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INDEPENDENT AUDITOR’S REPORT

Board of Trustees
The Urban Institute
Washington, D.C.
Report on the Financial Statements
We have audited the accompanying financial statements of The Urban Institute (the Institute), which
comprise the statement of financial position as of December 31, 2012, and the related statements of
activities and change in net assets and cash flows for the year then ended, and the related notes to the
financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of The Urban Institute as of December 31, 2012, and the change in its net assets and its
cash flows for the year then ended in accordance with accounting principles generally accepted in the
United States of America.
BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of
the international BDO network of independent member firms.
BDO is the brand name for the BDO network and for each of the BDO Member Firms.
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Other Matters
The 2011 financial statements of The Urban Institute were audited by other auditors who combined with
BDO USA, LLP in 2012. Their report, dated May 7, 2012, expressed an unmodified opinion on those
statements.

McLean, Virginia
May 20, 2013
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THE URBAN INSTITUTE
STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2012 AND 2011
2012

2011

ASSETS
Cash and cash equivalents
Endowment-related cash and cash equivalents
Accounts receivable, net
Contributions receivable, net
Prepaid expenses
Property and equipment, net
Other assets
Long-term investments

$

Total assets

5,787,304
6,515,535
16,300,929
7,939,634
406,149
2,342,466
531,591
103,969,818

$

7,993,718
6,631,243
19,973,172
45,100
649,788
2,286,642
619,992
90,501,193

$ 143,793,426

$ 128,700,848

$

$

LIABILITIES AND NET ASSETS
Liabilities
Accounts payable
Accrued payroll
Accrued paid time off
Other accrued expenses
Deferred revenue
Deferred rent
Total liabilities

3,365,306
577,819
1,758,610
112,449
13,585,166
4,523,542

4,268,483
565,708
1,690,714
197,888
15,219,863
4,523,726

23,922,892

26,466,382

108,068,019
10,802,515
1,000,000

97,555,803
3,678,663
1,000,000

119,870,534

102,234,466

$ 143,793,426

$ 128,700,848

Commitments and contingencies
Net assets
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets

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

3

THE URBAN INSTITUTE
STATEMENT OF ACTIVITIES AND CHANGE IN NET ASSETS
YEAR ENDED DECEMBER 31, 2012
Temporarily
Restricted

Unrestricted

Permanently
Restricted

Total

Operating activities
Operating revenues
Contract amounts earned
Program and project grants
General support grants and
contributions
Publication income
Investment return designated for
operations
Other income

$

47,230,702
23,090,315

$

0
10,605,379

$

0
0

$

47,230,702
33,695,694

560,094
99,759

0
0

0
0

560,094
99,759

367,055
497,940

0
0

0
0

367,055
497,940

71,845,865

10,605,379

0

82,451,244

3,755,989

(3,755,989)

0

0

Total operating revenues

75,601,854

6,849,390

0

82,451,244

Operating expenses
Research expenses
Incurred under contracts
Incurred under grants
Incurred for other research

44,366,835
23,107,767
5,924,955

0
0
0

0
0
0

44,366,835
23,107,767
5,924,955

73,399,557

0

0

73,399,557

455,658

0

0

455,658

680,481
774,240

0
0

0
0

680,481
774,240

75,309,936

0

0

75,309,936

291,918

6,849,390

0

7,141,308

46,602
227,860
0
0

0
0
0
0

1,842,750
9,010,151
(367,055)
8,914

10,220,298

274,462

0

10,494,760

Change in net assets

10,512,216

7,123,852

0

17,636,068

Net assets at the beginning of the year

97,555,803

3,678,663

1,000,000

102,234,466

1,000,000

$ 119,870,534

Net assets released from
restrictions

Total program costs
Development
Publication and public affairs
costs
Other costs
Total operating expenses
Change in net assets from
operations
Non-operating activities
Interest and dividends, net
Loss on long-term investments, net
Investment income allocation
Contributions received
Total non-operating
activities

Net assets at the end of the year

1,796,148
8,782,291
(367,055)
8,914

$ 108,068,019

$

10,802,515

$

The accompanying notes are an integral part of these financial statements.
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THE URBAN INSTITUTE
STATEMENT OF ACTIVITIES AND CHANGE IN NET ASSETS
YEAR ENDED DECEMBER 31, 2011
Temporarily
Restricted

Unrestricted

Permanently
Restricted

Total

Operating activities
Operating revenues
Contract amounts earned
Program and project grants
General support grants and
contributions
Publication income
Investment return designated for
operations
Other income

$

43,982,107
24,463,084

$

0
1,957,268

$

0
0

$

43,982,107
26,420,352

751,002
214,782

0
0

0
0

751,002
214,782

393,621
393,585

0
0

0
0

393,621
393,585

70,198,181

1,957,268

0

72,155,449

3,440,919

(3,440,919)

0

0

Total operating revenues

73,639,100

(1,483,651)

0

72,155,449

Operating expenses
Research expenses
Incurred under contracts
Incurred under grants
Incurred for other research

41,771,348
24,865,952
5,082,351

0
0
0

0
0
0

41,771,348
24,865,952
5,082,351

71,719,651

0

0

71,719,651

436,485

0

0

436,485

880,466
258,191

0
0

0
0

880,466
258,191

73,294,793

0

0

73,294,793

(1,483,651)

0

(1,139,344)

1,419,910
(2,651,998)
(393,621)
8,914

85,062
(158,872)
0
0

0
0
0
0

1,504,972
(2,810,870)
(393,621)
8,914

(1,616,795)

(73,810)

0

(1,690,605)

Change in net assets

(1,272,488)

(1,557,461)

0

(2,829,949)

Net assets at the beginning of the year

98,828,291

5,236,124

Net assets released from
restrictions

Total program costs
Development
Publication and public affairs
costs
Other costs
Total operating expenses
Change in net assets from
operations

344,307

Non-operating activities
Interest and dividends, net
Loss on long-term investments, net
Investment income allocation
Contributions received
Total non-operating
activities

Net assets at the end of the year

$

97,555,803

$

3,678,663

$

1,000,000

105,064,415

1,000,000

$ 102,234,466

The accompanying notes are an integral part of these financial statements.
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THE URBAN INSTITUTE
STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2012 AND 2011
2012

2011

$ 17,636,068

$ (2,829,949)

Cash flows from operating activities:
Change in net assets
Adjustments to reconcile change in net assets to net cash and
cash equivalents provided by operating activities:
Change in allowance for doubtful accounts
Realized/unrealized (gain) loss on long-term investments
Depreciation and amortization
Change in deferred rent
Changes in operating assets and liabilities:
Accounts receivable
Contributions receivable
Prepaid expenses
Other assets
Accounts payable
Accrued payroll
Accrued paid time off
Other accrued expenses
Deferred revenue

18,000
(9,010,151)
603,340
(184)
0
3,654,243
(7,894,534)
243,639
88,401
(903,177)
12,111
67,896
(85,439)
(1,634,697)

27,000
2,810,870
525,312
147,293
0
(1,665,828)
1,093,275
(354,402)
271,259
858,123
(195,756)
210,180
5,452
2,127,566

(14,840,552)

5,860,344

2,795,516

3,030,395

(659,164)
(17,560,368)
13,101,894

(1,111,171)
(81,282,900)
78,290,778

(5,117,638)

(4,103,293)

Net decrease in cash and cash equivalents

(2,322,122)

(1,072,898)

Cash and cash equivalents, beginning of the year

14,624,961

15,697,859

$ 12,302,839

$ 14,624,961

$

$

Total adjustments
Net cash and cash equivalents provided by operating
activities
Cash flows from investing activities:
Purchases of property and equipment
Purchases of investments
Sales of investments
Net cash and cash equivalents used in investing
activities

Cash and cash equivalents, end of the year
Loss on long-term investments, net
financial position:
Cash and cash equivalents
Endowment-related cash and cash equivalents

5,787,304
6,515,535

$ 12,302,839

The accompanying notes are an integral part of these financial statements.
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7,993,718
6,631,243

$ 14,624,961

THE URBAN INSTITUTE
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2012 AND 2011

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
The Urban Institute (the Institute) is a non-profit policy research organization established in Washington,
D.C., in 1968. The Institute’s objectives are to sharpen thinking about society’s problems and efforts to
solve them, improve government decisions and their implementation, and increase citizens’ awareness
about important public choices. Institute researchers identify and measure the extent of social problems,
assess developing trends and solutions to those problems, evaluate existing social and economic
programs and policy options, and offer conceptual clarification and technical assistance in the
development of new strategies. The Institute receives contracts and grants from the federal government
and private sponsors.
The significant accounting policies followed by the Institute are described below.
Basis of accounting
The accompanying financial statements have been prepared in accordance with generally accepted
accounting principles in the United States of America utilizing the accrual basis of accounting.
Use of estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements. Such estimates also affect the reported amounts of revenues and expenses
during the reporting year. Actual results may differ from estimates under different assumptions or
conditions.
Revenue recognition
Revenue is recognized when persuasive evidence of an arrangement exists, services have been
rendered or goods delivered, the contract price is fixed or determinable, and collectability is reasonably
assured. Revenue associated with work performed prior to the completion and signing of contract
documents is recognized only when it can be reliably estimated and realization is probable. The Institute
bases its estimates on previous experiences with the customer, communications with the customer
regarding funding status, and its knowledge of available funding for the contract.
Revenue under federal and non-federal cost-reimbursable and fixed price contracts is recognized on the
basis of direct costs incurred plus provisional overhead, which is allocated by the application of rates
approved by the Institute’s cognizant federal audit agency, plus an allocable portion of fixed fee. Revenue
from federal and non-federal time and material contracts is recognized on the basis of man-hours utilized,
plus other reimbursable direct costs incurred during the year. Some contracts are invoiced in advance of
costs being incurred. These amounts are reflected in the accompanying statements of financial position
as deferred revenue.
Program and project grants represent resources received for restricted operating purposes as provided by
each specific grant. Each grant is accounted for separately, and related expenditures constitute current
revenues in the year expended. Some grant payments are received in advance of related expenditures.
These amounts are reflected in the accompanying statements of financial position as deferred revenue.
Contract costs include direct labor, combined with allocations of operational overhead and other direct
costs. Provisions for estimated losses on uncompleted production contracts, as defined by the applicable
authoritative guidance, are made in the year in which such losses are determined. Changes in job
performance, job conditions, and estimated profitability may result in revisions to costs and revenue, and
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are recognized in the year in which such revisions are determined.
The Institute reports contributions of cash and other assets, including promises to give, as restricted
support if they are received with donor stipulations that restrict the use of the donated assets. When a
donor restriction expires, that is, when a stipulated time restriction ends or purpose restriction is
accomplished, temporarily restricted net assets are reclassified to unrestricted net assets and reported in
the accompanying statements of activities and change in net assets as net assets released from
restrictions.
General support grants and contributions are not designated for specific purposes but are received for
general support to the Institute’s research programs and are recognized as revenue when notice of intent
is given.
Other revenues are recognized when earned.
Cash equivalents
Cash equivalents include money market funds and repurchase agreements with original maturities of 90
days or less.
Accounts receivable
Accounts receivable are generated from prime and subcontracting arrangements with federal
governmental agencies and various commercial entities. Billed receivables represent amounts invoiced
and currently due from funders. Unbilled receivables represent recoverable costs incurred and, where
applicable, accrued fixed fees related to contracts and grants for which the funder has not been invoiced.
Management determines the allowance for doubtful accounts by regularly evaluating individual customer
receivables and considering a customer’s financial condition, credit history, and current economic
conditions. Uncollectible amounts will be written off when all efforts to collect these receivables have
been exhausted or when management receives notification that an amount will not be collected.
Receivables relating to pending investment sales represent unreceived proceeds from the sales of the
Institute’s investments.
Contributions receivable
Contributions receivable consist of unconditional promises to give, which are recorded as contribution
revenue upon receipt of the promise. Promises that are expected to be collected within one year are
recorded at their net realizable value. Promises that are expected to be collected beyond one year are
recorded at their net present value. Management believes that all contributions receivable are collectible.
Property and equipment
The Institute’s policy is to capitalize property and equipment purchases in excess of $1,000. Property and
equipment are carried at cost. Expenditures for major additions and improvements are capitalized, and
minor replacements, maintenance, and repairs are charged to expense as incurred. When property and
equipment is retired, or otherwise disposed of, the cost and accumulated depreciation and amortization is
removed from the accounts and any resulting gain or loss is included in the results of operations for the
respective year. Depreciation and amortization of property and equipment is computed using the straightline method over the estimated useful lives of the assets. Leasehold improvements are amortized using
the straight-line method over the lesser of the lease or life of the asset. The asset categories and their
estimated useful lives are as follows:
Assets

Estimated Useful Lives

Leasehold improvements
Software
Computer equipment
Furniture and equipment
Equipment purchased under the execution of a specific
acquisition.
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Lesser of life of lease or life of asset
3 - 7 years
3 years
5 - 7 years
contract or grant is expensed in the year of

Long-term investments
Long-term investments are carried at fair value. The fair value of the investments is based upon quoted
market prices where available or values provided by investment companies if the investments are not
publicly traded. Interest and dividend income is accounted for on the accrual basis. Investment income
or loss generated from long-term investments are considered non-operating activities and are classified
accordingly in the accompanying statements of activities and change in net assets.
As of December 31, 2012 and 2011, the Institute’s long-term investments are comprised of shares held in
several investment funds. These investment funds also may invest in foreign and domestic equity and
debt instruments, derivative instruments such as hedges and foreign currency contracts, and also certain
leveraged arrangements. Any significant changes in the fair value of these investment funds could
significantly affect the overall value of the Institute’s investment portfolio and its net assets.
Accrued paid time off
Under the Institute’s paid time off policy, employees are permitted to accumulate unused paid time off up
to certain maximum amounts. The policy also provides for payment to employees of such unused
amounts at termination. The Institute accrues paid time off as it is earned by the employees.
Benefit plans
The Institute has a non-contributory defined contribution retirement plan (the Plan) covering substantially
all full-time employees. The Institute recorded contributions of $2,545,397 and $2,403,532 to the Plan for
the years ended December 31, 2012 and 2011, respectively, based on a fixed rate applied to annual
compensation of covered employees. All retirement costs accrued are funded, and there are no unfunded
prior service costs in connection with the Plan.
The Institute established a trust in 1993 to serve as a funding vehicle for benefits provided under the
Institute’s contributory health and welfare plans. The Institute recorded expenses of $1,501,719 and
$1,351,922 for the years ended December 31, 2012 and 2011, respectively, based on an estimate of
expected claims, reinsurance premiums, and administrative costs under the health and welfare plans.
Classification of net assets
The Institute groups net assets into the following three classes:
Unrestricted net assets - Unrestricted net assets generally result from net revenues derived from
contracts and grants, unrestricted contributions, publication activities, investment income and other net
inflows of assets whose use by the Institute is not limited by donor-imposed restrictions.
Temporarily restricted net assets - Temporarily restricted net assets generally result from net contributions
and other inflows of assets whose use by the Institute is limited by donor-imposed stipulations that either
expire by passage of time or can be fulfilled and removed by actions of the Institute pursuant to those
stipulations.
Permanently restricted net assets - Permanently restricted net assets generally result from contributions
and other inflows of assets whose use by the Institute is limited by donor-imposed stipulations that neither
expire by passage of time nor can be fulfilled or otherwise removed by the Institute.
The Institute’s donor-restricted endowment is subject to the authoritative guidance issued by the Financial
Accounting Standards Board (the FASB) on net asset classifications of endowment funds, such that
earnings on donor-restricted endowment funds for not-for-profit organizations that are subject to the
Uniform Prudent Management of Institutional Funds Act of 2006 (UPMIFA) are classified as temporarily
restricted net assets until such amounts are appropriated for expenditure.
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Functional allocation of expenses
The costs of providing the programs and other activities have been summarized on a functional basis in
the accompanying statements of activities and change in net assets. Accordingly, certain costs have
been allocated among the activities benefited. Support costs are reflected as development, publication
and public affairs costs, and other costs in the accompanying statements of activities and change in net
assets.
Income taxes
Under provisions of the Internal Revenue Code (IRC) section 501(c)(3) and the applicable regulations of
the District of Columbia, the Institute is exempt from taxes on income other than unrelated business
income. Unrelated business income tax expense of $4,103 was recorded for the year ending December
31, 2012. No provision for income taxes was recorded for the year ended December 31, 2011 since the
Institute did not have significant unrelated business income. The Institute is not a private foundation
under section 509(a)(1) of the IRC.
In accordance with authoritative guidance on accounting for uncertainty in income taxes issued by the
FASB, the Institute recognizes tax liabilities for uncertain tax positions when it is more likely than not that
a tax position will not be sustained upon examination and settlement with various taxing authorities.
Liabilities for uncertain tax positions are measured based upon the largest amount of benefit that is
greater than 50% likely of being realized upon settlement. The guidance on accounting for uncertainty in
income taxes also addresses de-recognition, classification, and interest and penalties on income taxes.
With few exceptions, the Institute is no longer subject to income tax examinations by the U.S. federal,
state or local tax authorities for years ended December 31, 2008 and prior. Management has evaluated
the Institute’s tax positions and has concluded that the Institute has taken no uncertain tax positions that
require adjustment to the financial statements to comply with the provisions of this guidance.
Fair value of financial instruments
The fair value of the Institute’s short-term financial instruments, including cash and cash equivalents,
accounts receivable, contributions receivable, prepaid expenses, accounts payable, accrued payroll,
accrued paid time off, other accrued expenses, and deferred revenue approximate their carrying amounts
due to the short maturity of these instruments.
Valuation of long-lived assets
The Institute accounts for the valuation of long-lived assets under authoritative guidance issued by the
FASB, which requires that long-lived assets be reviewed for impairment whenever events or
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of
the long-lived assets is measured by a comparison of the carrying amount of the asset to future
undiscounted net cash flows expected to be generated by the assets. If such assets are considered to be
impaired, the impairment to be recognized is measured by the amount by which the carrying amount of
the assets exceeds the estimated fair value of the assets.
Assets to be disposed of are reportable at the lower of the carrying amount or fair value, less costs to sell.
No indicators of impairment were identified for the years ended December 31, 2012 and 2011.
Concentrations of credit risk
The Institute’s assets that are exposed to credit risk consist primarily of cash and cash equivalents, longterm investments, accounts receivable and contributions receivable. Domestic deposits are maintained at
financial institutions and, at times, balances may exceed federally insured limits. The Institute has never
experienced any losses related to these balances. All non-interest bearing cash balances were fully
insured at December 31, 2012 due to a temporary federal program in effect from December 31, 2010
through December 31, 2012. Under the program, there is no limit to the amount of insurance for eligible
accounts. Beginning 2013, insurance coverage will revert to $250,000 per depositor at each financial
institution, and the Institute’s non-interest bearing cash balances may again exceed federally insured
limits. Amounts on deposit at December 31, 2012 approximate $13.3 million. The Institute invests its
excess cash and cash equivalents, and maintains its investments with high-quality financial institutions.
The Institute performs yearly evaluations of these institutions for relative credit standing. Management
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regularly monitors the composition and maturities of investments. The Institute limits the amount of credit
exposure to any one financial institution. Accounts receivable consist primarily of amounts due from
various agencies of the federal government or prime contractors doing business with the federal
government. Contributions receivable consist of amounts due from private foundations and individual
donors. Historically, the Institute has not experienced significant losses related to accounts and
contributions receivable and, therefore, believes that the credit risk related to accounts receivable is
minimal.
Subsequent events
The Institute has evaluated its December 31, 2012 financial statements for subsequent events through
May 20, 2013, the date the financial statements were available to be issued. The Institute is not aware of
any subsequent events which would require recognition or disclosure in the financial statements.
Recently implemented authoritative guidance
In May 2011, the FASB issued guidance to amend the accounting and disclosure requirements on fair
value measurements. The new guidance limits the highest-and-best-use measure to nonfinancial assets,
permits certain financial assets and liabilities with offsetting positions in market or counterparty credit risks
to be measured at a net basis, and provides guidance on the applicability of premiums and
discounts. Additionally, the new guidance expands the disclosures on Level 3 inputs by requiring
quantitative disclosure of the unobservable inputs and assumptions, as well as descriptions of the
valuation processes and the sensitivity of the fair value to changes in unobservable inputs.
Implementation of this new guidance did not have a material impact on the financial statements and did
not require any changes to valuation techniques and related inputs.
Reclassifications
Certain amounts in the 2011 financial statements have been reclassified to conform to the 2012
presentation. These reclassifications have no effect on the previously reported financial statements.

NOTE 2 - ACCOUNTS RECEIVABLE
Accounts receivable consist of the following at December 31:
2012
Receivables from U.S. Government
Billed
Unbilled

$

Other receivables
Billed
Unbilled
Pending investment sales
Travel and other advances to employees

Subtotal
Less: allowance for doubtful accounts
$

11

4,983,483
7,342,180

2011

$

4,473,679
8,519,895

12,325,663

12,993,574

1,254,248
2,597,807
214,562
13,649

1,112,964
2,918,548
3,033,396
1,690

4,080,266

7,066,598

16,405,929
(105,000)

20,060,172
(87,000)

16,300,929

$

19,973,172

NOTE 3 - CONTRIBUTIONS RECEIVABLE
Contributions receivable at December 31 consist of amounts due in:
2012
Less than one year
One year to five years
More than five years

$

2,573,193
5,280,000
250,000

2011
$

8,103,193
(163,559)

Less: contributions receivable discount
$

7,939,634

45,100
0
0
45,100
0

$

45,100

Contributions due in more than one year have been recorded at their present value using a disount rate of
1.21% in 2012.

NOTE 4 - PROPERTY AND EQUIPMENT
Property and equipment consists of the following at December 31:
2012
Leasehold improvements
Software
Computer equipment
Furniture and equipment

$

4,339,430
2,627,501
2,183,676
1,960,098

2011
$

11,110,705
(8,768,239)

Less: accumulated depreciation and amortization
$

2,342,466

4,104,555
2,706,661
2,067,381
1,877,501
10,756,098
(8,469,456)

$

2,286,642

Depreciation and amortization expense on property and equipment aggregated $603,340 and $525,312
for the years ended December 31, 2012 and 2011, respectively.

NOTE 5 - INVESTMENTS
Investment income (loss) is comprised of the following for the years ended December 31:
2012
Interest and dividend income, net
Net realized gain on investments
Net unrealized gain (loss) on investments

$

1,842,750
2,345,103
7,251,363

2011
$

11,439,216
Less:
Management fees and investment expenses
Investment income allocation

(723,928)

(586,315)
(367,055)
$

10,485,846

1,504,972
2,092,323
(4,321,223)

(581,970)
(393,621)
$

(1,699,519)

NOTE 6 - BANK LINE-OF-CREDIT
The Institute has an unsecured bank line-of-credit under which it may borrow up to $7,000,000 from a
commercial bank. The terms allow the Institute to borrow at the thirty-day indexed LIBOR plus one
percent (1.21% as of December 31, 2012). There were no outstanding balances due under the bank line12

of-credit as of December 31, 2012 or 2011. The line-of-credit expires, if not renewed, on August 31,
2013.

NOTE 7 - TEMPORARILY RESTRICTED NET ASSETS
Accumulated unappropriated earnings on the Institute’s permanently restricted endowment fund are
classified as temporarily restricted net assets (see Note 8).
Temporarily restricted net assets consist of the following as of December 31:
2012
Purpose restrictions
Tax Policy Center
Endowment funds
Tax Policy Center - Opportunity Fund
Other

2011

$

8,803,160
1,517,754
471,601
10,000

$

607,158
1,255,228
1,816,277
0

$

10,802,515

$

3,678,663

NOTE 8 - ENDOWMENT
The Institute’s endowment consists of a donor-restricted endowment fund and a board-designated quasiendowment fund. Net assets associated with endowment funds, including funds designated by the Board
of Trustees to function as an endowment, are classified and reported based on the existence or absence
of donor-imposed restrictions.
The Board of Trustees of the Institute has interpreted UPMIFA as requiring the preservation of the fair
value of the original gift as of the gift date of the donor-restricted endowment funds absent explicit donor
stipulations to the contrary. As a result of this interpretation, the Institute classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment, (b) the original
value of subsequent gifts to the permanent endowment, and (c) accumulations to the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added to the fund. The remaining portion of the donor-restricted endowment fund that is
not classified as permanently restricted net assets is classified as temporarily restricted net assets until
those amounts are appropriated for expenditure by the Institute in a manner consistent with the standard
of prudence prescribed by UPMIFA. In accordance with UPMIFA, the Institute considers the following
factors in making a determination to appropriate or accumulate donor-restricted endowment funds:
(1)
(2)
(3)
(4)
(5)
(6)
(7)

The duration and preservation of the fund
The purposes of the Institute and the donor-restricted endowment fund
General economic conditions
The possible effect of inflation and deflation
The expected total return from income and the appreciation of investments
Other resources of the Institute
The investment policies of the Institute

The Board of Trustees authorized the establishment of the quasi-endowment fund in 1983 to provide an
ongoing source of funding for general operations. The donors’ intent in contributing to the Institute’s
endowment fund was to provide an ongoing source of funding for senior scholars in social policy analysis.
The investment committee of the Board of Trustees is responsible for the oversight and management of
the Institute’s endowment.
The Institute has adopted investment and spending policies for endowment assets that attempt to provide
a predictable stream of funding to programs supported by its endowment while seeking to maintain the
purchasing power of the endowment assets. Endowment assets include those assets of the donorrestricted fund that the Institute must hold in perpetuity as well as the board-designated fund. Under this
policy, as approved by the Board of Trustees, the endowment assets are invested in a manner that is
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intended to maximize the total rate of return for assets consistent with prudent investment management,
taking into consideration the potential for market appreciation, the safety of principal, and income.
To satisfy its long-term rate-of-return objectives, the Institute relies on a total return strategy in which
investment returns are achieved through both capital appreciation (realized and unrealized) and current
yield (interest and dividends). The Institute targets a diversified asset allocation that places a greater
emphasis on equity-based investments to achieve its long-term return objectives within prudent risk
constraints.
The Institute’s Board of Trustees has authorized an annual distribution of up to five percent of the average
of the fund’s fair value at the previous nine fiscal quarters ended December 31. Such distributions are
made at senior management’s discretion and may be used in the current fiscal year and/or in a
subsequent fiscal year to cover a portion of expenses not reimbursed by external project funding.
Endowment net assets consist of the following at December 31:
2012
Temporarily
Restricted

Unrestricted

Permanently
Restricted

Board-designated quasi-endowment fund
Donor-restricted endowment fund

$ 107,967,598
0

$

0
1,517,754

$

0
1,000,000

Total endowment funds

$ 107,967,598

$

1,517,754

$

1,000,000

2011
Temporarily
Restricted

Unrestricted

Permanently
Restricted

Board-designated quasi-endowment fund
Donor-restricted endowment fund

$ 94,877,207
0

$

0
1,255,228

$

0
1,000,000

Total endowment funds

$ 94,877,207

$

1,255,228

$

1,000,000
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The following table presents the endowment-related balances and activities by net asset classification as
of and for the years ended December 31, 2012 and 2011:
Temporarily
Restricted

Unrestricted
Endowment net assets, December 31, 2010

$ 96,438,719

Investment return (loss)
Investment income, net
Net loss
Investment management fees
Total investment loss

(1,232,088)

(73,810)

0

(338,159)

0

94,877,207

1,796,148
9,353,781
(571,490)
10,578,439

Contributions

20,850

Appropriations

(327,758)

Transfer from accounts receivable

2,818,860

Endowment net assets, December 31, 2012

$ 107,967,598

0

(29,111)

(29,290)

Total investment return

1,000,000

0
0
0

Appropriations

Investment return
Investment income, net
Net gain
Investment management fees

$

85,062
(125,979)
(32,893)

38,025

Endowment net assets, December 31, 2011

1,358,149

1,419,910
(2,102,921)
(549,077)

Contributions

Transfer to accounts receivable

$

Permanently
Restricted

0

0

0

1,255,228

1,000,000

46,602
242,687
(14,827)

0
0
0

274,462

0

(11,936)

0

0
$

1,517,754

0
$

1,000,000

From time to time, the fair value of assets associated with individual donor-restricted endowment funds
may fall below the level that the donor or UPMIFA requires the Institute to retain as a fund of perpetual
duration. In accordance with authoritative guidance issued by the FASB, deficiencies of this nature are
classified as unrestricted net assets. There were no such deficiencies as of December 31, 2012 or
December 31, 2011.
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NOTE 9 - NATURAL CLASSIFICATION OF EXPENSES
For the years ended December 31, 2012 and 2011, the Institute incurred the following operating
expenses:

Salaries, wages, and benefits
Subcontracts
Facilities costs
Other general expenses
Consultant fees and expenses
Travel
Purchase order contracts
Field office research support
Other field office expenses
Depreciation and amortization
Professional services
Temporary help
Publications/library services
Overseas allowances
Expendable supplies
Seminars, workshops, and conferences
Telephone
Participant training
Field office rent
Field office equipment
Postage and delivery
Field office taxes

2012

2011

$ 38,302,027
20,102,142
6,443,628
2,135,895
1,853,354
1,175,293
895,977
775,519
648,179
603,340
508,834
422,698
343,054
237,174
205,528
173,051
164,583
116,845
97,019
63,641
35,969
6,186

$ 36,495,809
19,063,383
6,706,548
1,798,039
2,186,398
1,159,958
764,952
1,071,937
753,197
525,312
417,618
280,464
527,626
344,874
222,646
252,139
150,091
249,056
109,160
127,049
83,149
5,388

$ 75,309,936

$ 73,294,793

NOTE 10 - MAJOR DONORS
As of December 31, 2012, two donors accounted for 88% of the Institute’s total contributions receivable.

NOTE 11 - COMMITMENTS AND CONTINGENCIES
General
The Institute may enter into service agreements with service providers in which it agrees to indemnify the
service provider against certain losses and liabilities arising from the service provider’s performance
under the agreement. Generally, such indemnification obligations do not apply in situations in which the
service provider is grossly negligent, engages in willful misconduct, or acts in bad faith. The
indemnifications serve to place the Institute in a liability position no different than if it had performed the
services for itself. The Institute was not aware of any liability under such agreements for either of the
years ended December 31, 2012 or 2011.
In the normal course of business, the Institute is a party to certain claims and assessments. In the
opinion of management, these matters will not have a material effect on the Institute’s financial position,
change in net assets, or cash flows.
Leases
The Institute currently leases office space and office equipment under operating leases expiring at various
dates through 2019. The headquarters office space lease contains escalation provisions requiring
scheduled increases of 2.5% to 6.0% annually, plus operating expense escalations as estimated by
property management. The lease includes provisions which allow the minimum rental payments to be
adjusted annually for increases in operating expenses and real estate taxes attributed to the leased
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property. In accordance with authoritative guidance issued by the FASB, the Institute is recognizing the
total cost of its office leases ratably over the respective lease periods. The difference between rent paid
and rent expense is reflected as deferred rent and is being recorded on a straight-line basis over the
terms of the leases. The deferred rent liability in the accompanying statements of financial position
represents the difference between annual cash payments for rent and the annual recorded expense
based on recording rent on a straight-line basis over the life of the lease. Total rent expense, net of
sublease income, under operating leases was $6,443,628 and $6,706,548 for the years ended December
31, 2012 and 2011, respectively.
As of December 31, 2012, approximate future minimum rental payments due under the operating leases
for the office facilities are as follows:
Years ending December 31,
2013
2014
2015
2016
2017
Thereafter

$

6,232,000
6,463,000
6,680,000
6,848,000
7,019,000
9,612,000

$

42,854,000

The Institute subleases office space under the terms of sublease agreements. On January 1, 2011, the
Institute entered into a new sublease agreement for office space beginning April 1, 2011 and expiring on
April 29, 2019. The following is a schedule of the approximate future minimum sublease payments
scheduled under noncancelable sublease agreements that have initial or remaining terms in excess of
one year as of December 31, 2012:
Years ending December 31,
2013
2014
2015
2016
2017
Thereafter

$

199,000
207,000
216,000
224,000
233,000
325,000

$

1,404,000

Contracts and grants
A substantial number of the Institute’s contracts and grants are with departments or agencies of the
United States Government and are subject to audit by government auditors. Contract and grant revenue
has been recorded in amounts that are expected to be realized upon final settlement. The Institute is of
the opinion that adjustments, if any, arising from such audits will not have a material effect on the financial
statements.

NOTE 12 - FAIR VALUE MEASUREMENTS
Certain assets are recorded at fair value. Fair value is defined as the price that would be received to sell
an asset between market participants in an orderly transaction on the measurement date. The market in
which the reporting entity would sell the asset with the greatest volume and level of activity for the asset is
known as the principal market. When no principal market exists, the most advantageous market is used.
This is the market in which the reporting entity would sell the asset with the price that maximizes the
amount that would be received. Fair value is based on assumptions market participants would make in
pricing the asset. Generally, fair value is based on observable quoted market prices or derived from
observable market data when such market prices or data are available. When such prices or inputs are
not available, the reporting entity should use valuation models.
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The Institute reports certain investments using the net asset value per share as determined by investment
managers under the so called “practical expedient.” The practical expedient allows net asset value per
share to represent fair value for reporting purposes when the criteria for using this method are met. Fair
value measurement standards also require the Institute to classify these financial instruments into a threelevel hierarchy, based on the priority of inputs to the valuation technique or in accordance with net asset
value practical expedient rules, which allow for either Level 2 or Level 3 reporting depending on lock up
and notice periods associated with the underlying funds.
The Institute’s assets recorded at fair value on a recurring basis are categorized based on the priority of
the inputs used to measure fair value. Fair value measurement standards require an entity to maximize
the use of observable inputs (such as quoted prices in active markets) and minimize the use of
unobservable inputs (such as appraisals or other valuation techniques) to determine fair value. The
inputs used in measuring fair value are categorized into three levels, as follows:


Level 1 - Inputs that are based upon quoted prices for identical instruments traded in active
markets.



Level 2 - Inputs that are based upon quoted prices for similar instruments in active markets,
quoted prices for identical or similar investments in markets that are not active, or models based
on valuation techniques for which all significant assumptions are observable in the market or can
be corroborated by observable market data for substantially the full term of the investment. Level
2 also includes practical expedient investments that are redeemable within 65 days of year-end.



Level 3 - Inputs that are generally unobservable and typically reflect management’s estimates of
assumptions that market participants would use in pricing the asset. The fair values are therefore
determined using model-based techniques that include option pricing models, discounted cash
flow models, and similar techniques. Level 3 also includes practical expedient investments that
are not redeemable within 65 days of year-end.

The following section describes the valuation methodologies the Institute uses to measure its financial
assets at fair value.
Investments
Investments include debt securities, equity securities, and hedge funds.
In general, and where applicable, the Institute uses quoted prices in active markets for identical assets to
determine fair value. This pricing methodology applies to Level 1 investments such as certain debt and
equity securities. If quoted prices in active markets for identical assets are not available to determine fair
value, then the Institute uses quoted prices for similar assets or inputs other than the quoted prices that
are observable either directly or indirectly. These investments are included in Level 2. The Institute’s
Level 3 assets within investments include certain investments in hedge funds and other alternative
investments.
As of December 31, 2012, $13,752,981 of the Institute’s Level 2 investments and $11,711,865 of the
Institute’s Level 3 investments are reported at net asset value under the practical expedient rule. The
remaining $12,853,860 of the Level 2 investments and $2,639,442 of the Level 3 investments are
measured using various valuation models, whose inputs include quoted prices in inactive markets,
interest rate curves, credit spreads, stock prices, and volatilities. Unobservable inputs used in these
models are significant to the fair value of the Level 3 investments. These models have been developed
and are maintained by the Institute’s third-party investment managers. All investment managers used by
the Institute undergo annual financial statement audits. In addition, the Institute employs third-party
investment advisors for detailed independent reviews of all investment managers holding Institute funds.
These reviews entail an assessment of the methodologies used in measuring fair value. The Institute
reports the investment fund fair values as calculated by the investment managers without adjustment.
Institute senior management and the investment committee of the Board of Trustees regularly review the
monthly and year-to-date returns for each investment in order to analyze individual returns as well as
overall endowment performance. There were no changes in valuation techniques noted for the Institute’s
investments for 2012 and 2011.
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Investments measured at fair value on a recurring basis are summarized below:
As of December 31, 2012
Fair Value Hierarchy Level
Level 1
Level 2

Description
Assets:
Debt securities

$

Equity securities
All cap value
International equity
Large cap core
Large cap growth
Large cap value
Small cap growth
Small/mid cap value

15,496,055

$

6,628,592

Assets
Measured at
Fair Value

Level 3

$

0

$

22,124,647

4,186,180
16,353,716
6,033,832
5,600,144
6,057,867
4,644,226
4,639,650

0
6,225,268
0
0
0
0
0

0
0
0
0
0
0
0

4,186,180
22,578,984
6,033,832
5,600,144
6,057,867
4,644,226
4,639,650

47,515,615

6,225,268

0

53,740,883

Hedge funds
Long/short equity
Multi-strategy
Commodity/inflation
Private equity
Liquidating trust

0
0
0
0
0

3,290,530
5,485,037
4,977,414
0
0

11,707,512
1,596,517
0
1,042,925
4,353

14,998,042
7,081,554
4,977,414
1,042,925
4,353

Total hedge funds

0

13,752,981

14,351,307

28,104,288

26,606,841

$ 14,351,307

Total equity securities

Total

$

63,011,670

$

$

103,969,818

As of December 31, 2011
Fair Value Hierarchy Level
Level 1
Level 2

Description
Assets:
Debt securities

$

Equity securities
All cap value
Emerging markets
International equity
Large cap core
Large cap growth
Large cap value
Small/mid cap value

13,707,897

$

0

$

Assets
Measured at
Fair Value

Level 3
0

$

13,707,897

9,560,826
1,549,612
10,265,641
5,082,171
5,175,225
5,198,511
4,163,564

0
0
5,145,536
0
0
0
0

0
0
0
0
0
0
0

9,560,826
1,549,612
15,411,176
5,082,171
5,175,225
5,198,511
4,163,564

40,995,550

5,145,536

0

46,141,085

Hedge funds
Long/short equity
Multi-strategy
Commodity/inflation
Private equity
Liquidating trust

0
0
0
0
0

2,879,297
9,189,135
4,753,248
0
0

10,856,474
2,469,298
0
371,965
132,794

13,735,771
11,658,433
4,753,248
371,965
132,794

Total hedge funds

0

16,821,680

13,830,531

30,652,211

21,967,215

$ 13,830,531

Total equity securities

Total

$

54,703,447

$
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$

90,501,193

The following table presents a reconciliation of instruments measured at fair value on a recurring basis
using significant unobservable inputs (Level 3):
Long/
Short
Equity
Balance at
December 31, 2010

$ 11,260,584

Total realized and
unrealized gains
Purchases
Sales
Balance at
December 31, 2011

$ 5,718,744

(402,198)
0
(1,912)

10,856,474

Total realized and
unrealized gains
Purchases
Sales
Balance at
December 31, 2012

MultiStrategy

851,038
0
0

$ 11,707,512

Private
Equity

$

Liquidating
Trust

0

$

333,809

Total

$ 17,313,137

(216,050)
0
(3,033,396)

(148,035)
520,000
0

(70,435)
0
(130,580)

(836,718)
520,000
(3,165,888)

2,469,298

371,965

132,794

13,830,531

(107,132)
778,092
0

(94,671)
0
(33,770)

82,634
0
(955,415)

$ 1,596,517

$ 1,042,925

$

4,353

731,869
778,092
(989,185)

$ 14,351,307

The change in value of hedge funds valued using significant unobservable inputs is included in the gain
(loss) from long-term investments in the accompanying statements of activities and change in net assets.
The change in unrealized gain (loss) relating to assets held as of December 31, 2012 and 2011 is
$818,307 and ($800,090), respectively.
The major categories of the Institute’s investments that are valued at net asset value or its equivalent,
including general information related to each category, are as follows at December 31, 2012:

Unfunded
Commitments

Fair Value
Long/short equity (1)

$

14,998,042

Redemption
Frequency
(If Currently
Eligible)

$

0

Monthly, Annually

Multi-strategy (2)

5,485,037

0

Quarterly

Commodity/inflation (3)

4,977,414

0

Monthly

4,353

0

N/A

Liquidating trust (4)
$

Notice
Period (Days)
60, 75, 90
45, 65
10
N/A

25,464,846

(1) These managers invest primarily in equity long/short underlying hedge funds or direct
investments. Some event-driven opportunities may be utilized. Strategies range from value to
growth and small to large capitalization. All investments have satisfied any lock-up requirements
and are available with notice during the next allowable liquidation window.
(2) Investments include credit and debt vehicles from both foreign and domestic issuers. Assets may
also be invested in equity long/short, event driven, relative value and global asset allocation. All
investments have satisfied any lock-up requirements and are available with notice during the next
allowable liquidation window.
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(3) The Fund’s objective is to provide real returns in excess of 5% over the long-term. The Fund
invests in global equity and related securities, commodities derivatives, inflation-linked bonds and
other fixed income instruments. All investments have satisfied any lock-up requirements and are
available with notice during the next allowable liquidation window.
(4) Funds are a liquidating trust and will be paid out as buyers are found.
expected on June 30, 2013.

Final liquidation is

The following table presents the estimated fair value of the Institute’s financial instruments that are not
measured at fair value on a recurring basis as of the years ended December 31, 2012 and 2011:
2012
Carrying
Amount
Contributions receivable, net

$

7,939,634

2011
Carrying
Amount

Fair Value
$

7,939,634

$

45,100

Fair Value
$

45,100

The fair value of contributions receivable is estimated using risk free interest rates applied to multi-year
contributions receivable when notice of intent is given. There have been no changes in the valuation
techniques for the years ended December 31, 2012 and 2011. Contributions receivable are classified as
Level 2 assets under the fair value hierarchy.
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