Compliance in Accordance with OMB Circular A-133 

The Board of Trustees 
The Reed Institute 
Portland, Oregon: 

Compliance 

We have audited the compliance of The Reed Institute with the types of compliance requirements 
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement 
(Compliance Supplement) that are applicable to each of its major federal programs for the year ended 
June 30, 2009, except the requirements discussed in the second paragraph of this report. The Reed 
Institute’s major federal programs are identified in the summary of auditor’s results section of the 
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws, 
regulations, contracts, and grants applicable to each of its major federal programs is the responsibility of 
The Reed Institute’s management. Our responsibility is to express an opinion on The Reed Institute’s 
compliance based on our audit. 

We did not audit The Reed Institute’s compliance with the requirements governing maintaining contact 
with borrowers and billing and collection procedures in accordance with the requirements of the Student 
Financial Assistance Cluster: Federal Perkins Loan program as described in the Compliance Supplement. 
Those requirements govern functions performed by Affiliated Computer Services, Inc. (ACS). Since we 
did not apply auditing procedures to satisfy ourselves as to compliance with those requirements, the scope 
of work was not sufficient to enable us to express, and we do not express, an opinion on compliance with 
those requirements. ACS’s compliance with the requirements governing the functions that it performs for 
Reed Institute for the year ended June 30, 2009 was examined by other accountants in accordance with the 
U.S. Department of Education’s Audit Guide, Audits of Federal Student Financial Assistance Programs at 
Participating Institutions and Institution Servicers. Our report does not include the results of the other 
accountants’ examination of ACS’s compliance with such requirements.  

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of 
States, Local Governments, and Nonprofit Organizations. Those standards and OMB Circular A-133 
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that could have a direct and material effect on a major federal 
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In our opinion, The Reed Institute complied, in all material respects, with the requirements referred to in 
the first paragraph above that are applicable to each of its major federal programs for the year ended 
June 30, 2009. 

Internal Control over Compliance 

The management of The Reed Institute is responsible for establishing and maintaining effective internal 
control over compliance with the requirements of laws, regulations, contracts, and grants applicable to 
federal programs. In planning and performing our audit, we considered The Reed Institute’s internal 
control over compliance with requirements that could have a direct and material effect on a major federal 
program in order to determine our auditing procedures for the purpose of expressing our opinion on 
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control over 
compliance. Accordingly, we do not express an opinion on the effectiveness of The Reed Institute’s 
internal control over compliance. 

Requirements governing maintaining contact with and billing borrowers under the Federal Perkins Loan 
Program in the Student Financial Assistance Cluster: Federal Perkins Loan program as described in the 
Compliance Supplement are performed by ACS. Internal control over compliance relating to such 
functions for the year ended June 30, 2009 was reported on by other accountants in accordance with the 
U.S. Department of Education’s Audit Guide, Audits of Federal Student Financial Assistance Programs at 
Participating Institutions and Institution Servicers. Our report does not include the results of the other 
accountants’ testing of ACS’s internal control over compliance related to such functions. 

Requirements governing maintaining contact with borrowers and billing and collection procedures in the 
Student Financial Assistance Cluster: Federal Perkins Loan program as described in the Compliance 
Supplement are performed by ACS. Internal control over compliance related to such functions for the year 
ended June 30, 2009 was reported on by other accountants in accordance with the U.S. Department of 
Education’s Audit Guide, Audits of Federal Student Financial Assistance Programs at Participating 
Institutions and Institution Servicers. Our report does not include the results of the other accountants’ 
testing of ACS’s internal control over compliance related to such functions. 

A control deficiency in an entity’s internal control over compliance exists when the design or operation of 
a control does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program 
on a timely basis. A significant deficiency is a control 



   

 
 

 

 32 

Schedule of Expenditures of Federal Awards 

We have audited the financial statements of The Reed Institute as of and for the year ended June 30, 2009, 
and have issued our report thereon dated October 27, 2009. Our audit was performed for the purpose of 
forming an opinion on the basic financial statements taken as a whole. The accompanying schedule of 
expenditures of federal awards is presented for purposes of additional analysis as required by OMB 
Circular A-133, and is not a required part of the basic financial statements. Such information has been 
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our 
opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a 
whole. 

This report is intended for the information and use of the audit committee, board of trustees, management 
of The Reed Institute, federal awarding agencies and pass-through entities and is not intended to be and 
should not be used by anyone other than these specified parties. 

 

October 27, 2009 
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Federal Federal
Federal grantor/pass-through grantor/program title CFDA number expenditures

Student Financial Assistance Cluster:
Department of Education:

Direct programs:
PELL grant 84.063   $ 689,623   
Perkins loans 84.038   381,589   
Federal work study 84.033   189,391   
Supplemental education opportunity grant 84.007   226,006   
Academic Competitiveness Grant 84.375   57,766   
National Smart Grant 84.376   54,000   

Total Student Financial Assistance Cluster 1,598,375   

Research and Development Cluster:
National Science Foundation:

RUI – Telomere Function and Dysfunction in Vivo 47.074   120,613   
RUI – Char of Glut S-trans fr Nit-fixing Root Nodules 47.074   57,004   
RUI – Molecular Modules of Agression 47.074   11,935   
Prog to Retain Prom Undergrad Math/Sci Majors 47.076   72,830   

Total National Science Foundation 262,382   

National Institutes of Health:
Reinforced Variability and Operant Behavior 93.242   47,117   
Ler_mediated Regulation of EPEC Virulence Genes 93.855   70,250   
Cognitions in Youth Substance Use Relapse Context 93.279   80,047   
Mech for Env & Genetic Rev of Gender Biased Behavior 93.859   62,498   
Studies of Manganese Binding Regulatory Proteins 93.859   49,644   
Genetics of Barley 93.859   62,071   

Total National Institute of Health 371,627   

Total research and development cluster 634,009   

Total expenditures of federal awards $ 2,232,384   Retaf Health:0,M6 vio
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(16) Summary of Significant Accounting Policies 

The accompanying schedule of expenditures of federal awards includes all federal grants received by The 
Reed Institute which had activity during the year ended June 30, 2009. This schedule has been prepared on 
the accrual basis of accounting. 

(17) Loan Program Administration 

The Reed Institute administers the following loan program: 

Outstanding
CFDA balance at

number June 30, 2009

Perkins loans 84.038   $ 3,741,244   
 

(18) Federal Family Education Loan Program (FFELP) 

During the fiscal year ended June 30, 2009, The Reed Institute processed the following amount of new 
loans under the FFELP (which includes Stafford Loans, and Parents’ Loans for Undergraduate Students): 

CFDA
number Amount

Stafford loans 84.032   $ 2,525,780   
Parents’ loans for undergraduate students 84.032   1,778,773   

Total $ 4,304,553   

 

(19) Administrative Costs 

The amount of Perkins loans disbursements shown on the Schedule of Expenditures of Federal Awards 
includes the current year administrative cost allowance of $45,052. 
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(1) Summary of Auditors’ Results 

(a) The type of report issued on the financial statements: Unqualified opinion 

(b) Significant Deficiencies in internal control were disclosed by the audit of the financial statements: 
None Reported 

 Material weaknesses: No 

(c) Noncompliance which is material to the financial statements: No 

(d) Significant Deficiencies in internal control over major programs: None reported 

 Material weaknesses: No 

(e) The type of report issued on compliance for major programs: Unqualified opinion 

(f) Any audit findings which are required to reported under Section 510(a) of OMB Circular A-133: No 

(g) Major program: Student Financial Assistance Cluster 

(h) Dollar threshold used to distinguish between Type A and Type B programs: $300,000 

(i) Auditee qualified as a low-risk auditee under Section 530 of OMB Circular A-133: Yes 

(2) Findings Relating to the Financial Statements Reported in Accordance with Government Auditing 
Standards: No 

(3) Findings and Questioned Costs Relating to Federal Awards: No 


