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KPMG LLP

Suite 3800

1300 South West Fifth Avenue
Portland, OR 97201

Independent Auditors’ Report on Internal Control Over Financial Reporting
and on Compliance and Other MattersBased on an Audit of Financial
Statements Performed in Accordance WitHGovernment Auditing Standards

The Board of Trustees
The Reed Institute:

We have audited the financial statements of The Residute of and for thegar ended June 30, 2010 and
2009, and have issued our repodrdon dated October 13, 2010. \@enducted our audit in accordance
with auditing standards generally accepted in the UrStetkes of America and the standards applicable to
financial audits contained iGovernment Auditing Standardissued by the Comptroller General of the
United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considef&é@ Reed Institute’s internal control over financial
reporting as a basis for designing our auditing proeedfor the purpose of exgssing our opinion on the
financial statements, but not for the purpose of @ging an opinion on the effectiveness of The Reed
Institute’s internal control over financial reportingccordingly, we do not express an opinion on the
effectiveness of The Reed Institute’seimal control over financial reporting.

A deficiency in internal control over financial refing 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 elytibasis. A material weakness is a deficiency, or
combination of deficiencies, in internal control ograncial reporting, such that there is a reasonable
possibility that a material misstatement of the gistifinancial statements will not be prevented, or
detected and corrected on a timely basis.

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whelieeReed Institute’s fimeial statements are free

of material misstatement, we performed tests afdtapliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance witthvdould have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audits, andordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported undeGovernment Auditing Standards
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THE REED INSTITUTE
Statements of Financial Position
June 30, 2010 and 2009

Assets 2010 2009
Current assets:
Cash and cash equivalents $ 5,453,008 7,094,502
Accounts receivable — student and other (note 8) 440,825 473,915
Short-term investments (note 3) 4,022,462 —
Contributions receivable, net of allowance $44,000 in 2010 and
$33,000 in 2009 (note 8) 840,147 634,605
Prepaid expenses and other assets 2,921,645 2,531,139
Total current assets 13,678,087 10,734,161
Noncurrent assets:
Cash and cash equivalents whose use is limite 2,196,869 2,208,255
Accounts receivable noncurrent — student and other, net of
allowance of $60,000 in both 2010 and 2009 (note 8) 4,960,440 4,799,126
Property, plant, and equipment, net (note 4) 113,494,638 115,553,119
Contributions receivable — noncurrent, net of allowance of
$906,000 in 2010 and $1,077,000 in 2009 (note 8) 17,194,361 20,437,444
Funds held in trust by others (note 7) 12,862,568 11,096,955
Long-term investments (notg 3 395,489,129 347,188,450
Other assets 528,449 510,393
Total noncurrent assets 546,726,454 501,793,742
Total assets $ 560,404,541 512,527,903

Liabilities and Net Assets
Current liabilities:

Accounts payable and accrued liabilities $ 4,735,810 4,946,142
Postretirement benefits payable (note 6) 613,699 644,583
Debt and capital leases, current portion (note 5) 46,937,723 1,244,463
Deferred revenue 1,130,667 1,036,888
Total current liabilities 53,417,899 7,872,076
Long-term liabilities:
Liability for split-interest agreement 10,396,922 9,400,829
Postretirement benefits payable (note 6) 17,826,555 15,641,100
Refundable loan programs 2,976,859 3,019,784
Asset retirement obligations 2,925,560 2,892,350
Debt and capital leases, net of current portion (note 5) 18,607,426 64,889,465
Other liabilities 2,729,849 2,161,375
Total long-term liabilities 55,463,171 98,004,903
Total liabilities 108,881,070 105,876,979
Net assets (note 9):
Unrestricted 242,133,572 224,075,841
Temporarily restricted 75,032,769 68,342,511
Permanently restricte 134,357,130 114,232,572
Total net assets 451,523,471 406,650,924
Total liabilities and net assets $ 560,404,541 512,527,903

See accompanying notes to financial statements.



THE REED INSTITUTE
Statement of Activities and Changes in Net Assets
Year ended June 30, 2010

Temporarily Permanently Total
Unrestricted restricted restricted 2010
Revenues, gains (losses), and other support:
Tuition and fees $ 53,238,793 — — 53,238,793
Less college-funded scholarships (18,857,307) — — (18,857,307)
Net tuition and fees 34,381,486 — — 34,381,486
Auxiliary enterprises 11,611,738 — — 11,611,738
Gifts and private grants 11,105,179 803,421 18,789,974 30,698,574
Government grants, contracts, and student aid 1,626,498 — — 1,626,498
Realized and unrealized gains and losses 20,560,032 14,617,244 — 35,177,276
Other investment expense (385,946) — — (385,946)
Other revenues and additions 1,058,831 — 537 1,059,368
Revenues and gains 45,576,332 15,420,665 18,790,511 79,787,508
Net assets released from restrictions 11,987,486 (11,987,486) — —
Total revenues, gains, and
other suppdr 91,945,304 3,433,179 18,790,511 114,168,994
Expenses:
Educational and general:
Instructian 26,423,932 — — 26,423,932
Research 979,161 — — 979,161
Academic support 7,428,119 — — 7,428,119
General institutional support 13,364,385 — — 13,364,385
Student services 5,351,866 — — 5,351,866
Public affairs 4,505,985 — — 4,505,985
Total educational and general 58,053,448 — — 58,053,448
Auxiliary enterprises 14,535,176 — — 14,535,176
Total expenses 72,588,624 — — 72,588,624
Increase from operations 19,356,680 3,433,179 18,790,511 41,580,370
Nonoperating activity:
Other interest expense (118,176) — — (118,176)
Change in value of split-interest agreements — 3,257,079 326,873 3,583,952
Other additions (deductions) (1,180,773) — 1,007,174 (173,599)
Total nonoperating activity (1,298,949) 3,257,079 1,334,047 3,292,177
Increase in net assets 18,057,731 6,690,258 20,124,558 44,872,547
Net assets, beginning of year 224,075,841 68,342,511 114,232,572 406,650,924
Net assets, end of year $ 242,133,572 75,032,769 134,357,130 451,523,471

See accompanying notes to financial statements.



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 suppdr (7,493,055) (36,865,955) (39,528,094)
Expenses:
Educational and general:
Instructian 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

Nonoperating activity:

(79,208,641)

(36,865,955)

(111,243,680)

Other interest expense (107,674) — (107,674)
Change in value of split-interest agreements — (6,127,686) (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
Notes to Financial Statements
June 30, 2010 and 2009

Section 501(c)(3) of the Internal Revenue Code as a qualified educatiditatiorsand is generally
not subject to federal or state income taxes, the adoption of ASC No. 740-10 did not have a
significant impact on the Reed College’s financial statements.

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 cgslvaents whose use is limited are restricted for
the Federal Perkins Loan program.

Deferred Revenue

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

Postretirement Benefits

Reed College has a noncontribytadefined postretirement beifteplan covering participating
employees upon their retirement. Reed College @iz a postretirement benefit plan and accounts
for the plan within the framework of FASB ASC Nos. 715 and &@ployers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans

Reed College records annual amounts relating tpassretirement plan based on calculations that
incorporate various actuarial and other assumptions, including discount rates, mortality, and
healthcare cost trend rates. Reed Collegeeveviits assumptions on an annual basis and makes
modifications to the assumptions based on currdasrand trends when it &ppropriate to do so.

Reed College believes that the assumptions utilized in recordiogligations under its plans are
reasonable based on its experience and market conditions.

Concentration of Risk

Reed College’s standard financial instruments include commercial paper, U.S. government and
agency securities, corporate obligations, equity ritges; mutual funds, hedge funds, private equity,

and real estate. These financial instruments may suRgsd College to concentrations of risk. Cash
balances at June 30, 2010 exceed amounts insurtitk Byederal Deposit Insurance Corporation by
approximately $6.8 million.

12 (Continued)



THE REED INSTITUTE
Notes to Financial Statements
June 30, 2010 and 2009

(3) Investments

The fair value of investments at June 30, 2010 and 2009 are as follows:

2010 2009
Investments:
Short-term government bonds 3,999,512 —
Long-term government bonds 25,000 25,000
Corporate bonds 21,360,307 21,136,997
Bond funds 24,647,107 45,132,985
Small cap equity funds 2,844,593 2,793,436
Large cap equity funds 31,279,913 22,795,502
EFTs 19,419,977 —
Hedge funds 179,313,253 148,560,450
Private equity 106,016,376 89,225,367
REITs 2,012,712 1,721,094
Real estate 5,505,614 5,544,745
Money market and othe 3,087,227 10,252,873
Total investments $ 399,511,591 347,188,449

At June 30, 2010 and 2009, Reedllege has approximately $291 million and $243 million, respectively,

of investments that are not readily marketable. These investments represent 73% and 70% of total
investments and 64% and 60% of net assets at3lyn2010 and 2009, respectively. 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 detivas and nonmarketable investmentmd nondisclosure of portfolio
composition. Because these investments are not readily marketable, their estimated value is subject to
uncertainty and, therefore, may differ from the value that would have been used had a ready market for
such investments existed. Such difference couldmagerial. See note 12 for investment fair value
measurements.

The alternative investments are reported at net assa¢ (NAV). These investments are redeemable at
NAV under the original terms of the partnership agreis and/or subscription agreements and operations
of the underlying funds. However, it is possible that these redemption rights may be restricted or
eliminated by the funds in the futuireaccordance with the underlying fund agreements. Due to the nature
of the investments held by the funds, changemanket conditions and the economic environment may
significantly impact the NAV of the funds and, conseqlyethe fair value of the Reed College interests in

the funds. Furthermore, changes to the liquidity provisions of the funds may significantly impact the fair
value of the Reed College interest in the funds.

At June 30, 2010, Reed College has committed $830750 to private equity partnerships and hedge
funds. As of June 30, 2010, Reed College has funded $177,784,283 of these commitments leaving an
unfunded balance of $42,899,467. These commitmardscallable by the general partners/advisors
between now and 2015. The terminations of theseg@atips/funds are based upon specific provisions in

the agreements.

13 (Continued)
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THE REED INSTITUTE
Notes to Financial Statements
June 30, 2010 and 2009

Benefit payments, which reflect expected future senaseappropriate, are expected to be paid as follows
for the years ending June 30:

Year:
2011 $ 613,699
2012 670,710
2013 727,976
2014 773,033
2015 831,133
2016 — 2020 5,029,758

The Medicare Prescription Drug, Improvement, anddkrnization Act of 2003 provides an employer
subsidy of 28% of gross annual prescription drugscbstween $250 and $5,000 for actuarially equivalent
plans. FASB ASC No. 715-60Accounting and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvemeiind Modernization Act of 2008quires that the estimated impact of this
subsidy be reflected in the Accrued PostretirenBariefit Obligation (APBO)This reduction in APBO

reduces the net periodic postretirement benefit cost due to corresponding reductions in the service cost and
interest cost. Actuaries have determined that #sedRCollege Postretirement Medical Plans are actuarially
equivalent to the Medicare Part D plan. R&adlege applied for the employer subsidy.

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 flowsaath reporting period. At June 30, 2010 and 2009, the
trusts receivable wer$12,862,568 and $11,096,955, respectivaty were included under funds held in

trust by others, noncurrent.

Contributions and Accounts Receivable

Contributions receivable at June 301@@&nd 2009 consist of the following:

2010 2009
Annual fund $ 1,715,384 1,971,805
Campaign fund 362,954 152,549
Endowment fund 17,027,530 19,529,467
Plant fund 1,211,700 2,294,500
Gross contributions receivable $ 20,317,568 23,948,321

19 (Continued)
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THE REED INSTITUTE
Notes to Financial Statements
June 30, 2010 and 2009

Fair Value Hierarchy

Reed College adopted FASB ASC No. 820 on JuB0D8 for fair value measurements of financial
assets and financial liabilities and for fair valmeasurements of nonfinancial items that are
recognized or disclosed at fair value in the riicial statements on a recurring basis. ASC No. 810
establishes a fair value hierarchy that prioritizesitiputs to valuation techniques used to measure
fair value. The hierarchy gives the highest priotdyunadjusted quoted prices in active markets for
identical assets or liabilities (Level 1 measuretserand 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 (unadjusteddiive 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 quotedgsiincluded 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 whicliear measurement in its entirety falls is based on
the lowest level input that is significant to the fair value measurement in its entirety.

26 (Continued)






THE REED INSTITUTE
Notes to Financial Statements
June 30, 2010 and 2009

The following table presents assets and liabilities that are measuredvaldaion a recurring basis
at June 30, 2009:

Quoted
prices in
active Sgnificant
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 — —
Corporate bonds 21,136,997 — 21,136,997 —
Bond funds 45,132,986 41,118,409 4,014,577 —
Small cap equity funds 2,793,436 — 2,793,436 —
Large cap equity funds 22,795,502 15,338,574 7,456,928 —
Hedge funds 148,560,450 — 11,947,940 136,612,510
Private equit 89,225,367 — — 89,225,367
REITs 1,721,094 — 1,721,094 —
Real estate 5,544,745 — — 5,544,745
Money market and other 10,252,873 10,252,873 — —
Funds held in trust 11,096,955 — — 11,096,955
Total $ 358,285,405 66,734,856 49,070,972 242 479,577
Liabilities:
Interest rate swap $ 2,161,375 — 2,161,375 —

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, 2010:

Balance at June 30, 2008 $ 389,409,873
Total realized and unrealized losses (99,094,805)
Purchases, issuances, and

settlements (net) (47,835,491)
Balance at June 30, 2009 242,479,577
Total realized and unrealized gains 30,475,081
Purchases, issuances, and

settlements (net) 17,817,743
Balance at June 30, 2010 $ 290,772,401

Total losses for 2010 included in
income related to assets held at
June 30, 2010 $ —

28 (Continued)















THE REED INSTITUTE
Schedule of Expenditures of Federal Awards
Year ended June 30, 2010

See accompanying notes to schedule of expenditures of federal awards.

33

Federal Federal
Federal grantor/pass-through grantor/program title CFDA number expenditures
Student Financial Assistance Cluster:
Department of Education:
Direct programs:
PELL gran 84.063 $ 1,044,481
Perkins loans disbursements 84.038 511,326
Federal work study 84.033 207,049
Supplemental education opportunity grant 84.007 233,385
Academic Competitiveness Gtan 84.375 63,300
National Smart Grant 84.376 58,000
Total Student Financial Assistance Cluster 2,117,541
Research and Development Cluster:
National Science Foundation:
RUI — Telomere Function and Dysfunction in Vivo 47.074 113,316
RUI — Char of Glut S-trans fr Nit-fixing Root Nodules 47.074 528
RUI — Molecular Modules of Aggression 47.074 56,283
Prog to Retain Prom Undergrad Math/Sci Majors 47.076 107,607
Total National Science Foundation 277,734
National Institutes of Health:
Reinforced Variability and Operant Behavior 93.242 8,697
Behavioral Economics in a Lab-based Token Econom 93.279 32,174
Ler_mediated Regulation of EPEC Virulence Genes 93.855 72,654
Cognitions in Youth Substance Use Relapse Context 93.279 3,538
Mech for Env & Genetic Rev of Gender Biased Behavio 93.859 45,357
ARRA Mech for Env & Genetic Rev of Gender Biased Behavio 93.701 10,946
Studies of Manganese Binding Regulatory Proteins 93.859 49,425
Genetics of Barley 93.859 23,034
ARRA Genetics of Barley 93.701 73,988
Developing a New Model of Spider Gastrulation 93.865 27,493
Total National Institute of Health 347,306
Total research and development cluster 625,040
Total expenditures of federal awards $ 2,742,581
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THE REED INSTITUTE
Schedule of Findings and Questioned Costs

Year ended June 30, 2010

Summary of Auditors’ Results

(@)
(b)

The type of report issued on the financial statememgualified opinion

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

Material weaknessebhto

(c) Noncompliance which is matalito the financial statementso
(d) Significant Deficiencies in internal control over major progradume Reported

Material weaknessebto
(e) The type of report issued on compliance for major progrdngualified opinion
()  Any audit findings which are required to reported under Section .510(a) of OMB Circular Ad.33:
() Major programStudent Financial Assistance ClusterResearch and Development Cluster
(h) Dollar threshold used to distinguibbtween Type A and Type B prograr$800,000
() Auditee qualified as a low-risk auditee under Section 530 of OMB Circular AYl&3:
Findings Relating to the Financial Statements Reported in Accordance witBovernment Auditing
Standards No
Findings and Questioned Costs Relating to Federal Awards: No
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