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Independent Auditor’s Report 
 
 
 
 
To the Board of Directors 
Leadership Institute 
Arlington, Virginia 
 
 

We have audited the accompanying financial statements of the Leadership Institute (a 
nonprofit organization), which comprise the Statement of Financial Position as of December 
31, 2013, and the related Statements of Activities and Changes in Net Assets, Functional 
Expenses and Cash Flows for the year then ended, and the related notes to the financial 
statements. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial 
statements in accordance with accounting principles generally accepted in the United States 
of America; this includes the design, implementation, and maintenance of internal control 
relevant to the preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error. 

Auditor’s Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audit. 
We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgment, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinion. 
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Independent Auditor’s Report (continued) 

 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material 
respects, the financial position of the Leadership Institute as of December 31, 2013, and the 
changes in its net assets and its cash flows for the year then ended in accordance with 
accounting principles generally accepted in the United States of America. 

Correction of Error 

As described in Note 15 to the financial statements, certain errors including the 
understatement of contribution revenue, contributions receivable, total net assets and 
unrestricted net assets, and the overstatement of temporarily restricted net assets in the 2012 
financial statements, were discovered by management in the current year. Accordingly, 
adjustments have been recorded to beginning net assets in the 2013 financial statements to 
correct these errors. Our opinion is not modified with respect to this matter.  
 
 

 
 
 
Rockville, Maryland 
April 4, 2014 



Leadership Institute

Statement of Financial Position

December 31, 2013

Assets

Current assets
Cash and cash equivalents 712,526$               
Contributions receivable 263,273                 
Prepaid expenses 624,939                 

Total current assets 1,600,738              

Cash equivalents held for long term purposes 3,041,907              
Investments 3,298,063              
Certificate of deposit 50,000                   
Other assets 123,981                 
Property and equipment, net 11,311,760            

Total assets 19,426,449$         

Liabilities and Net Assets

Current liabilities
Accounts payable and accrued expenses 727,187$               
Deferred revenue 58,960                   
Equipment lease payable 33,780                   
Charitable gift annuity liability 457,771                 

Total current liabilities 1,277,698              

Charitable gift annuity liability, net of current portion 3,208,168              
Equipment lease payable, net of current portion 8,509                     
Security deposits 10,000                   

Total liabilities 4,504,375              

Net assets
Unrestricted 14,872,074            
Temporarily restricted -                         
Permanently restricted 50,000                   

Total net assets 14,922,074            

Total liabilities and net assets 19,426,449$         

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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Leadership Institute

Statement of Activities and Changes in Net Assets

Temporarily Permanently 2013
For the Year Ended December 31, Unrestricted Restricted Restricted Total

Support and revenue
Contributions 6,724,627$       -$              -$               6,724,627$       
Bequests 852,248            -                -                 852,248            
Foundation contributions 2,203,067         -                -                 2,203,067         
Non-cash contributions 260,719            -                -                 260,719            
Tuition revenue 314,372            -                -                 314,372            
Rental income 307,218            -                -                 307,218            
Investment income 516,984            -                -                 516,984            
Other income 96,726              -                -                 96,726              
Change in value of charitable gift annuities (251,171)          (251,171)          
Impairment loss (Note 14) (41,808)            -                -                 (41,808)            
Net assets released from restrictions 1,544,691         (1,544,691)    -                 -                   

Total support and revenue 12,527,673       (1,544,691)    -                 10,982,982       

Expenses
Program services:

Political Technology 5,178,712         -                -                 5,178,712         
Campus Leadership Program 2,730,010         -                -                 2,730,010         
CampusReform.org 346,882            -                -                 346,882            

Total program services 8,255,604         -                -                 8,255,604         

Supporting services:
Management and general 1,211,710         -                -                 1,211,710         
Fundraising 2,975,887         -                -                 2,975,887         

Total supporting services 4,187,597         -                -                 4,187,597         

Total expenses 12,443,201       -                -                 12,443,201       

Change in net assets 84,472              (1,544,691)    -                 (1,460,219)       

Net assets, beginning of year,
 as previously reported 12,274,995       2,787,276     50,000           15,112,271       

Restatement to correct errors (Note 15) 2,512,607         (1,242,585)    -                 1,270,022         

Net assets at beginning 
of year, restated 14,787,602     1,544,691   50,000          16,382,293      

Net assets, end of year 14,872,074$    -$             50,000$         14,922,074$    

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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Leadership Institute

Statement of Cash Flows

For the Year Ended December 31, 2013
Cash flows from operating activities

Change in net assets (1,460,219)$           
Adjustments to reconcile change in net assets to net cash 

provided (used) by operating activities
Depreciation and amortization 535,708                 
Impairment loss 41,808                   
Contributed securities (237,172)                
Contributed property and equipment (23,547)                  
Contributions recognized from charitable gift annuities (83,684)                  
Realized/unrealized gain on investments (425,897)                
Change in value of charitable gift annuities 251,171                 
(Increase) decrease in:

Prepaid expenses 28,374                   
Other assets (24,757)                  
Contributions receivable 1,797,665              
Accounts receivable 6,693                     
Cash equivalents held for long term purposes (570,122)                

Increase (decrease) in:
Accounts payable and accrued expenses 135,477                 
Deferred revenue 58,960                   
Security deposits (2,480)                    

Net cash provided by operating activities 27,978                   

Cash flows from investing activities
Purchases of property and equipment (55,146)                  
Purchase of investments (320,171)                
Sales of investments 483,096                 

Net cash provided by investing activities 107,779                 

Cash flows from financing activities
Proceeds from annuities issued 164,880                 
Payments of annuities (461,359)                
Payments on equipment lease (36,531)                  
Proceeds from line of credit 850,000                 
Payments on line of credit (850,000)                

Net cash used in financing activities (333,010)                

Net change in cash and cash equivalents (197,253)                

Cash and cash equivalents, beginning of year 909,779                 

Cash and cash equivalents, end of year 712,526$              

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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Leadership Institute

Statement of Cash Flows (continued)

For the Year Ended December 31, 2013

Supplemental disclosures
Interest paid 5,187$                  

Noncash transactions
Receipt of contributed property and equipment 23,547$                 
Receipt of contributed securities 237,172$              

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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Leadership Institute

Statement of Functional Expenses

Campus Campus Total
Political Leadership Reform Program Management Total

For the Year Ended December 31, 2013 Technology Program .org Expenses and general Fundraising Supporting Services Total

Salaries 1,821,964$              996,361$                 198,769$           3,017,094$              600,699$                 738,031$                 1,338,730$              4,355,824$              
Employee benefits and payroll taxes 402,817                   278,209                   49,291                730,317                   145,524                   178,664                   324,188                   1,054,505                
Printing and publications 871,191                   7,617                       11,226                890,034                   -                           564,902                   564,902                   1,454,936                
Postage 281,231                   637,523                   724                     919,478                   127,807                   1,002,018                1,129,825                2,049,303                
Travel 377,543                   285,309                   9,406                  672,258                   8,451                        87,586                      96,037                      768,295                   
Depreciation and amortization 226,186                   125,318                   19,510                371,014                   53,572                      111,122                   164,694                   535,708                   
Professional services 139,595                   226,945                   3,854                  370,394                   121,522                   67,105                      188,627                   559,021                   
Public relations 63,585                     1,555                       13,655                78,795                     -                           -                           -                           78,795                      
Occupancy 385,610                   1,541                       -                      387,151                   77,144                      94,712                      171,856                   559,007                   
Contributions 40,924                     -                           -                      40,924                     -                           -                           -                           40,924                      
Conferences and conventions 307,818                   26,340                     51                       334,209                   -                           -                           -                           334,209                   
Information technology 120,579                   51,646                     34,494                206,719                   41,191                      50,572                      91,763                      298,482                   
Office expense 73,325                     27,936                     5,328                  106,589                   21,239                      26,076                      47,315                      153,904                   
Telemarketing -                           -                           -                      -                           -                           37,920                      37,920                      37,920                      
Taxes and insurance 19,619                     5,513                       78                       25,210                     5,434                        5,756                        11,190                      36,400                      
Bank fees 37,545                     1,342                       -                      38,887                     7,749                        9,513                        17,262                      56,149                      
Scholarships 1,408                       56,855                     282                     58,545                     -                           -                           -                           58,545                      
Interest 3,592                       -                           -                      3,592                       716                           879                           1,595                        5,187                        
Other expenses 4,180                       -                           214                     4,394                       662                           1,031                        1,693                        6,087                        
Total expenses 5,178,712$              2,730,010$              346,882$           8,255,604$              1,211,710$              2,975,887$              4,187,597$              12,443,201$            

Supporting ServicesProgram Services

The accompanying Notes to Financial Statements are an integral part of these financial statements.
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1. Organization 
and significant 
accounting 
policies 

Organization:  The Leadership Institute (“the Institute”) is organized for the 
purpose of educating students in government and public policy. The Institute 
conducts schools on the public policy process and training of leaders, primarily 
youth leaders. The Institute also assists in placing its graduates and others as 
employees in the public policy area. The Institute is headquartered in Arlington, 
Virginia and conducts activities throughout the United States and abroad.  
 

 Operational data (unaudited): In 2013, the Institute operated 329 training schools. 
Of the 329 training schools, 121 were held in the DC metropolitan area and 208 were 
held elsewhere. 
 

 Basis of accounting:  The accompanying financial statements have been prepared 
on the accrual basis of accounting. Under this basis, support and revenue are 
recognized when earned, and expenses are recognized as incurred.   
 

 Basis of presentation:  Net assets and revenues are classified based on the existence 
or absence of donor-imposed restrictions and reported as follows: 
 

  Unrestricted net assets – net assets that are not subject to donor-imposed 
stipulations. 

 
The Institute solicits a variety of contributions, including to donor advised funds. 
Donor advised funds allow for the donor to recommend distributions to various 
programs or other charitable organizations approved by the Institute. Although 
the donor’s recommendations are generally fulfilled, they are subject to approval 
by the President of the Institute and are, therefore, classified as and included in 
unrestricted net assets on the Statement of Financial Position. The unrestricted 
net asset donor advised fund balance was $3,567,846 as of December 31, 2013. 

 
  Temporarily restricted net assets – net assets subject to donor-imposed 

stipulations that will be met either by actions of the Institute and/or the passage 
of time.  When a donor restriction expires, that is, when the time restriction ends 
or purpose restriction is accomplished, temporarily restricted net assets are 
reclassified to unrestricted net assets and are reported in the Statements of 
Activities and Changes in Net Assets as net assets released from restrictions. As 
of December 31, 2013 the balance of temporarily restricted net assets was zero. 

 
  Permanently restricted net assets – net assets subject to donor-imposed 

stipulations that they be maintained permanently by the Institute.   
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 Cash and cash equivalents: For financial statement purposes, the Institute 
considers all highly liquid debt instruments purchased with original maturities of 
ninety days or less to be cash equivalents.  At times, the Institute’s cash may exceed 
federally insured limits.  The Institute does not believe that this results in any 
significant credit risk.  Cash equivalents held for long term purposes consists of cash 
held in money market savings accounts, internally designated for long term 
purposes.  
 

 Contributions receivable: Contributions receivable consist of unconditional 
promises to give that are expected to be collected in future years. Contributions 
receivable are reported as either temporarily or permanently restricted support unless 
explicit donor stipulations or circumstances surrounding the pledge make clear the 
donor intended it to be used to support activities of the current period. Contributions 
receivable are recorded at the present value of their estimated future cash flows. The 
discounts on these amounts are computed using risk-adjusted rates applicable in the 
years in which those promises are received. Amortization of the discounts is 
included in contributions in the accompanying Statements of Activities and Changes 
in Net Assets. Contributions receivable are reviewed for collectability and a 
provision for uncollectible promises to give is recorded based on management’s 
judgment and analysis of the creditworthiness of the donors, past collection 
experience, and other relevant factors. Management does not believe that any 
allowance for uncollectible promises to give is necessary. As of December 31, 2013, 
all contributions receivable are expected to be collected within one year. 
 

 Investments: Investments are reflected on the statements of financial position at fair 
value. Changes in unrealized gains and losses resulting from changes in fair value 
are reflected in the Statement of Activities and Changes in Net Assets. Dividends 
and interest are recognized as they are earned. Investments include money market 
funds stated at cost, which approximates market value. Mutual funds, exchange 
traded funds, and common stocks are stated at fair value based on published market 
prices.  
 

 Fair value measurement: The Institute values certain assets and liabilities at fair 
value in accordance with a three-tier fair value hierarchy, which prioritizes the inputs 
used in measuring fair value as follows: 
 

 Level 1. Observable inputs such as quoted prices in active markets for identical 
assets or liabilities; 

 
 Level 2. Inputs, other than the quoted prices in active markets, that are 

observable either directly or indirectly; and 
 

 Level 3. Unobservable inputs in which there is little or no market data, which 
require the reporting entity to develop its own assumptions.   
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 A financial instrument’s level within the fair value hierarchy is based on the lowest 
level of any input that is significant to the fair value measurement. 
 

 Certificate of deposit: Certificates of deposit are carried at cost plus accrued 
interest which approximates fair value. The certificate bears an interest rate of 1.72% 
and has a maturity of March 20, 2017.   
 

 Property and equipment: Property and equipment are stated at cost and 
depreciated using the straight-line method over an estimated useful life of three to 
five years for furniture and equipment, and computers and software, and twenty to 
forty years for property. Property and equipment additions, and improvements 
acquired at a cost greater than $5,000 are capitalized. Contributed property and 
equipment is recorded at fair value at the date of the donation. Property and 
equipment assets are reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount of such assets may not be 
recoverable. 
 

 Charitable gift annuities: Under charitable gift annuity contracts, the Institute 
receives irrevocable title to contributed assets and agrees to make fixed period 
payments over various periods, generally over the remaining life of the donor. 
Contributed assets are recorded at fair value at the date of receipt and a liability is 
established for the present value of future annuity payments. The assets to fund these 
liabilities are maintained in separate accounts included in the investment account on 
the Statement of Financial Position. At the date the annuity is entered into, the 
excess of contributed assets over the annuity liability is recorded as unrestricted 
contribution revenue. Any subsequent gain or loss resulting from the computation of 
the liability for the present value of future annuity payments performed on an annual 
basis is recorded as an unrestricted change in the value of charitable gift annuities. 
Upon termination of the annuity contract, any remaining liability is recognized as 
change in value of charitable gift annuities on the Statement of Activities and 
Change in Net Assets.   
 

 Revenue recognition:   
 

 Contributions – Contributions are recognized as support and revenues when 
they are received or unconditionally promised. The Institute reports such gifts as 
restricted support and revenues if they are subject to time or donor-imposed 
restrictions. Temporarily restricted net assets are reclassified to unrestricted net 
assets and reported in the Statement of Activities and Changes in Net Assets as 
net assets released from restrictions when a stipulated time restriction ends, 
purpose restriction is accomplished, or both. However, temporarily restricted 
contributions are reported as unrestricted support and revenues if the restriction 
is met in the same calendar year that the gift is received.  
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 Non-cash contributions – Non-cash contributions are recorded at estimated fair 
value when received. Non-cash contributions consist of contributed equity 
securities valued at the time received using quoted market prices in active 
markets, and contributed software valued at the time received using market 
prices for similar assets.  
 

 Tuition revenue – Tuition revenue is recorded when earned over the course of 
the workshops and classes. Tuition fees received in advance are recorded as 
deferred revenue until earned over the course of the workshops and classes. 

 
 Rental income – Rental income is recognized on a straight-line basis over the 

life of the lease. 
 

 Other income – Other income includes fees received for the use of the 
Institute’s multimedia center and classroom, attendance fees for events and sales 
of apparel and are recognized as earned. 

 
 Functional allocation of expenses: The Institute’s expenses have been summarized 

on a functional basis in the Statements of Activities and Changes in Net Assets.  
Accordingly, certain costs have been allocated among the areas benefited.  
 

 Costs of joint activities: The Institute accounts for costs of joint activities which are 
part fundraising and have elements of one or more other functions, such as program 
or management and general according to certain criteria of purpose, audience and 
content in order to allocate any portion of the costs of joint activities to a functional 
area other than fundraising. 
 

 Use of accounting estimates: The preparation of financial statements in conformity 
with accounting principles generally accepted in the United States of America 
requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at 
the date of the financial statements and the reported amounts of revenues and 
expenses during the reporting period. Actual results could differ from those 
estimates. 
 

 Tax status: The Internal Revenue Service has recognized the Institute as a Section 
501(c)(3) not-for-profit corporation exempt from federal income taxes as provided in 
the Internal Revenue Code. The Institute is classified as a public charity.  
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 Uncertainty in income taxes: The Institute evaluates uncertainty in income tax 
positions based on a more-likely-than-not recognition standard. If that threshold is 
met, the tax position is then measured at the largest amount that is greater than 50% 
likely of being realized upon ultimate settlement. As of December 31, 2013, there 
are no accruals for uncertain tax positions. If applicable, the Institute records interest 
and penalties as a component of income tax expense. Tax years from 2010 through 
the current year remain open for examination by tax authorities. 
 

 Subsequent events: Management has evaluated subsequent events for disclosure in 
these financial statements through April 4, 2014, which was the date the financial 
statements were available to be issued. 
 

2. Investments Investments consisted of the following as of December 31, 2013: 
    
 Money market accounts $ 86,495  
 Money market mutual funds  175,548  
 Common stocks  2,198,284  
 Mutual funds and ETFs   
 Bond funds  83,503  
 Large-cap funds  388,574  
 Small-cap funds  137,917  
 International funds  218,834  
 Real estate and other  8,908  
    
 Total investments $ 3,298,063  
  
 Investment income consisted of the following for the year ended December 31, 

2013: 
    
 Interest and dividends $ 91,087  
 Realized and unrealized gains   425,897  
    
 Total investment income $ 516,984  
    
 Investment income is shown net of fees totaling $22,156 for the year ended 

December 31, 2013. 
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3. Fair value Assets and liabilities were recorded at fair value on a recurring basis as of December 
31, 2013 based on the following level of hierarchy: 
 

   Fair Value Measurements 
 December 31, 2013 Total Level 1 Level 2 Level 3 
      
 Investments:     
 Money market accounts $  86,495 $ 86,495 $ - $ - 
 Money market funds  175,548  175,548  -  - 
 Common stocks   2,198,284  2,198,284  -  - 
 Mutual funds and ETFs:    
  Bond funds  83,503  83,503  -  - 
  Large-cap funds  388,574  388,574  -  - 
  Small-cap funds  137,917  137,917  -  - 
  International funds  218,834  218,834  -  - 
  Real estate and other  8,908  8,908  -  - 
      
 Total investments $ 3,298,063 $ 3,298,063 $ - $ - 

      
 Charitable gift annuity liability $ 3,665,939 $ - $ - $ 3,665,939

  
 Level 1 values are determined using quoted prices in active markets for identical 

assets. 
 

 The following is a reconciliation of the beginning to ending balance of the charitable 
gift annuity liability measured at fair value using significant unobservable inputs 
(Level 3) during the period ended December 31, 2013: 
 

 Beginning balance $ 3,794,931  
 Additions   81,196  
 Payments   (461,359)  
 Actuarial change in value  251,171  
    
 Total $ 3,665,939  
  
 The Level 3 charitable gift annuity liability is valued using the income approach, in 

the form of present value using an interest rate of 5% and the 2000 Annuity life 
expectancy tables. The discount rate is determined using risk-adjusted commercial 
lending rates available from published sources. The discount associated with the 
liability is adjusted for changes in life expectancies. 
 

 The following table summarizes the valuation techniques and significant 
unobservable inputs used for the Institute’s liabilities categorized within Level 3 of 
fair value hierarchy at December 31, 2013.  
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Liabilities: 

Fair value at 
December 31, 2013 

Valuation 
techniques Unobservable input 

     
 Charitable gift annuity 

liability 
$ 3,665,939 Income 

approach 
Present value of future 

cash flows, 
Discount rate 5%, 

Life expectancy Annuity 
2000 table 

  
4. Property  Property and equipment is as follows at December 31, 2013: 
 and    
 equipment Land $ 725,299  
 Building and improvements  14,384,940  
 Furniture and equipment  732,511  
 Software and computer equipment  537,322  
 Total property, building and equipment  16,380,072  
 Less: Accumulated depreciation  (5,068,312)  
    
 Property and equipment, net $ 11,311,760  
  
 Depreciation expense totaled $535,708 for the year ended December 31, 2013. 

 
5. Charitable gift 

annuities 
liability 

Charitable gift annuity liability represents the actuarial present value of amounts due 
under annuity agreements paid over various periods, generally the life of the donor. 
Present value is calculated using the Annuity 2000 Mortality table with no 
adjustments, assuming an interest rate of 5 percent compounded annually, and no 
provision for a surplus or contingency reserve. The interest rate is determined by the 
year of contribution and the guaranteed duration period. As of December 31, 2013, 
the liability totaled $3,665,939 with $457,771 as current.   
 

 During the year ended December 31, 2013, the Institute received $164,880 of new 
charitable gift annuities and made contractual annuity payments of $461,359. As of 
December 31, 2013, the Institute has set aside investments held for charitable gift 
annuities totaling $2,807,802 which are included in investments on the Statement of 
Financial Position. The assets are invested in common stocks, mutual funds and 
exchange traded funds.  
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6. Allocation of 
joint costs  

During 2013, the Institute incurred joint costs of $2,610,918 for informational 
materials primarily related to direct mail and newsletters that included fundraising 
appeals. Pursuant to joint cost rules (See Note 1), these costs were allocated to the 
functional areas as follows for the year ended December 31, 2013: 

    
 Program services $ 1,406,682  
 Fundraising  1,204,236  
    
 Total $ 2,610,918  
    
7. Pension plan  The Institute has a defined contribution employee pension arrangement covering all 

employees who are at least 21 years old, have earned at least $450 during the year, 
and have worked in at least three of the immediately preceding five years. The 
Institute may contribute up to 25 percent of the employee’s annual earnings into 
employee-designated investment accounts. The Institute elected to contribute 7% of 
employee base compensation in 2013 totaling $206,207.  
  

8. Line of credit The Institute renewed its $2,500,000 line of credit with a bank on May 2, 2012 for 
two years. The Institute issued a promissory note, which can be extended in one year 
increments at the bank’s sole discretion. Interest rate is LIBOR plus 1.75%, with a 
fixed minimum of 4%. 
 

 As of December 31, 2013, there was no balance on the line of credit.  
 

9. Development 
agreement 

On June 7, 2006, the Institute entered into an agreement with a real estate developer 
(“the developer”).  In consideration for the transfer of the Institute’s density rights of 
its existing building to the developer, the developer shall lease the entire tenantable 
space on the second floor of the new office building to the Institute for $1 per year 
for 99 years.  In addition to the transfer of the density rights, the Institute agreed to 
pay to the developer, upon reaching a construction milestone, $1,137,000 toward the 
construction of the second floor of the new office building. 
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 On December 31, 2010, the construction of the adjacent, new building was 
essentially complete and the Institute took possession of the leased space. This 
transaction was accounted for by the Institute as an exchange of dissimilar assets. 
That is, an exchange of density rights for office space. When dissimilar assets are 
exchanged, a gain or loss must be recognized. Accordingly, as the result of said 
transaction, the Institute recognized a gain of $4,869,896 on the original transaction. 
The Institute capitalized the value of the leasehold interest, represented by the gain 
recognized totaling approximately $6,610,000 which is included in building and 
improvements in Note 4. Separate from the sale transaction, an additional $520,265 
payment for improvements to the space was capitalized and is also included in 
building and improvements in Note 4. Starting with 2011, the Institute began to 
amortize the leasehold interest over 40 years and the leasehold improvements over 
15 years. As of December 31, 2013, accumulated amortization totaled $495,750 and 
$58,167 and amortization expense was $165,250 and $36,684 on the leasehold 
interest and leasehold improvements, respectively.   
 

10. Operating 
lease 

The Institute leases first-floor retail space in the Institute’s building located in 
Arlington, Virginia. The lease term is for 10 years, expiring in 2017.  
 
Future minimum rentals under the lease are as follows: 
 

  Year Amount  
  2014 $ 274,707  
  2015  282,948  
  2016  291,436  
  2017  73,394  
    
  Total $ 922,484  
    
11. Capital lease On November 2011, the Institute signed an agreement to lease a new phone system 

for three years with a $1 bargain purchase option at the end of the lease. The 
agreement requires a monthly payment of $2,815. The new phone system was 
capitalized on May 1, 2012, and is being amortized over the life of the lease. At 
December 31, 2013, the capital lease commitment was: 
 

  Year Amount  
  2014 $ 33,780  
  2015  8,509  
    
  Total $ 42,289  
    
 Capital lease obligation   
  Current portion $ 33,780  
  Long-term portion  8,509  
 Total capital lease obligation $ 42,289  
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 Leased office equipment under capital lease   
 Original asset value $ 101,339  
 Less: Accumulated amortization  (56,631)  
 Net book value at end of year $ 44,708  
    
 Amortization expense $ 33,780  
  
12. Net assets 

released from 
restriction 

Net assets were released from restrictions by incurring expenses satisfying the 
restricted purposes or by the passage of time as follows: 

 Tea party training $ 36,060  
 Time restrictions  1,508,631  
    
 Total $ 1,544,691  
    
13. Related party 

transactions 
The Legislative Studies Institute is another not-for-profit organization with which 
the President of the Institute, is associated. This organization is not currently active.  
 
Leadership Action, Inc. was established by the Leadership Institute in 2013. 
Operations have not yet begun. Leadership Action, Inc. holds no assets or liabilities. 
Control exists through a majority voting interest in the board. Leadership Action, 
Inc. received 501(c)(4) status from the Internal Revenue Service on March 20, 2014. 
These financial statements are not presented on a consolidated basis due to 
Leadership Action, Inc. not beginning operations and any assets or liabilities held 
being considered immaterial.  
 

14. Impairment 
loss 

The Institute received a 25% interest in donated property located in Florida. Over the 
years, the Institute has attempted to sell the property unsuccessfully. The Institute 
has determined that it does not expect to receive any amount on the disposition of 
the land. Accordingly, the total property value recorded of $41,808 was written off 
as impaired in 2013. 
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15. Correction of 
errors 

In the previous year, contribution revenue, contributions receivable and net assets 
were understated due to a bequest in the amount of $1,170,798 not being recorded 
when the Institute received word of an unconditional promise to give. A portion of 
the prior year balance of contributions receivable in the amount of $337,833 was 
misclassified as unrestricted net assets. Management has determined that this 
balance was subject to a temporary time restriction. In the previous year the Institute 
overstated temporarily restricted net assets and understated unrestricted net assets in 
the amount of $2,751,216 due to a misclassification of donor advised funds being 
recorded as temporarily restricted. Management has determined that no donor 
imposed purpose or time restrictions related to these amounts. It was also determined 
that rental income should have been straight-lined over the lease term. Rental 
income was previously being recognized on a cash basis.  
 

 The Institute corrected these errors by adjusting the beginning net assets as of 
December 31, 2013. The following captions on the Statement of Activities and 
Changes in Net Assets were affected: 
 

 Caption per Statement of 
Activities and Changes in 

Net Assets 
Unrestricted 
Net Assets 

Temporarily 
Restricted Net 

Assets 
Total Net 

Assets 
 Net assets, beginning of year $ 12,274,995 $ 2,787,276 $ 15,112,271 
 Adjustment for 

contributions receivable  -  1,170,798 1,170,798 
 Adjustment for 

contributions receivable  (337,833)  337,833 - 
 Adjustment for donor 

advised funds  2,751,216  (2,751,216)  - 
 Adjustment for rental 

income  99,224  -  99,224 
 Net assets, beginning of year, 

restated $ 14,787,602 $ 1,544,691 $ 16,382,293 
     
16. Contingencies The Institute is a defendant in a lawsuit filed by a pedestrian who allegedly suffered 

in a 2012 fall after tripping over a wire being used for tree support on a sidewalk 
near the Institute’s property. The lawsuit is being handled by the Institute’s 
insurance carrier. The Institute believes it has no material exposure to loss from this 
suit both because another party may be at fault, and because of adequate insurance 
coverage. 
 


