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Report of Independent Certified Public Accountants

Board of Directors
World Resources Institute and Subsidiary

We have audited the accompanying consolidated statements of financial position of the World
Resoutces Institute and Subsidiary (the Institute) as of September 30, 2010 and 2009, and the
related consolidated statements of activities and changes in net assets, and consolidated cash
flows for the years then ended. These consolidated financial statements are the responsibility
of the Institute’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted out audits in accordance with auditing standards generally accepted in the
United States of America as established by the American Institute of Certified Public
Accountants 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 petform the audits to obtain reasonable assurance about whether the
consolidated 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 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 consolidated financial statements,
assessing the accounting principles used, and significant estimates made by management, as
well as evaluating the overall consolidated financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements teferred to above present faitly, in all
material respects, the consolidated financial position of the Institute as of September 30, 2010
and 2009, and the consolidated changes in its net assets and consolidated cash flows for the
years then ended, in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued a report dated
December 23, 2010 on our consideration of the Institute’s internal control over financial
reporting, and on out tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Anditing Standards and should be considered in assessing the results
of our audits.

Grant Thornton LLP
U.S. member firm of Grant Thornton Internationat Ltd



"{3' Grant Thornton

Our audit was conducted 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 U.S. Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organigations, and is not
a required part of the basic consolidated financial statements.  The accompanying
supplemental schedules on pages 38-44 ate also presented for purposes of additional analysis,
and are not a required part of the basic consolidated financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic consolidated
financial statements and, in our opinion, is faitly presented in all material respects, in relation
to the basic consolidated financial statements taken as a whole.

é/bi%j i %:Z_t s

McLean, Virginia
December 23, 2010

Grant Thornton LLP
.S, member firm of Grant Thornton International Ltd



Wotld Resources Institute and Subsidiary

Consolidated Statements of Financial Position

“

Year ended September 30, 2010 2009
Assets
Cash and cash equivalents $ 2,551,049 § 1,019,836
Cash restricted—held for others (Note H) 20,280 1,488,865
Total cash and cash equivalents 2,571,329 2,508,701
Grants, pledges and contracts receivable, net (Note D) 16,342,077 13,981,372
Investments (Note B) 37,118,015 35,017,435
Other assets 606,441 538,936
Furniture, fixtures, software, and equipment, net (Note E) 1,167,495 1,177,216
Total Assets 57,805,357 53,223,660
Liabilities and Net Assets
Liabilities
Accounts payable 2,076,453 1,266,879
Accrued salaries and benefits 1,205,593 710,148
Obligation under capital leases (Note F) 35,705 34,973
Deferred rent 206,293 231,048
Deferred revenue 825,983 63,208
Funds held for othets 20,280 1,488,865
Total Liabilities 4,370,307 3,795,121
Net Assets
Unrestricted:
Operating 508,797 109,105
Designated—working capital reserve 2,627,607 2,443,320
3,136,404 2,552,425
Temporarily restricted 24,960,880 21,538,348
Permanently restricted 25,337,766 25,337,766
Total Net Assets 53,435,050 49,428,539
Total Liabilities and Net Assets $ 57,805,357 $ 53,223,660

The accompanying noles are an integral part of these statements.
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World Resources Institute and Subsidiary

Consolidated Statements of Cash Flows

#

Year ended Septentber 30, 2010 2009
Cash Flows from Operating Activities
Change in net assets $ 4,006,511 § 1,630,773
Adjustments to reconcile change in net assets to
net cash from operating activities:
Depreciation and amortization 447,870 473,564
Loss from disposal of equipment 70,552 16,359
Realized (gain) loss from sale of investments (974,032) 2,801,633
Unrealized gain on investments (1,234,961) (1,964,846)
Changes in operating assets and liabilities:
Cash restricted - held for others 1,468,585 (17,915)
Grants and contracts receivable (2,360,705) (939,620)
Othet assets (67,505) 105,870
Accounts payable 809,574 (37,446)
Accrued salaries and benefits 495,445 (131,725)
Funds held for others (1,468,585) 17,915
Deferred rent (24,755) (28,136)
Deferred revenue 762,775 (347,213)
Accrued interest on line-of-credit — (12,018)
Net Cash Provided by Operating Activities 1,930,769 1,567,195
Cash Flows from Investing Activities
Proceeds from sales of investments 18,576,934 9,364,497
Purchase of investments (18,468,521) (8,875,940)
Purchase of furniture, fixtures, and equipment (471,030) (372,227)
Net Cash (Used in) Provided by Investing Activities (362,617) 116,330
Cash Flows from Financing Activities
Payments on line-of-credit = {2,000,000)
Payments on capital lease obligations (36,939) (48,145)
Net Cash Used in Financing Activities (36,939) (2,048,145)
Net Increase (Decrease) in Cash and Cash Equivalents 1,531,213 (364,620)
Cash and Cash Equivalents, beginning of year 1,019,836 1,384,456
Cash and Cash Equivalents, end of year $ 2,551,049 § 1,019,836
Supplemental Disclosure of Cash Flow Information
Cash paid for interest $ 5236 $ 23,898
Non Cash Investing and Financing Activities
Equipment acquired under capital lease $ (37,671) § —
37,671 —

Capital lease obligation

The accompanying noles are an integral part of these statenients.
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Wotld Resources Institute and Subsidiary

Notes to Consolidated Financial Statements
R R R e e T et e e D]

September 30, 2010 and 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Principles of Consolidation

World Resources Institute (the Institute) is an independent research and policy institute founded in 1982
to help governments, environmental and development organizations, and private businesses address a
fundamental question as to how societies can meet basic human needs and nurture economic growth
without undermining the natural resource base and environmental integrity.

The Institute’s wotk is carried out by an approximately 200-member interdisciplinary staff, strong in
sciences, and augmented by a network of advisors, collaboratots, international fellows, and cooperating
institutes in more than 50 countries. The Institute currently focuses on four goals: (1) Governance &
Access, (2) People & Ecosystems , (3) Climate & FEnergy, and (4) Markets & Enterprise.

The Tnternal Revenue Setvice (IRS) has classified the Institute as exempt from federal income taxes under
Section 501(c)(3) of the Internal Revenue Code (IRC), as a publicly supported not-for-profit organization.

The World Resources Institute Fund (WRIF) is a not-for-profit organization created in 1986 as a
suppotting organization to the Institute, and is included in these consolidated financial statements. Priot
to fiscal year 2002, and after 2003, WRIF had no activities. In 2002 and 2003, WRIF activities included
the operation of a capital campaign. Such activities have been shifted to the Institute since. WRIF is
cuttently used to record investment activities for the African Centre for Technology Studies (ACTS)
endowment (see note H). The IRS has classified WRIF as exempt from federal income taxes under
Section 501(c)(3) of the IRC. WRIF is an entity described under Section 509(2)(3) of the IRC and,
therefore, not a ptivate foundation.

Basis of Presentation

The accompanying consolidated financial statements have been prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United States of America.

Classification of Net Assets
Activities of the Institute are recorded in the following net asset categoties:

Operating-Unrestricted revenues and operating expenses of the Institute. Current investment earnings
are available to support cutrent operations.

Designated—W orking Capital Reserve—Amounts designated by the Board of Directors of the Institute to be
maintained as part of a reserve and used to suppott cettain specific future activities as defined by the
Board of Directors.

Designated-Other—-Amounts designated by the Board of Directors to be used in a manner similar to an
endowment. No amounts have been designated to this category as of September 30, 2010 and 2009.

Temporarily Restricted-Contributions restricted, as to time or putpose, by the donor. When the purpose
or time period restriction is met, temporarily restricted net assets are reclassified to untestricted net
assets and reported in the consolidated statement of activities as net assets released from restrictions.

Permanently Restricted~Funds that are restricted by donors tequiring that the principal be invested in
perpetuity. The earnings on these funds are unrestricted and are used fot operations in accordance
with a spending policy approved by the Board of Directors.

9



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements

September 30, 2010 and 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Revenue Recognition

Conttibutions, including unconditional promises to give, are recognized as revenue in the petiod received.
Contributions are reported as increases in the appropriate category of net assets, except for the
contributions that impose restrictions that ate met in the same fiscal year they are received, which are
included in unrestricted revenues.

Income from grants and contracts is cutrently recorded as unrestricted revenue when the costs ate
incurred. Amounts received that have not been expended are recorded as deferred revenue. The amount
of expenses incurred in excess of funds received is included in grants and contracts receivable.

Cash and Cash Equivalents

For purposes of reporting cash flows, the Institute considers all highly liquid investment instruments
purchased with an initial maturity of three months or less to be cash equivalents except for cash and cash
equivalents held in investment accounts

The Institute has cash in foreign accounts totaling $61,880 and $19,245 in 2010 and 2009, respectively.
Investments

The Institute records investments that qualify as secutities as defined in FASB Accounting Standards
Codification™ (ASC) 320, Investments — Debt and Equity Securities at fair value. Gains and losses on
investments, realized and unrealized, are recorded as of trade date.

The Institute’s cash and money market accounts held in its investment portfolio are carried at amortized
cost. These investments do not qualify as securities as defined in ASC 320, Investments — Debt and Equity
Securities, thus the fair value disclosures required by ASC 820, Fair Value Measurements and Disclosures, ate not
provided.

Fair Value

ASC 820, Fair Value Measurements and Disclosures, establishes a single authoritative definition of fair value,
sets a framework for measuring fair value, and requires additional disclosures about fair value
measurements. In accordance with ASC 820, the Institute classifies its assets and liabilities into Level 1
(securities valued using quoted prices from active markets for identical assets), Level 2 (securities not
traded on an active market for which observable market inputs ate readily available), and Level 3 (securities
valued based on significant unobservable inputs). Investments are classified in their entirety based on the
lowest level of input that is significant to the fair value measurement.

10



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued
e S e
September 30, 2010 and 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Fair Value—Continued

The following is a description of the valuation methodologies and inputs used for assets and liabilities
measured at fair value, as well as the general classification putsuant to the valuation hierarchy.

Equity Securities

Tnvestments in equity securities valued at the quoted prices in an active market are classified within
Level 1 of the fair value hierarchy.

Debt Securities

When quoted prices are available in an active market, debt securities are classified within Level 1 of
the fair value hierarchy. Quoted prices in inactive matkets are classified within Level 2. As of
September 30, 2010 and 2009, all debt securities were valued using quoted prices in an active market.

Alternative Investments

Alternative investments consist of investments in vatious funds. These investments are aggregated
into hedge, equity, fixed income, emerging market and real estate funds based on their undetlying
investments. The fair value of such investments is determined using the net asset value (NAV) per
share as a practical expedient. The investments, which are redeemable at or near year-end at NAV per
share, are classified within Level 2 of the fair value hierarchy; otherwise, they are classified within
Level 3 of the fair value hierarchy.

Furniture, Fixtures and Equipment

Furniture, fixtures, and equipment are recorded at cost. Depreciation is recorded on the straight-line basis
over estimated useful lives that range from three to five years. Leasehold improvements are amortized
over the shorter of their useful lives or the lease term. Assets purchased under a capital lease are recotded
as an asset and a corresponding obligation at the beginning of the lease term. The recorded amount is
equal to the present value of the minimum lease payments. Leased assets are amortized over the shortet
of their useful lives or the lease term. When assets are retited or sold, the related cost and accumulated
depreciation are removed from the accounts, and any gain or loss arising from such disposition is included
in the consolidated statement of activities.

The Institute has capitalized its collections. Collections consist of artwotk that is held for public

exhibition. Collections purchased are capitalized at cost, collections donated are capitalized at appraised
value as of the date of the acceptance of the donation. Collections ate not depreciated.

Costs Subject to Audit
The Institute’s costs under its government grants and cooperative agreements are subject to audit by the

awarding agencies. Management of the Institute does not believe that the results of such audits would
have a material impact on the financial position and operating results of the Institute.

11



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued
e e R e e

September 30, 2010 and 2009

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Use of Estimates

The prepatation of financial statements, in conformity with accounting principles generally accepted in the
United States of Ametica, 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, as well as the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Concentration of Credit Risk

To stabilize the financial markets, congtess provided unlimited federal guarantees on all deposits held in
non-intetest beating accounts. This guarantee expited on December 31, 2009. As a result, the Institute
moved $3,000,000 to a secute savings account at Merrill Lynch. The balance in the secure savings account
on September 30, 2010 was $2,001,407. The Institute has not incurred any losses on these funds.

Impact of Recent Accounting Standards/Pronouncements

Effective for the year ended September 30, 2010, the Institute adopted new guidance that creates a single
model to address uncertainty in tax positions and clarifies the accounting for income taxes by prescribing
the minimum recognition threshold a tax position is required to meet before being recognized in its
financial statements. Under the requirements of this guidance, organizations could now be required to
record an obligation as the result of tax positions they have historically taken on various tax exposute
items. The impact of the adoption of this guidance did not have a material effect on the financial
statements of the Institute. Prior to the adoption of this guidance, the determination of when to record a
liability for a tax exposure was based on whether a liability was considered probable and teasonably
estimable in accordance with guidance concerning recording contingencies.

In April 2009, the FASB issued guidance on estimating fair value when the volume and level of activity for
an asset or liability have significantly decreased, including guidance on identifying circumstances that
indicate a transaction is not orderly. The guidance emphasizes that, regardless of whether the volume and
level of activity for an asset or liability bave dectreased significantly and which valuation technique was
used, the objective of a fair value measurement under ASC 820, Fait Value Measurements and Disclosures,
remains the same—to estimate the price that would be received to sell an asset ot transfer a liability in an
orderly transaction between market participants at the measurement date under current market conditions.
The guidance includes expanded disclosure requirements and requires that entities determine the major
categories for debt and equity securities in the fair value hierarchy table on the basis of the nature and risks
of the investments. The Institute adopted this guidance effective for the year ended September 30, 2010.
The adoption did not have a matetial impact on the Institute’s financial statements. The additional
disclosures required by the guidance are included in Note C — Fair Value Measurements.

In January 2010, the FASB issued guidance that clarifies existing disclosures and requires new disclosures
about fair value measurements. The clarifications and the requirement to disclose the amounts and reasons
for significant transfers between Level 1 and Level 2 and significant transfers into and out of Level 3 of the
fair value hierarchy are effective for periods beginning after December 15, 2009. The new requirement that
purchases, sales, issuances, and settlements be presented gross in the Level 3 reconciliation is effective for
fiscal years beginning after December 15, 2010 and for interim periods within those years, with early
adoption permitted. Since this new guidance only amends the disclosure requitements, it will not have any
impact on the Institute’s financial statements.

12



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued
e ———— T R N e e e e S e L RSO
September 30, 2010 and 2009

NOTE B—INVESTMENTS

Investments were as follows as of September 30:

2010 2009

Equity securities $ 11,792,538 § 12,398,887
Debt securities 1,675,773 874,776
Alternative investments

Hedge funds 13,771,960 15,081,810

Fixed income fund 1,075,714 —

Emerging market fund 2,220,156 2,100,524

Real estate fund 4.952724 —

Equity fund — 4,427,348
Subtotal $ 35488865 § 34,883,345
Money market funds 1,629,150 134,090

$ 37,118015 § 35,017,435

Investment return consists of the following for the yeats ended September 30:

2010 2009
Realized gains (losses) $ 974,032 §  (2,801,633)
Untealized gains 1,234,961 1,964,846
Dividends and interest 505,839 282,440
Investment management fees and foreign taxes (148,531) (98,478)
Total $ 2,566,301  § (652,825)

13



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued
e R e s s e
Septentber 30, 2010 and 2009

NOTE C—FAIR VALUE

The following table summarizes the valuation of financial mstruments at fair value on a recutring basis in
the Statement of Financial Position at September 30, 2010, including the additional requirement to classify
securities by major category which is defined as the major security type classification.

Level 1 Level 2 Level 3 Total
Equity secutities $ 11,792,538 $ — 3 — % 11,792,538
Debt securities 1,675,773 — — 1,675,773
Alternative investments:
Directional/absolute hedge
funds — — 13,771,960 13,771,960
Inflation hedge fund — 4,952,724 — 4,952,724
Fixed income fund = 1,075,714 = 1,075,714
Emerging market fund — 2,220,156 — 2,220,156

$ 13468311 § 8248594 § 13,771,960 § 35,488,805

The following table summatizes the valuation of financial instruments at fair value on a recurting basis in
the Statement of Financial Position at September 30, 2009, including the additional requirement to classify
securities by major category which is defined as the major security type classification.

Level 1 Level 2 Level 3 Total
Equity securities $ 12,398,887 § — % — $ 12,398,887
Debt securities 874,776 — — 874,776
Alternative investments:

Directional/absolute hedge

funds — == 15,081,810 15,081,810

Equity fund — — 4,427,348 4,427,348

Emerging matket fund — — 2,100,524 2,100,524

$ 13,273,663 § — % 21,609682 $ 34,883,345

14



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued
e R R e e e B
September 30, 2010 and 2009

NOTE C—FAIR VALUE—Continued

The following table summarizes the changes in fair value of assets and liabilities measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) for the year ended September 30, 2010,

including the additional requirement to classify securitics by major category defined as the major security
type classifications within ASC 320.

Total
Beginning Realized/ ' Purchases, Ending
Balance at Untealized Issuances, Balance at

10/1/09 Gains and Sales (Net) 9/30/10
Hedge funds $ 15,081,810 § 703,088 % 2,012,938y % 13,771,960
Equity fund 4,427,348 354,431 (4,781,779) —
Emerging market fund 2,100,524 382,643 (2,483,167) =
$ 21,609,682 § 1,440,162 § (9,277,884) § 13,771,960

The following table summarizes the changes in fair value of assets and liabilities measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) for the year ended September 30, 2009.

Total
Beginning Realized/ Purchases, Ending
Balance at Untealized Issuances, and Balance
10/1/2008 Losses Sales (Net) at 9/30/09
Alternative investments $ 22,269,290 $ (29,077) $ (630,531) § 21,609,682
$ 22,269,290 $ (29,077) $ (630,531)  $ 21,609,682

15



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued
e o 0 i A o et e e i |
September 30, 2010 and 2009

NOTE C—FAIR VALUE—Continued

The table below presents additional information for the Institute’s investments, as of September 30, 2010,
whose fair value is estimated using the practical expedient of reported net asset value (NAV). These
disclosures are requited for all investments that are eligible to be valued using the practical expedient as
defined in ASU 2009-12, regardless of whether the practical expedient has been applied.

Expected Redemption
Unfunded Liquidation Redemption Redemption  Restrictions
Fair Value Commitments Term Terms Restrictions at 9/30/10
Annually (1
fund), Between 60
Quartetly 3 - 105 days
funds), and notice (3

Closed for funds) and
Redemption Gated (2 2 funds are

Hedge funds $§ 13,771,960 None Not applicable (1 fund) funds) Gated

Inflation hedge fund 4,952,724 None Not applicable Monthly None None
15 days

Fixed income fund 1,075,714 None Not applicable Monthly notice None
' 30 days

Emerging market fund 2,220,156 None Not applicable Monthly notice None

$ 22,020,554

(2) This class includes several hedge funds and funds of funds that invest primatily in debt and equity
securities. The fair values of the investments have been estimated by using the NAYV per share of the
funds.

(b) This class includes investments in funds that invest primarily in international bonds. The fair values
of these investments have been estimated using the NAV per share of the funds.

(¢) This class includes investments in funds that invest primarily in equity stock and debt securities in
emerging economies. The fair values of the investments have been estimated using the NAV pet
shate of the fund.

(d) This class includes an investment in an inflation hedge fund whose objective is long-term total retutn

in excess of a customized blended benchmark. The fair value of this investment has been estimated
using the NAV per share of the fund.
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Notes to Consolidated Financial Statements—Continued
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September 30, 2010 and 2009

NOTE D—GRANTS, PLEDGES, AND CONTRACTS RECEIVABLE

Grants, pledges and contracts receivable are recorded at their net realizable values. The mix of receivables
as of September 30 was as follows:

2010 2009
U.S. government 4% 4%
Foundations 38% 19%
Foreign governments 20% 24%
International organizations 17% 8%
Corporations, individuals, and others 21% 45%
100% 100%
As of September 30 the Institute’s receivables were due as follows:
2010 2009
Less than one year $ 14395141 § 11,297,574
One to five years 2,168,864 2,908,924
Allowance for doubtful accounts (156,973) (124,260)
Unamortized discount on receivables (64,955) (100,867)
Grants, pledges, and contracts receivable, net $ 16,342,077 § 13,981,372

Contributions that are to be received over multiple years are discounted to ptesent value using the risk free
rate of return, for the yeat in which the contributions wete pledged.

NOTE E—FURNITURE, FIXTURES, AND EQUIPMENT

Furnitute, fixtures, and equipment consist of the following at September 30:

2010 2009
Furniture and equipment $ 3,403,404 § 3,068,115
Leasehold improvements 1,033,171 1,002,500
Equipment under capital lease agreements 123,233 85,562
Artwork 8,825 8,825

4,568,633 4,165,002
Less: accumulated depreciation and amortization (3,401,138) (2,987,780)
Furniture, fixtures, and equipment, net $ 1,167,495  § 1,177,216
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Notes to Consolidated Financial Statements—Continued

September 30, 2010 and 2009

NOTE F—OBLIGATIONS UNDER CAPITAL LEASES

The Institute is obligated under capital lease agreements for certain copy equipment. The aggregate
discounted lease payments are recorded as a liability. Obligations under capital leases and the fair market
values of the related leased assets are capitalized and amortized over the related lease petiods. Total assets
capitalized putsuant to such agreements, and the related accumulated amortization at September 30, were
as follows:

2010 2009
Equipment under capital lease $ 123233 % 85,562
Less: accumulated amortization (69,115) (57,360)
Equipment under capital lease, net $ 54,118  § 28,202

The future minimum lease payments under the capital lease agreements and the present value of the
minimum lease payments and interest are as follows:

September 30,
2011 $ 14,203
2012 6,928
2013 6,928
2014 6,928
2015 3,464
Total future minimum lease payments 38,451
Less: amount representing interest (2,746)
Present value of minimum lease payments $ 35,705

Interest expense related to the capital leases was $5,236 and $4,496 respectively, for the years ended
September 30, 2010 and 2009.
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Notes to Consolidated Financial Statements—Continued
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September 30, 2010 and 2009

NOTE G—OFFICE LEASE COMMITMENTS AND RENT ABATEMENT

The Institute has enteted into various operating lease agreements. During 2007, the Institute renegotiated
and extended its current lease, under an agreement which expires in February 2019. As patt of the office
building lease, the Institute received two months of free rent. This rent abatement is being amortized on a
straight-line basis over the life of the lease as a reduction of rent expense.

The future minimum lease payments as of September 30, 2010, are as follows:

September 30,
2011 $ 2,573,272
2012 2,596,751
2013 2,655,166
2014 2,714,894
2015 2,775,971
2016 and theteafter 9,718,169
Total $ 23,034,223

Rental expense for these leases was $2.219,540 and $2,147,654 for the years ended September 30, 2010 and
2009, respectively.

NOTE H—FUNDS HELD FOR OTHERS

The Ford Foundation gave a grant (for endowment) of $1,200,000 to ACTS (an unrelated organization) in
Nairobi, Kenya. ACTS requested the Institute to hold the funds in an interest-bearing account until
further notice. The funds were returned in July 2010 pet the request of ACTS’ Board of Directors.

The Institute also holds $14,347 of pass-through funding for another Organization and $5,933 of earnings

on funds received from a donor teflected as funds held for others as of September 30, 2010. As of
September 30, 2010, the Institute held $288,865 of pass-through funding for another Organization.
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September 30, 2010 and 2009

NOTE I—TEMPORARILY RESTRICTED NET ASSETS

As of September 30, temporarily restricted net assets are restricted for the following programs:

2010 2009
Embarq $ 9,349,498 § 3213,081
Climate, enetgy, and pollution 2,244,746 4.381,866
People & Ecosystems 4,695,460 5,371,017
Institutions and governance 3,514,231 2,442 839
Market & Enterprise 657,636 1,691,577
Special studies 764,045 1,081,358
Communication/World Resources Repott 474,728 1,098,681
Unspent earnings on endowment 3,260,536 2,257,929
Total $ 24960,880 § 21,538,348

Net assets released from restrictions by incurring expenses satisfying their restricted pusrposes during the
yeats ended September 30, are as follows:

2010 2009
Embarq $ 1,707,147 $ 2,257,927
Climate, Enetgy, and Pollution 3,746,694 2,388,810
People & Fcosystems 3,312,206 2,218,311
Institutions and Governance 2,193,026 785,261
Market & Enterprise 1,649,167 939,460
Special studies/Innovation 832,196 172,007
Development = 60,633
Communication & World Resources Report 621,929 968,566
Total ' $ 14,062,365 $ 9,790,975
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Notes to Consolidated Financial Statements—Continued
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September 30, 2010 and 2009

NOTE J—PERMANENTLY RESTRICTED NET ASSETS

In 1987, the MacArthur Foundation gave the Institute 2 challenge loan of $12,516,000 with the
understanding that it would forgive this loan to the extent that the Institute raised qualifying matching
funds under a comprehensive development program. The purpose of the challenge loan was to facilitate
the establishment of a permanent endowment for the Institute.

After the Institute successfully met the terms of the loan agreement, an endowment was formally
established at the level of $25 million (cost basis) on January 1, 1991, with earnings on the corpus
expendable to support any activities of the Institute. The Institute’s Board of Directors adopted a policy
statement entitled Endowment Fund: Purposes, Goals, and Policies, which establishes spending rules for future
withdrawals of earnings to cover portions of the Institute’s annual operating budget while protecting the
value of the endowment against inflation. Investment earnings from the endowment (net of investment
expenses) are recognized as unrestricted designated revenue.

In 2003 and 2007, two individuals contributed $100,000 and $250,000 respectively for the purpose of
creating endowment funds to enable the Institute to hire interns. Investment earnings from the
endowment funds are recognized as unrestricted designated revenue and used to pay for interns.

Interpretation of Relevant Law

The Management and Board of Directots of the Institute have interpreted Delaware’s “Uniform Prudent
Management of Institutional Funds Act of 2007” (the Act), absent explicit donor stipulations to the
contrary, to require the Institute to act in good faith and with the care that an ordinarily prudent person in
a like position would exercise under similar circumstances in making determinations to apptoptiate or
accumulated endowment funds, taking into account both its obligation to preserve the value of the
endowment and its obligation to use the endowment to achieve the purposes for which it was donated.
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 required by the applicable donor gift instrument, if

applicable.

Endowment Investment Policies

The Institute’s investments are managed in accordance with the Board adopted Investment Policy

Statement. The investment strategy of the the Institute is to emphasize total return; that is, the aggregate

returns from capital appreciation and dividend and interest income.

Specifically, the primary objective in the investment management for Endowment assets shall be:
Long-term growth of capital, emphasizing long-term growth of principal while avoiding excessive

risk. Short-term volatility will be tolerated in as much as it is consistent with the volatility of a
comparable market index.
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Septemnber 30, 2010 and 2009

NOTE J—PERMANENTLY RESTRICTED NET ASSETS—Continued

Endowment Investment Policies—Continued
The secondary objective in the investment management of Endowment assets shall be:

Preservation of Purchasing Power After Spending - To achieve net returns (after management and
custodial fees) in excess of the rate of inflation plus our spending guideline (see below) over the
investment hotizon in order to pteserve purchasing power of Endowment assets. Risk control is an
importtant element in the investment of Endowment assets.

Over the established investment hotizon of 10 years or longer, it is the goal of the aggregate
Fndowment assets to significantly exceed the rate of inflation (as measured by the Consumer Price
Index) plus 1.0% over a market cycle.

The investment allocation is shown in footnote B.
Endowment Spending Policy

The Board of Directors approves an operating budget and associated endowment draw annually. The
Institute spending guideline shall normally be 5% of the trailing 12 quatter average market value of the
investments. The Board may approve a deviation from the 5% guideline if deemed prudent.

During 2010 and 2009, respectively, $1,379,407 and $1,869,320 of these earnings wete transferred from
temporarily restricted to untestricted operating net assets in accordance with the policy statement referred
to above.

Funds with Deficiencies

From time to time, the fair value of assets associated with the individual donor restricted endowment
funds may fall below the level that the donor requires the Institute to retain as a fund of perpetual
duration. In accordance with GAAP, deficiencies of this nature are repotted in unrestricted net assets. As
of September 30, 2010 and 2009, the Institute had no deficiencies of this nature reported in unrestricted
net assets.
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September 30, 2010 and 2009

NOTE J—PERMANENTLY RESTRICTED NET ASSETS—Continued

Endowment Net Asset Composition by Type of Fund as of September 30, 2010:

Temporarily Permanently
Unrestricted Restricted Restricted Total

Donor-restricted endowment funds  $ 2,627,607 $ 3,260,536 § 25,337,766 $ 31,225,909

Changes in Endowment Net Assets for the Year Ended September 30, 2010:

Temporarily Permanently

Untestricted Restricted Restricted Total

Endowment net assets, beginning

of year $ 2443320 § 2,257,929 § 25337766 $ 30,039,015
Investment return

Investment income 29,411 388,354 = 417,775

Net appreciation (tealized and

unrealized) 154,876 1,993,660 — 2,148,536

Total investment return 184,287 2,382,014 — 2,566,301
Appropriation of endowment

assets for expenditure — (1,379,407) — (1,379,407)
Endowment net assets, end of

yeat $  2627,607 $ 3,260,536 § 25,337,766 $ 31,225,909
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September 30, 2010 and 2009

NOTE J—PERMANENTLY RESTRICTED NET ASSETS—Continued

Endowment Net Asset Composition by Type of Fund as of September 30, 2009:

Temporatily Permanently
Untrestricted Restricted Restricted Total

Donor-restricted endowment funds ~ $§ 2,443,320 $ 2,257,929 $ 25337,766 § 30,039,015
Changes in Endowment Net Assets for the Year Ended September 30, 2009:

Temporarily  Permanently

Untrestricted Restricted Restricted Total

Endowment net assets, beginning

of year $ 7,225254 % — $ 25337766 $ 32,563,020
Net asset reclassification based on

change in law (4,737,112) 4.737,112 - —
Endowment net assets beginning

of year after reclassification 2,488,142 4,737,112 25,337,766 32,563,020
Investment return

Investment income 19,209 261,371 — 280,580

Net appreciation (realized and

unrealized) (64,031) (871,234) — (935,265)

Total investment return (44,822) (609,863) — (654,685)
Approptiation of endowment

assets for expenditure — (1,869,320) — (1,869,320)
Endowment net assets, end of

year $ 2443320 $ 2,257,929 $ 25337,766 § 30,039,015
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NOTE K—SIGNIFICANT CONTRACTS

The Institute was awarded a four-year $4,900,000 grant on December 11, 2008, by the Netherlands
Ministry of Foreign Affaits for core funding in response to their proposal Leveraging Change at the Nexus of
Poverty, Ecosyste and Governance.  WRI has received $4,760,000 as of September 30, 2010. A total of
$4,900,000 of this grant has been spent as of September 30, 2010.

The Institute initiates and completes a substantial portion of its projects within the Institutions &
Governance and People & Ecosystems Programs pursuant to couple of cooperative agreements from the
U.S. Agency for International Development. The revenue pursuant to these cooperative agteements was
$3,410,818 and $1,713,415 for the yeats ended September 30, 2010 and 2009, respectively. Such revenue
accounted for approximately 77.6 percent and 8.9 percent of total federal and non-federal grants,
contributions, and cooperative agteement revenues during the years ended September 30, 2010 and 2009,
respectively.

NOTE L—EMPLOYEE BENEFITS

The Institute contributes either 5 percent or 8 percent (based on years of service) of eligible employees’
annual carnings, as defined in Plan agreements under a defined contribution plan. The amount
contributed to the Plan for the years ended September 30, 2010 and 2009, was $849,765 and $752,865,

respectively.

NOTE M—SUBSEQUENT EVENTS

The Institute evaluated its September 30, 2010 financial statements for subsequent events through
December 23, 2010, 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 consolidated financial
statements.
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World Resources Institute and Subsidiary

Supplemental Schedule of Fxpenditures of Federal Awards

= S === —
Year ended Setitember 30, 2010
Federal
Federal Grantor Federal Contract CFDA
Program Title Number Number Expenses
U.S. Agency for International Development:
Governing Lcosystems* ELEE-A-00-02-00056-00 98.000 $ 300,368
Mkt Initiatives/ Adv Clean Energy & Sustn Grn Busn Dev in India* 386-A-00-05-00199-00 98.000 126,040
Improved Governance & Sustainable Use of Forest Resources* 623-A-00-06-00048-00 98.000 1,229,146
Forestry Legality Alliance* EEM-A-00-09-0012-00 98.000 890,159
Pass-through from ARD, Inc.* EPP-1-00-06-00008-00 98.000 1
Pass-through from ARD, Inc.* EPP-1-00-06-00008-00 98.000 51,509
Pass-through from ARD, Inc.* EPP-1-00-06-00008-00 98.000 11,338
Pass-through from ARD, Inc* EPP-1-03-06-00008-00 98.000 72,155
Pass-through from ARD, Inc.* EEP-1-03-06-00008-00 98.000 45,584
Pass-through from ARD, Inc.* BEEP-1-02-06-00008-00 98.000 892
Pass-through from ISC* 486-A-09-00007 98.000 650,000
Pass-through from TNC* RLA-A-00-07-00043 98.000 33,626
Total for U.S. Agency for International Development 3,410,818
U.S. Environmental Protection Agency:
Taking Renewable Energy to Scale* XA-83420501-0 66.034 107,020
Product Lifecycle, Supply Chain Standards & Emissions Mgmt tools* XA-83420601-0 66.034 208,219
Targeted Watershed Initiative WS895438209-0 66.439 118,463
Development and Application of Infrastructure for 2 Model Trading WS96569601-0 66.000 81
Total for U.S. Environmental Protection Agency 433,783
U.S. Department of Agriculture .
Pass through from West Virginia University 68-3A75-6-185 10.912 44,110
Enhancing Capacity of REAP 58-3000-7-0103 10.250 22,086
Pass-through from Conservation Innovation Grant from NRCS-USDA 2008-0110-007 10912 66,360
132,556
U.S. Department of the Interior
Support U.S. efforts to map & identify causes of reef degradation CRI-WRI-2 15.000 42,466
42,466
U.S. Dept. of State
Accelerating Clean Energy Markets in India S-LMAQM-07-CA-337 19.000 86,968
Guidelines for Safe & Effective Carbon Capture & Storage S-LMAQM-08-GR-135 19.000 168,882
255,850
U.S. Dept. of Energy
Pass through from The Regents of the Univ. of CA
L. Berkeley National Laboratory DE-AC02-05CH11231 81.000 93,367
U.S. Fish & Wildlife Service
Capacity Bldg for Protected Areas in Hotma District - Uganda 98210-8-G727 15.651 5,908
National Oceanic & Atompspheric Administration (NOAA)
Pass through from National Fish & Wildlife Foundation FR.2129 (NOAA) 11.463 23,160
Total Federal Expenditures $ 4,397,908

*Major Program
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Year ended September 30, 2070

NOTE A—BASIS OF ACCOUNTING

The accompanying Schedule of Expenditures of Federal Awards (the Schedule) includes all federal grants
to the Institute that had expenditure activity during the year ended September 30, 2010. This Schedule
has been prepared on the accrual basis of accounting for expenditures in accordance with accounting
principles generally accepted in the United States of America. Grant revenues and expenditures are
recorded for financial reporting purposes when the Institute has met the qualifications for the respective
grants. Grant revenues are equivalent to grant expenditures. The information in this Schedule is
presented in accordance with the requirements of OMB Circular A-133, Aundits of States, Local Governments,
and Non-profit Organizations Receiving Federal Awards.

NOTE B—SUBRECIPIENTS

Of the federal expenditures presented in this Schedule, the Institute provided federal awards to
subrecipients in the following areas:

2010
U.S. Agency for International Development: Governing Ecosystems $ 25,000
U.S Agency for International Development

Clean Energy & Sustn Grn Busn Dev in India 40,000
U.S. Agency for International Development: Improved Governance &

Sustainable Use of Forest Resources 512,235
Forestry Legality Alliance 445,000
U.S. Agency for International Development: Pass-through from ISC 25,000
U.S. Agency for International Development: Pass-through from ISC 16,500
U.S. Department of State: Guidelines for Safe & Effective Carbon Capture & Storage 137,768
U.S. Fish & Wildlife Service: Capacity Bldg for Protected Areas in

Hoima District — Uganda 6,310
U.S. Department of the Interior: Support U.S. Efforts to Map &

Identify Causes of Reef Degradation 10,000
Total subrecipient payments $ 1,217,813

NOTE C—CATALOG OF FEDERAL DOMESTIC ASSISTANCE

Catalog of Federal Domestic Assistance (CFDA) numbers are not assigned to the U.S. Agency for
International Development grants and contracts. However, because of their similarities, we have
considered all such contracts as one program for determination in applying OMB Circular A-133.
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Board of Directors
World Resources Institute and Subsidiary

We have audited the financial statements of Wotld Resources Institute and Subsidiary
(The Institute) as of and for the year ended September 30, 2010, and have issued our report
thereon dated Decembet 23, 2010.  We conducted our audit in accordance with auditing
standatds generally accepted in the United States of America as established by the American
Institute of Certified Public Accountants and the standards applicable to financial audits
contained in Govetnment 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 Institute’s internal control over
financial reporting as a basis for designing our audit procedures for the purpose of expressing
an opinion on the financial statements but not for the purpose of expressing an opinion on the
effectiveness of the Institute’s internal control over financial reporting. Accordingly, we
exptess no such opinion.

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 cotrect misstatements on a timely basis. A
material weakness is a deficiency, or a 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 would not necessarily identify all deficiencies in internal
control that might be material weaknesses in the Institute’s internal control over financial
reporting. Given these limitations, duting our audit we did not identify any deficiencies in the
Institute’s internal control over financial reporting that we consider to be material weaknesses.
However, material weaknesses may exist that were not identified.
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Our audit was also not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control over financial reporting that is less severe than
a material weakness, yet important enough to merit attention by those charged with
governance. We identified a certain deficiency in internal control over financial reporting,
described in the accompanying Schedule of Findings and Questioned Costs as item 10-01 that
we consider to be significant deficiencies in the Institute’s internal control over financial
treportng.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Institute’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could 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 audit
and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance ot other matters that are requited to be teported under
Government Auditing Standards.

We did not audit the Institute’s written response to the matters desctibed in the accompanying
Schedule of Findings and Questioned Costs and accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Board of Directors, Audit
Committee, management, and federal awarding agencies and pass-through entities, and is not
intended to be and should not be used by anyone other than these specified patties.

(ot oo e

MclLean, Virginia
December 23, 2010
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Board of Ditrectors
Wotld Resoutrces Institute and Subsidiary

Compliance

We have audited the compliance of Wotld Resoutces Institute and Subsidiary (the Institute)
with the types of compliance requitements described in the U.S. Office of Management and
Budget (OMB) Circular A-133 Compliance Supplement that could have direct and matetial
effect on each of its major federal programs for the year ended September 30, 2010. The
Institute’s major federal programs ate 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 Institute’s management. Our responsibility is to express an
opinion on the Institute’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of Ametica as established by the American Institute of Certified
Public Accountants; the standards applicable to financial audits contained in Government
Auditing Standatds, issued by the Compiroller General of the United States; and OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards
and OMB Circular A-133 require that we plan and petform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements refetrred
to above that could have a direct and material effect on a major federal program occurred. An
audit includes examining, on a test basis, evidence about the Institute’s compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination of the Institute’s compliance with those
requirements.

In our opinion, the Institute complied, in all material respects, with the requirements referred
to above that are applicable to each of its major federal programs for the year ended
September 30, 2010. Howevet, the results of our audit procedures disclosed an instance of
noncompliance, described in the accompanying Schedule of Findings and Questioned Costs as
item 10-02, that is requited to be repotted in accordance with OMB Circular A-133.
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Internal Control Over Compliance

Management of the 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
Institute’s internal control over compliance with requitements that could have a direct and
material effect on a major federal program as a basis for designing audit procedures for the
purpose of exptessing an opinion on compliance, but not for the purpose of expressing an
opinion of the effectiveness of the Institute’s internal control over compliance. Accordingly,
we express no such opinion.

A deficiency in 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 and correct noncompliance on a timely basis with a
type of compliance requirement of a federal program on a timely basis. A material weakness is
a deficiency, or combination of deficiencies, in internal control over compliance such that
there is a reasonable possibility that matetial noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and cotrected on a timely
basis.

Our consideration of internal control would not necessarily identify all deficiencies in internal
control that might be material weaknesses. Given these limitations, during our audit we did
not identify any deficiencies in the Institute’s internal control over compliance that we consider
to be material weaknesses. However, material weaknesses may exist that were not identified.

Our audit was also not designed to identify all deficiencies in internal control over compliance
that might be significant deficiencies. A significant deficiency is a deficiency, or a combination
of deficiencies, in internal control over compliance with a type of compliance requirement of a
federal program that is less severe than a material weakness, yet impottant enough to merit
attention by those charged with governance. We identified a deficiency in internal control
over compliance, described in the accompanying Schedule of Findings and Questioned Costs
as item 10-02, that we consider to be a significant deficiency in the Institute’s internal control
over compliance.

We did not audit the Institute’s written response to the matters described in the accompanying
Schedule of Findings and Questioned Costs and, accordingly, we exptress no opinion on them.

This report is intended solely for the information and use of the Board of Directors, Audit

Committee, management, and 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.

TN -—f“ L, . V
Mcl.ean, Virginia o w

December 23, 2010
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Schedule of Findings and Questioned Costs
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Year ended September 30, 2070

Section 1 Summary of Auditor’s Results
Financial Statements
1. Type of auditor’s report issued Unqualified

2. Internal control over financial reporting

a. Material weaknesses identified? No
b. Significant deficiencies identified not considered
to be material weaknesses? Yes
c. Noncompliance material to the financial
statements noted? No
Federal Awards

1. Internal control over major programs:

a. Material weaknesses identified? No
b. Significant deficiencies identified not considered
to be material weaknesses? Yes

2. Type of auditor’s report issued on compliance for
major programs: Unqualified

3. Any audit findings disclosed that are required to be
repotted in accordance with OMB Circular A-133,
Section 510(a)? Yes

4. Identification of major program:

Federal Agency/Program Title CFDA
U.S. Agency for International Development 98.various

Surveys, Studies, Investigations, Demonstrations and
Special Purpose Activities Relating to the Clean Air Act 66.034

5. Dollar threshold used to distinguish between
Type A and Type B programs: $300,000

6. Auditee qualified as a low-risk auditee undet
OMB Circular A-133, Section 5307 Yes
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World Resources Institute and Subsidiary

Schedule of Findings and Questioned Costs—Continued
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Year ended September 30, 2010

Section II—Financial Statements Findings
Finding 10-01

Criteria: The financial statement close process includes preparing the trial balance; accumulating, prepating,
reviewing and posting journal entries; drafting the financial statements and related disclosures and preparing
management’s internal analysis of the financial statements and related disclosures. The process also includes
analyzing accounts to ensure the accuracy of balances and amounts and understanding related fluctuations
between the current and prior year.

Condition: We noted etrors in the Institute schedule of accounts receivable and deferred revenue that required
an adjustment of approximately $529,000. We noted several wire transfers totaling approxirnately $104,000
included on the bank reconciliation as outstanding transactions as of year end that were not initiated until FY
2011.

Effect: The Institute’s accounts receivable and deferred revenue balances were overstated by $529,000. The
Institute’s cash balance was overstated by $104,000 and accounts payable balance was understated by
$104,000 as of year end.

Canse: The Institute currently records several post closing entries outside of its accounting system to conform
its financial statements to generally accepted accounting principles, principally in the area of accounting for
contributions. During the review of the cash reconciliation, errors identified were brought to the attention
of the accounting staff to be cotrected. However, the reconciliation was not reviewed a second time after
the correction is made.

Recommendation: Management should perform a more robust review of the accounts receivable and deferred
revenue schedules to ensure post closing entries are accurate. Management should also continue to explore
ways of incorporating these post closing entties into their accounting system. We recommend that all
reconciliation schedules be reviewed a second time after a reviewer provides the preparer with corrections to
ensure corrections ate reflected.

Management Response and Corrective Action Plan: Over the last five years, WRI has nearly doubled in size (from
$20m to neatly a $40m in expenses). With the incteased volume of transactions, it has become more difficult
to manually calculate the deferred revenue and then adjust accounts receivable accordingly, as we had done
in the past. We have commissioned a consultant to write a program in Cognos 8 (our new business
intelligence tool) to help us calculate the deferred revenue and resultant accounts receivable adjustment.
Eatly versions of the report presented by the consultant had some errors and we were still working with the
consultant to fine tune the report when the auditors arrived. In the end we had to abandon the report and
manually recalculate the deferred revenue and accounts receivable. We believe that when this report is
finalized and we have time to properly quality assure the results of the report that it will create a good
foundation to reduce the workload and better assure that these errors are not repeated.

As it relates to the bank reconciliation, we actually detected this error and tried to fix it before the auditors
came in. In the process of fixing it, the problem was compounded when it was fixed in the wrong
accounting period. From there on, we needed technical help from Deltek (accounting software company) to
fix it. The process took longer than expected. The audit had begun by the time it was corrected. Thete is
enough documentation indicating that we had controls in place to detect the error and that the controls
work. However, we acknowledge that this was an unusual and confusing issue that required additional
follow through to ensure it was reflected correctly in the trial balance.
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Schedule of Findings and Questioned Costs—Continued
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Year ended September 30, 2070

Section III—Federal Award Findings and Questioned Costs
Finding 10-02
Program: All federal awards.

Criteria: The allowability of costs incurred by non-profit organization is determined in accordance with the
provisions of OMB Citculat A-122, “Cost Principles for Non-Profit Organizations.” (CFR Title 2 Section
215 Para. 27)

Condition: During our testing of the indirect cost pool activity of the Institute, we noted two instances of
unallowable costs charged to the indirect cost pool as general and administrative cost.

Questioned Costs. Questioned costs of $83 were identified.
Effect: The matter noted could lead to additional questioned costs.

Canse: Invoices received for purchases of both alcoholic and non alcoholic beverages did not cleatly identify
alcoholic beverages as such. Therefore, staff responsible for posting charges to the indirect cost pools was
not aware that the purchase was for alcohol. In addition, the staff was not aware that delivery charges for
alcoholic beverages are considered unallowable.

Recommendation: We recommend unallowable costs be cleatly identified on invoices and purchase orders in
otder for staff unfamiliar with the putchase to appropriately record chatges. In addition, we recommend that
management communicate to the staff that delivery charges for alcohol only deliveries be charged to
unallowable costs.

Management Response and Corrective Action Plan: Recommendation accepted. We plan to separate alcohol from
non-alcohol from the invoice so that unallowable charges are easily identifiable to facilitate proper recording.
Staff members have been notified that delivery charges for alcohol only deliveries should be charged to
unallowable costs.
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Wotld Resources Institute and Subsidiary

Status of Prior Year Findings
_#
Year ended September 30, 2010

There were no prior year findings.
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World Resources Institute and Subsidiary

Schedule of Indirect Cost Rate Calculation (Facility Costs)

e e e e R —— e = |

Year ended September 30, 2010

Total
Direct Expenses Programs Fundraising Expenses

Salaries and Stipends $ 10,980,293 $ 1,153,741 $ 12,134,034
Fringe Benefits 2,672,132 291,598 2,963,730
Research & Conference Expenses 3,251,523 86,555 3,338,078
Publications Expenses 929,993 87,086 1,017,079
Communications Expenses 321,836 46,895 368,731
Travel 1,747,245 181,350 1,928,595
Misc. Costs 229,563 56,842 286,405
Subgrants 6,798,803 — 6,798,803
Total direct expenses 26,931,388 1,904,067 28,835,455
Less: Costs of institutional cooperative

agreements/subgtants (6,798,803) — (6,798,803)
Total Allowable Direct Fxpenses (Allocation Base) $ 20,132,585 § 1,904,067 $ 22,036,652

Total Facility

Facility Costs Cost
Rent $ 2,219,540
Salaries 597,497
Fringe Benefits 133,675
Library and Information Services 150,753
Reproduction 4,033
Supplies and Materials 109,653
Postage (4,419)
Telephone and Cables 227,336
Equipment Rental and Maintenance 823,296
Interest/ Offsite storage/Misc. Exp. 58,495
Depreciation and Amortization 447,870
Total facility costs 4,767,729
Total Allowable Facility Costs $ 4,767,729
Calculation of Facility Cost Rate:

Total allowable facility costs/total allowable direct

expenses (§4,767,728/$22,036,652) 21.64%
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World Resources Institute and Subsidiary

Schedule of Fringe Benefit Rate Calculation

Year ended September 30, 2010

Regular and Temporary Total
Fringe Benefits Term Staff Staff Benefits
F1CA 929,018 $ 39,134 § 968,152
Group health 1,177,019 — 1,177,019
Retirement 849,765 — 849,765
Unemployment 34,115 5,705 39,820
Workers” compensation 31,197 832 32,029
Other 526,991 — 526,991
Total allocable costs 3,548,105 § 45,671 % 3,593,776
Regular and Term Staff Labor Programs Fundraising Facility Subgrant Administration Total Labor

Salaries 10,478,052 $ 1,134,543 § 597,497 $ 161,037 § 1,846,442 § 14,217,571
Less: excluded salaries expense® (183,914} — (74,632) - 84,560) (343,106}
Total allowable labor base 10,294,138 § 1,134,543 § 522,865 $ 161,037 § 1,761,882 § 13,874,465
Calculation of fringe benefit for regular and term staff:
Total allocable costs/total allowable labor base

(83,548,105/$13,874,465) 25.57%

Temporacy Staff Labor Programs Fundraising Facility Subgrant Administration Total Labor
Salaries and stipends 502,241 § 19,198 $ — & — $ 49,557 § 570,996
Total allowable labor base 502,241 $ 19,198 $ — — 3 49,557 $ 570,996
Calculation of fringe benefit for temporary staff:
Total allocable costs/total allowable labor base
8.00%

($45,671/8570,996)

*Eixcluded salary expenses are fellowship stipends, intern programs and outside temporary help. Theses expenditures are excluded because they do not

have a relationship to fringe benefit costs.

41



World Resources Institute and Subsidiary

Schedule of Indirect Cost Rate Calculation (General and Administration)

#

Year ended September 30, 2010

Programs Fundraising Total
Allowable total direct $ 20,132,585 § 1,904,067 $ 22,036,652
Total allocation base for general and administrative $ 20,132,585 $ 1,904,067 $ 22,036,652
General and Administrative Expenses

Salaries $ 1,895,999
Benefits 455,200
Research Expenses 17,635
Conference Expenses 34,014
Publications Expenses 31,257
Travel 237,545
Professional Services 125,401
Memberships/Fees/Dues 31,072
Recruitment/Relocation 366,119
Staff Meals/Kitchen 28,639
Training & Career Development 111,820
Postage 18
Reproduction 6,751
Miscellaneous 85,749
Non-billable unallowable 143,340
Total general and administrative expenses 3,570,559
Less: non-billable unallowable (143,340) *
Total allowable general and administrative expenses $ 3,427,219
Calculation of general and administrative rate:
Total general and administrative/total allocation base for

general and administrative ($3,427,219/$22,036,652) 15.55%

*Excluded unallowable expenses that ate not chargeable to funders.
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World Resources Institute and Subsidiary

Schedule of Indirect Cost Rate Calculation (Subgrant)

Year ended September 30, 2070

Programs Fundraising Total
Total subgrant costs $ 6,798,803 $ — ¥ 6,798,803
Total allocation base for general and administrative $ 6,798,803 § — % 6,798,803
General and Administrative Expenses

Salaties $ 161,037
Benefits 41,170
Total general and administrative expenses $ 202,207
Calculation of subgrant rate:
Total subgrant costs/total allocation base for

general and administrative ($202,207/$6,798,804) 2.97%
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World Resources Institute and Subsidiary

Note to Schedule of Indirect Cost and Fringe Benefit Rate Calculations
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Year ended September 30, 2010

NOTE A—BASIS OF ACCOUNTING

The calculation of allocation rates is prepared in accordance with the methodologies used by the Institute
in negotiating its indirect facility cost, fringe benefit, and general and administrative cost rates with its
ovetsight agency, the U.S. Agency for International Development. Revenue is recorded using provisional
approved rates. The difference between actual and provisional rates is not material to the financial
statements as a whole.

Facility Cost Rate—tepresents total indirect costs less unallowable costs as a percentage of total direct costs,
which includes fringe benefit costs, less all charges representing costs incurred pursuant to subcontract ot
subgrant agreements and unallowable costs.

Fringe Benefit Rate-represents the cost of total fringe benefit expenses as a percentage of total salary and
wage charges that result in related fringe benefit expenses. Fringe benefit costs are included as a direct

cost in the calculation of both the overhead, and the general and administrative cost rates.

General and Administrative Rate—trepresents all general and administrative expenses as a percentage of direct
costs incurred, less charges representing costs incurred pursuant to subcontract or subgrant agreements.

Subgrant Pool Rate—represents subgrant-related salaties as a percentage of total subgrant costs.
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