
 

 

THE REED INSTITUTE 

Financial Statements 

June 30, 2012 and 2011 

(With Independent Auditors’ Report Thereon) 

 



 

 

Independent Auditors’ Report 

The Board of Trustees 
The Reed Institute: 

We have audited the accompanying statements of financial position of The Reed Institute as of June 30, 
2012 and 2011, and the related statements of activities and changes in net assets, and cash flows for the 
years then ended. These financial statements are the responsibility of The Reed Institute’s management. 
Our responsibility is to express an opinion on these financial statements based on our audits. 

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of The Reed Institute as of June 30, 2012 and 2011, and the changes in its net assets and 
its cash flows for the years then ended in conformity with U.S. generally accepted accounting principles. 

 

October 11, 2012 
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THE REED INSTITUTE

Statements of Financial Position

June 30, 2012 and 2011

Assets 2012 2011

Current assets:
Cash and cash equivalents $ 19,758,368    10,142,365   
Accounts receivable – student and other (note 8) 1,171,287    236,847   
Short-term investments (note 3) 2,154,769    1,264,818   

6,913,037    5,362,287   
Postretirement benefits payable (note 6) 741,405    611,371   
Debt and capital leases, current portion (note 5) 1,286,898    1,220,195   
Deferred revenue 1,094,440    980,452   

Total current liabilities 10,035,780    8,174,305   

Long-term liabilities:

83,895,011   
Other liabilities 3,254,477    2,368,419   

Total long-term liabilities 124,706,816    118,087,001   

Total liabilities 134,742,596    126,261,306   

Net assets (note 9):
Unrestricted 289,919,580    278,001,047   
Temporarily restricted 70,556,190    91,185,175   
Permanently restricted 155,090,685    137,158,330   

Total net assets 515,566,455    506,344,552   

Total liabilities and net assets $ 650,309,051    632,605,858   

See accompanying notes to financial statements.
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The payment schedule for the capital lease obligation is as follows: 

2013 $ 140,445   
2014 140,025   
2015 86,790   
2016 36,899   
2017 15,370   

419,529   

Less amount representing interest (31,366)  

$ 388,163   

 

(b) Notes Payable 

During 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. 

Effective March 22, 2011, Reed College refinanced the 2000 State of Oregon Bonds in the amount 
of $19,080,000 and borrowed an additional $20,950,000 to be used to finance the construction of a 
new performing arts building. 

Wells Fargo Bank is the liquidity facility provider for the 2011 Bond Issue should the bonds fail to 
remarket. The Liquidity Facility agreement remains in effect until April 22, 2015, unless renewed or 
terminated pursuant to the conditions set forth in the 2008 Liquidity Facility. 

Notes payable are summarized as follows: 

2012 2011

2008 State of Oregon notes $ 44,105,000   45,250,000   
2011 State of Oregon notes 40,030,000   40,030,000   

84,135,000   85,280,000   

Less discount (449,995)  (466,796)  

Total $ 83,685,005   84,813,204   
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for cancellation of loans if the student is employed in certain occupations following graduation 
(employment cancelations). Such employment cancellations are absorbed in full by the U.S. government. 

(9) Net Assets 

At June 30, 2012 and 2011, net assets consisted of the following: 

2012 2011

Unrestricted:
Operating $ 8,068,608   14,995,927   
Designated for special programs 12,348,592   14,577,748   
Institutional loan programs 4,530,460   4,358,742   
Funds functioning as endowment 120,677,563   101,250,511   
Accumulated quasi-endowment gains 106,374,090   107,520,141   
Net investment in plant 37,920,267   35,297,978   

Total unrestricted $ 289,919,580   278,001,047   

Temporarily restricted:
Educational and general programs $ 10,628,200   11,649,644   
Annuity and life income funds 8,004,548   20,897,125   
Accumulated endowment gains 47,728,650   53,412,186   
Other temporarily restricted net assets 4,194,792   5,226,220   

Total temporarily restricted $ 70,556,190   91,185,175   

Permanently restricted:
True endowment funds $ 151,936,022   133,461,917   
Annuity and life income funds 3,154,663   3,696,413   

Total permanently restricted $ 155,090,685   137,158,330   

 

(10) Endowments 

Through December 31, 2007, Reed College’s management and investment of donor-restricted endowment 
funds were subject to the provisions of the Uniform Management of Institutional Funds Act (UMIFA). In 
2006, the Uniform Law Commission approved the model act, UPMIFA, that serves as a guideline to states 
using the enacted legislation. Among UPMIFA’s most significant changes is the elimination of UMIFA’s 
concept of historic dollar value threshold, the amount below which an organization could not spend from 
the endowment fund, in favor of a more robust set of guidelines about what constitutes prudent spending. 
Effective January 1, 2008, the State of Oregon enacted UPMIFA, the provisions of which apply to 
endowment funds existing on or established after that date. 

In August 2008, the FASB issued FASB ASC No. 958-205, 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 was effective 
for fiscal years 2012 and 2011 for Reed College. The major change in net assets classification resulting 
from ASC 958-205 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 
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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 board of trustees. In the event losses of 
PEHT exceed its capital and secondary coverage’s, the maximum contingent liability exposure to Reed 
College is approximately $432,691. 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 $158,629. As of June 30, 2012 and 2011, 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 and funds held in trust by others: 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. 

Investments: Equity securities are measured using quoted market prices at the reporting date 
multiplied by the quantity held. Debt securities are measured using quoted market prices multiplied 
by the quantity held when quoted market prices are available. Investments in real estate for which 
fair value is not readily determinable are carried at estimated fair values, if purchased, or at fair value 
at the date of receipt, if acquired by donation. Alternative investments, which are not readily 
marketable, are carried at estimated fair values. Reed College reviews and evaluates the values 
provided by the investment managers and estimates the fair value of the alternative investments 
using the NAV as a practical expedient. 
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Interest rate swaps: The fair value of interest rate swaps is determined using pricing models 
developed based on the LIBOR swap rate and other observable market data. The value was 
determined after considering the potential impact of collateralization and netting agreements, 
adjusted to reflect nonperformance risk of both the counterparty and Reed College. 

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 FASB ASC No. 820 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. ASC No. 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 measurements 
involving significant unobservable inputs (Level 3 measurements). 

The three levels of the fair value hierarchy are as follows: 

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities 
that the Reed College has the ability to access at the measurement date. 

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable 
for the asset or liability, either directly or indirectly. 

Level 3 inputs are unobservable inputs for the asset or liability. 

The level in the fair value hierarchy within which a fair value measurement in its entirety falls is 
based on the lowest level input that is significant to the fair value measurement in its entirety. 
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The following table presents assets and liabilities that are measured at fair value on a recurring basis 
at June 30, 2011: 

Quoted prices
in active Significant

markets for other Significant
identical observable unobservable

assets inputs inputs
Total (Level 1) (Level 2) (Level 3)

Assets:
Long-term government

bonds $ 25,000   25,000   —    —    
Bond funds 17,601,315   13,110,327   4,490,988   —    
Small cap equity funds 3,620,291   —    3,620,291   —    
Large cap equity funds 57,637,460   48,954,476   8,682,984   —    
Exchange-traded funds 14,997,623   14,997,623   —    —    
Hedge funds 215,722,836   —    14,398,944   201,323,892   
Private equity 127,854,961   —    —    127,854,961   
REITs 2,503,853   —    2,503,853   —    
Real estate 5,466,779   —    —    5,466,779   
Money market and other 3,219,739   2,673,584   546,155   —    
Funds held in trust by

others 13,171,845   —    —    13,171,845   
Funds held by trustee 17,884,144   17,884,144   —    —    

Total $ 479,705,846   97,645,154   34,243,215   347,817,477   

Liabilities:
Interest rate swap $ 2,368,419   —    2,368,419   —    

 

The following table presents Reed College’s activity for assets measured at fair value on a recurring 
basis using significant unobservable inputs (Level 3) for the year ended June 30, 2012: 

Balance at July 1, 2010 $ 290,772,401   
Total realized and unrealized gains 44,256,319   
Purchases, issuances, and

settlements (net) 12,788,757   

Balance at June 30, 2011 347,817,477   

Total realized and unrealized gains 18,092,098   
Purchases, issuances, and

settlements (net) (27,458,002)  

Balance at June 30, 2012 $ 338,451,573   
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