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BFCC
BEACHFLEISCHMAN

I ndependent Auditors' Report

Board of Directors and Management
Research Corporation for Science Advancement
Tucson, Arizona

We have audited the accompanying financial statements of Research Corporation for Science Advancement (the
Foundation), which comprise the statements of financial position as of December 31 ,2016 and 2015, and the related
statements of activities and cash flows for the years 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.

Auditors' 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. 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 auditors' judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. ln making those risk assessments,
the auditor considers internal control relevant to the Foundation'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 Foundation'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

ln our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
Research Corporation for Science Advancement as of December 31 , 2016 and 2015, and the changes in its net assets
and its cash flows for the years then ended, in conformity with accounting principles generally accepted in the United
States of America.

át^¿7¿¿o/n*,2C
Tucson, Arizona
April26,2017

BeachFleischman PC . beachfleischman.com

1985 East River Road, Suite #201 . Tucson, A285718-7176 . 520.321.4600 ' 520.321.4040

2201 EasT Camelback Road, Suite #200 . Phoenix, AZ 85016-3431 . ' 602.265.7011 . 602.265.7060
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RESEARCH CORPORATION FOR SCIENCE ADVANCEMENT

STATEMENTS OF FINANCIAL POSITION

DECEMBER 3I, 2016 AND 2015

ASSETS

2016 2015

Cash and cash equivalents
lnvestments
Other receivables
Other assets
Property and equipment, net of accumulated depreciation

($790,837, 2016; $7 81,7 54, 2O1 5)

$ 5,248,606 $
147,502,148

'î,664,500
229,265

2,207,044
145,822,011

1,664,500
249,671

48.086 57,1 69

s r54.692.605 $ 150.000.395

Accounts payable and accrued expenses
Grants payable
Postretirement benefit obligation
LBT liability

Commitments and contingencies

Net assets:
Unrestricted

LIABIL¡TIES AND NET ASSETS

2,758,635

$ 69,875
1,250,569

734,791
1,400,000

3,455,235

151.933.970 146.545.160

$154S92605_ s 150.000.395

$ 54,476
560,000
761 ,1 59

1,383,000

2See notes to financial statements.



RESEARCH CORPORATION FOR SCIENCE ADVANGEMENT

STATEMENT OF ACTIVITIES

YEARS ENDED DECEMBER 31,2016 AND 2OI5

2016 2015

Changes in unrestricted net assets
Revenues:

Net investment income (loss):
Net capital gain (loss)
lnterest and dividend income

Expenses:
Program services:

Grants and awards approved
Program administration
Conferences and convening
Communications and outreach

Supporting services:
General and administration
Taxes

lncrease (decrease) in unrestricted net assets

Net assets, beginning

Net assets, ending

$ 1r,478,568
973.583

12.452,151

$ (3,111,722\
1.931,835

(1 ,179,887)

3,991,936
777,958
877,150
446.794

6.093,838

967,400
2.103

969,503

7.063.341

5,388,810

146,545,160

3,452,044
752,582
802,693
479.237

5.486.556

792,715
42.337

835.052

6,321,608

(7,501,495)

154,046,655

s 151.933.970 $ 1 160

3See notes to financialstatements



RESEARCH CORPORATION FOR SCIENCE ADVANCENíENT

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31,2016 AND 2015

Cash flows from operating activities:
lncrease (decrease) in net assets
Adjustments to reconcile increase (decrease) in net assets to net

cash used in operating activities:
Depreciation
Net realized and unrealized (gains) losses on investments
Changes in operating assets and liabilities:

Accrued dividends and interest receivable
Other assets
Accounts payable and accrued expenses
Grants payable
Postretirement benefit obligation
LBT liability

Net adjustments

Net cash used in operating activities

Cash flows from investing activities:
Pu rchases of investments
Proceeds from sale/maturity of investments
Purchases of property and equipment

Net cash provided by investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning

Cash and cash equivalents, ending

2016 20 l5

s 5.388.810 $ ø,501,495)

9,083
(13,718,066)

5,271
2,190,332

20,406
(15,399)

(690,569)
26,368

(17,000)
n4.385,177\ 2.175.156

t8.996.367) (5.326.339)

85,804
(18,591)

9,412
57,993

(155,065)

(8,687,500)
20,725,429

(109,600,000)
1 15,196,800

Q0.796\

5,576,00412.037.929

3,041,562

2.207.044

249,665

1.957.379

$ 5.248,606 $ 2.207.044

4See notes to financial statements.



RESEARCH CORPORATION FOR SCIENCE ADVANCEMENT

NOTES TO F¡NANCIAL STATEMENTS

YEARS ENDED DECEMBER 31,2016 AND 2015

1. Description of foundation and summary of significant accounting policies:

Organization:
Research Corporation is a private operating foundation incorporated in New York doing business as

Research Corporation for Science Advancement (the Foundation). The Foundation is dedicated to the
advancement of science.

Estimates:
The preparation of financial statements in conformity with accounting principles generally accepted in the

United States of America (GAAP) 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 and the reported amounts of revenues and expenses during the reporting period.

Actual results could differ from those estimates.

Financial statement presentation :

The Foundation reports information regarding its financial position and activities according to three classes of
net assets: unrestricted net assets, temporarily restricted net assets and permanently restricted net assets.
Resources are reported for accounting purposes in separate classes of net assets based on the existence
or absence of donor-imposed restrictions.

Cash and cash equivalents:
All highly liquid debt instruments purchased with a maturity of three months or less are considered to be cash

equivalents. All cash and cash equivalents are placed with various credit institutions. At times, such
amounts may be in excess of the FDIC and SIPC insurance limits; however, management does not believe
they are exposed to any significant credit risk on cash and cash equivalents.

lnvestments:
lnvestments are carried at fair value. All of the Foundation's investments are held in professionally managed

mutualfunds, unconsolidated limited partnerships or special purpose entities.

lnvestment transactions are recorded on the trade date. lnvestment gains and losses include both realized
and unrealized gains and losses and are included in the change in net assets in the accompanying
statements of activities as increases or decreases in unrestricted net assets unless their use is temporarily
or permanently restricted by explicit donor-imposed stipulations or legal requirements net of related
investment fees. Realized gains or losses are recognized in the period sales or other transactions occur
and are computed using the first-in, first-out method. Dividends and interest income are accrued when
earned. lnvestments are considered to be impaired when a decline in fair value is judged to be other-than-
temporary.

Fair value measurements:
Fair value is defined as the price to sell an asset or transfer a liability between market participants in an

orderly exchange in the principal or most advantageous market for that asset or liability. Mutual funds are
valued at quoted market prices. The fair value for the commingled funds and qualifying alternative
investments is determined based on the investment's net asset value as a practical expedient.
Considerable judgment is required in interpreting market data used to develop the estimates of fair value.
Accordingly, the estimates presented in the financial statements are not necessarily indicative of the
amounts that could be realized in a current market exchange. The use of different market assumptions and

estimation methodologies may have a material effect on the estimated fair value.
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RESEARCH CORPORATION FOR SCIENCE ADVANCEMENT

NOTES TO FTNANCTAL STATEMENTS (CONTTNUED)

YEARS ENDED DECEMBER 31,2016 AND 2015

1. Description of foundation and summary of significant accounting policies (continued)

Fair value financial instruments:
The Foundation's cash and cash equivalents, receivables, payables and other financial assets and liabilities

not remeasured at fair value are carried at cost, which approximates fair value. These assets and liabilities
are valued based on quoted prices for similar assets, quoted interest rates and other readily available
market information (level 1 inputs). There have been no changes in the valuation methods or significant
assumptions used to estimate the fair value. The fair value measurements for assets remeasured at fair
value in the accompanying financial statements is disclosed in Note 3.

Other receivables:
The Foundation has sold or granted to astronomy research institutions all of its viewing rights in the Large

Binocular Telescope (LBT) observatory along with the obligation to pay related operating costs associated
with those nights. Other receivables at December 31,2016 and 2015 consist of amounts owed to the
Foundation from five institutions for costs that were paid by the Foundation on their behalf.

Grants payable:
The Foundation accounts for its unconditional promises to give, which are normally in the form of grants, as

an expense in the year the unconditional promise is made. Any unpaid promises to give are reported as
grants payable.

Expense allocation:
Expenses that can be identified with a specific program or supporting service are charged directly to the

program according to their natural expense classification. Costs incurred that share a common purpose are
allocated based upon estimates made by management of time spent by employees on various activities.
lnvestment expenses include an allocation of internal expenses, such as compensation and occupancy
costs, for the Foundation's staff as well as amounts paid to third parties.

lncome taxes:
The Foundation qualifies as a tax-exempt private operating foundation under lnternal Revenue Code Section

4940(d). lncome from certain activities not directly related to the Foundation's tax-exempt purpose may be
subject to taxation as unrelated business taxable income (UBTI).

GAAP requires management to perform an evaluation of all tax positions taken or expected to be taken in the
course of preparing the Foundation's tax returns to determine whether the tax positions meet a "more likely
than not" standard of being sustained under examination by the applicable taxing authorities. This
evaluation is required to be performed for all open tax years, as defined by the various statutes of
limitations, for federal and state purposes.

The Foundation is only subject to income taxes on UBTI as applicable. As a result, the Foundation is

required to file informational returns for federal and state purposes and, if it has UBTI, federal and state
income tax returns. Management has performed its evaluation of tax positions taken on all open tax returns
and has determined that there were no positions taken that do not meet the "more likely than not" standard.

Subsequent events:
The Foundation's management has evaluated the events that have occurred subsequent to December 31,

2016 through April 26,2017, the date that the financial statements were available to be issued, and
concluded that no additional disclosures are required. Management has no responsibility to update these
financial statements for events and circumstances occurring after this date.
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RESEARCH CORPORAT¡ON FOR SC¡ENCE ADVANCEMENT

NOTES TO FTNANCTAL STATEMENTS (CONT¡NUED)

YEARS ENDED DECEMBER 31,2016 AND 2015

2. lnvestments:

The investment goal of the Foundation is to maintain or grow its spending power in real (inflation adjusted) terms
with risk at a level appropriate to the Foundation's programmatic spending and objectives. The Foundation
diversifies its investments among various financial instruments and asset categories, including both active and
passive approaches. The investments of the Foundation are managed by external investment management
firms. The cost presented in the following table consists of cash invested less cash returned. The
Foundation's investments consist of the following at December 31:

2016 20 l5
Fair value Cost Fair value Cost

Equity investments:
Mutualfunds
Private investment funds

Fixed income investments:
Money market funds
Short-term bond funds

Alternative investments:
Multi strategy funds
Real estate strategy funds
CLO & other debt strategies funds

$ 68,711,709
18,621,700

3,700,000
12,884,291

27,478,900
6,167,545
9,938.003

$ 64,678,231
17,000,000

3,700,000
12,975,849

4,474,188
5,242,187
6.819.549

$ 66,494,036
16,387,200

5,200,000
12,841,977

27,900,349
3,790,993

13.207.456

$ 67,574,651
17,000,000

5,200,000
12,975,849

7,886,532
3,475,000
9.472.233

fiM-þ92,148_ ût!_4.99!J04_ Sl!þß22.011 fi123.5þ4.265_

The Foundation's equity investments are invested with independent managers with a global strategy, including
exposure to emerging markets. At December 31, 2016 and 2015, approximately 42% of the Foundation's
investments were invested in limited partnerships and private investment funds. Such investments generally
have limited liquidity due to the structure, term and investment strategy of the investment.

Net capital gain (loss) consists of the following:
2016 2015

Net realized and unrealized gains (losses) on investments
I nvestment advisory fees
lnternal investment management costs

s 11.478 568 gJ3,1J_1f,2?l

3. Fair value

ASC 820 Fair Value Measurement establishes a fair value disclosure framework, which prioritizes and ranks the
level of observable inputs used in measuring investments at fair value. The levels of the fair value hierarchy
are as follows:

Level 1 - lnputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in

active markets that the Foundation has the ability to access.

$ 13,718,066
(2,010,802)

e28.696)

$ (2,190,332)
(707,918)
(213.472\
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RESEARCH CORPORATION FOR SCIENGE ADVANCEMENT

NOTES TO F¡NANCTAL STATEMENTS (CONTTNUED)

YEARS ENDED DECEMBER 31,2016 AND 2OI5

3. Fair value (continued):

Level 2 - lnputs to the valuation methodology include the following items. lf the asset has a specified
(contractual) term, the level 2 input must be observable for substantially the full term of the asset or liability.
o Quoted prices for similar assets or liabilities in active markets;
. Quoted prices for identical or similar assets or liabilities in inactive markets or active markets that the

Foundation does not have access to;
. lnputs other than quoted prices that are observable for the asset or liability;
. lnputs that are derived principally from or corroborated by observable market data by correlation or other

means.

Level 3 - lnputs to the valuation methodology are unobservable and significant to the fair value measurement.

Practical Expedient - lnvestments for which fair value is measured at net asset value per share (or its
equivalent). Due to the inherent uncertainty of these estimates, these values may differ materially from the
values that would have been used had a ready market for these investments existed. lnvestments that are
included in this category generally include private fund investment structures and limited party interest,
without quoted prices.

The investment's fair value measurement level within the fair value hierarchy is based on the lowest level of any
input that is significant to the fair value measurement. Valuation techniques used need to maximize the use of
observable inputs and minimize the use of unobservable inputs.

At December 31,2016, the fair value of investments measured on a recurring basis is as follows:

Fair value
Practical

expedient Level I Level 2 Level 3

Equity investments:
Mutualfunds
Private investment funds

Fixed income investments:
Money market funds
Short{erm bond funds

Alternative investments:
Multi strategy funds
Real estate strategy funds
CLO & other debt

strategies funds

$ 68,71 1,709 $ -
18,621,700 18,621,700

$ 68,71 1,709 $ $

3,700,000
12,884,291

27,478,900
6,167,545

3,700,000
12,884,291

27,478,900
6,167,545

9.938,003 9.938,003

$147.502.148 $ 62.206.148 S 85.296.000 $ $
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RESEARCH CORPORATION FOR SCIENCE ADVANCEMENT

NOTES TO FTNANCTAL STATEMENTS (CONTINUED)

YEARS ENDED DECEMBER 31,2016 AND 2OI5

3. Fair value (continued):

At December 31,2015, the fair value of investments measured on a recurring basis is as follows:

Practical
Fair value Level 1 Level 2 Level 3

Public equity investments:
Mutualfunds
Private investment funds

Fixed income investments:
Money Market Fund
Short-term bond funds

Alternative investments:
Multi strategy funds
Real estate strategy funds
CLO & other debt

strategies funds

$ 66,494,036 $
16,387,200 16,387,200

5,200,000
12,841,977

$ 66,494,036 $

5,200,000
12,841,977

$

27,900,349
3,790,993

27,900,349
3,790,993

13.207.456 13.207.456

g1!þß22.011 $ 61,285,998 $ 84.536.013 $ $

The Foundation invested in marketable global equity securities through commingled funds that were limited to
institutional and other qualified investors. The fair value of the commingled funds was based on the net asset
value primarily derived from quoted prices in active markets of the underlying equity securities. lnvestments in
mutual funds are valued at the closing price reported on the active market in which the individual funds are
traded.

The Foundation uses the net asset value per share as a practical expedient to estimate the fair value of
alternative investments and certain public equity investments. Since there is no readily available market for
these investments, such investments are stated at fair values as estimated in an inactive market. These
investments include assets that may not be immediately liquid, such as private debt securities, residual
collateralized loan obligation (CLO) interests, real estate or other assets. The valuations of these investments
are based upon year-end values provided by the investment managers using guidelines established by those
investment managers and consideration of other factors related to the Foundation's interests in these
investments. The Foundation obtains and considers the audited financial statements of such investments
when evaluating the overall reasonableness of carrying value. The Foundation believes this method provides a
reasonable estimate of fair value. However, the recorded value may differ from the fair value had a readily
available market existed for such investments and those differences could be material.

The Foundation's investments that employ the practical expedient consist of all the alternative investments and

an equity investment, which are structured as partnerships, limited liability companies and offshore investment
funds. These investments have restrictions on redemptions.

I



RESEARCH CORPORAT¡ON FOR SCIENCE ADVANCEMENT

NOTES TO F|NANCTAL STATEMENTS (CONTINUED)

YEARS ENDED DECEMBER 31,2016 AND 2OI5

3. Fair value (continued):

The investment strategy types and redemption details of these investments at December 31,2016 are as
follows:

Fair value
Unfunded

commitments
Redemption
frequency

Redemption
notice oeriod

Public equity investments (a)
Multi strategy funds (b)
Other alternative funds (c)

$ 18,621 ,700 $
27,478,900
16,105,548 12.137,500

3 year lock-up
Annually

None

Redemption

N/A
90 days

N/A

$_0229q!49_ $leß7,50q

The investment strategy types and redemption details of these investments at December 31,2015 are as
follows:

Fair value
Unfunded

commitments frequencv
Redemption
notice period

Public equity investments (a)
Multi strategy funds (b)
Other alternative funds (c)

$ 6'!2g5.eeg_ $__li.925,ooo

(a) This category consists of an offshore investment fund that invests in global public equities in a highly
concentrated fashion. There is liquidity ol 10o/o during years 1 and 2 and 7.5o/o during year 3, with
remainder available to redeem at end of lock. 2.5o/o ma1y be taken each quarter. Unused entitlement
rolls from one quarter to the next, but does not roll from one year to the next.

(b) This category consists of two open-end funds. One invests in various strategies including investments in

special situations, financially distressed issuers, convertible hedging and real estate. The other fund
generally invests in noninvestment-grade credit instruments.

(c) This category consists of various closed-end limited partnerships with finite lives up to 15 years, which
do not permit redemption before termination. These investments consist of various debt related
strategies including whole loan origination, commercial and residential mortgage backed securitized
lending, European real estate and key facility corporate lease lending. Substantially all of the value of
the investments in this category can never be redeemed with the funds. lnstead, due to the nature of
these investments, distributions are received through the liquidation of the underlying assets of the
funds. lt is estimated that the underlying assets will be liquidated over the next 10 years.

4. Line of credit:

The Foundation has a $5,000,000 uncollateralized revolving line of credit with a major commercial bank with
interest at the daily one-month LIBOR (.77% and .43o/o at December 31, 2016 and 2015) plus 1 .5%. The line
expires in February 2018, but is renewable annually. There were no borrowings, repayments, amounts
outstanding on the line or interest expense incurred for the years ended December 31,2016 and 2015

$ 16,387,200 $
27,900,349
16.998.449 10.925.000

3 year lock-up
Annually

None

N/A
90 days

N/A
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RESEARCH CORPORATION FOR SCIENGE ADVANCEMENT

NOTES TO FTNANCTAL STATEMENTS (CONTINUED)

YEARS ENDED DECEMBER 3I,2OI6 AND 2OI5

5. Benefit plans

Defined contribution pension plan:
The Foundation has a noncontributory defined contribution plan for all eligible employees

makes fully vested contributions ranging lrom 10Yo - 15o/o, based on years of service.
incurred defined contribution plan expense of $142,300 and $148,045 for 2016 and 2015.

The following table shows a summary of postretirement benefit obligations for the year:

2016

The Foundation
The Foundation

Flexible benefits plan:
The Foundation has a flexible benefits plan whereby it contributes 10% of compensation for eligible

employees to be used for medical, retirement, education and other expenses. The Foundation contributed
$134,390 and $137,442 to the plan for 2016 and2015.

Postretirement benefits plan :

The Foundation maintains a postretirement benefit plan, which provides certain health care benefits to retired

employees and their spouses, as defined by the plan. During 2006, the Foundation froze eligibility for
participation in its postretirement benefit plan to those employees hired before June 1, 2005.

20 15

Beginning projected accumulated postretirement benefit obligations
lnterest cost
Benefits paid
Actuarialgain

Ending projected accumulated postretirement benefit obligations

$ 734,791 $
25,072

(41,297\

889,856
28,736

(42,170)
42 593 ( 41 63ll

$ 761.159 $ 791

The following table reflects the components of net periodic postretirement benefit cost for the year:

2016 2015

Service cost
lnterest cost
Actuarialgain

Net periodic benefit cost

$ $
25,072
42.593

28,736
4l 631ì(

$ 67.665 $_í12-8e5)

The actuarial calculation in 2016 includes a dental inflation assumption of 5% and a medical inflation
assumption ol So/o decreasing uniformly to 5% over 10 years. The actuarial calculation in 2015 includes a

dental inflation assumption of 5% and a medical inflation assumption oÍ 7To decreasing uniformly to 5% over
4 years. The assumed discount rate is 3.75Vo and 3.90% for2016 and 2015. The health care costtrend
rate assumptions impact the service and interest cost and the accumulated benefit obligation. A 1%

increase in these rates would increase service and interest cost by approximately $2,400 and the
accumulated benefit obligation by approximately $64,000 and $61,000 for 2016 and 2015. A 1% decrease
would decrease service and interest cost by approximately $2,000 and decrease the accumulated benefit
obligation by approximately $55,000 and $52,000 for20l6 and 2015. The Foundation made contributions
and the Plan paid benefits of $41 ,297 and $42,170 during 2016 and 2015.

11
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RESEARCH CORPORATION FOR SCIENCE ADVANCEMENT

NOTES TO FTNANCTAL STATEMENTS (CONTTNUED)

YEARS ENDED DECEMBER 31,2016 AND 2OI5

Benefit plans (continued):

Postretirement benefit plans (continued):
Postretirement benefit payments expected to be paid in each of the next five years, and in the aggregate for

the following next five years are as follows:

Year ending
@1,

2017
2018
2019
2020
2021

2022 -2026

Year ending
December 31.

$ 84,816
86,046
87,195
61,267
36,480

188,201

s 544.005

6. Commitments and contingencies

Large binocular telescope project:
The Foundation is a partner with a 12.5o/o interest in the Large Binocular Telescope Project, which is building

and managing an astronomical observatory. The Foundation has sold or granted to other astronomy
institutions, under various agreements, all of its viewing rights in the observatory along with the obligation to
pay related operating costs associated with those rights. The Foundation remains liable for its proportionate
share of observatory construction and certain other project development costs and has accrued its
best estimate of these costs as LBT liability. The Foundation remains contingently liable for its
proportionate share of future commissioning, operating and instrumentation costs, to the extent the
institutions become unable to pay and forfeit their viewing rights or in the event these costs exceed any
caps specified in the agreements with the institutions.

Operating leases:
The Foundation leases its office space under a noncancelable operating lease expiring in 2019. Rental

expense was $236,807 and $221,724 in 2016 and 2015. ln January 2016, the Foundation entered into an
agreement to sublease a portion of its office space to a third party.

Future minimum rental payments under the lease at December 31,2016 are as follows:

Rent
payments

Sublease
receipts Net

2017
2018
2019

$ 232,556 $
245,863
253,003

20,240 $
20,680
21 1)O

212,316
225,183
231.883

$ 669,382s 731.422 $ 62 040
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