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Grant Thornton &%

Accountants and Business Advisors
Report of Independent Certified Public Accountants .

Board of Directors
World Resources Institute and Subsidiary

We have audited the accompanying consolidated statement of financial position of the World Resoutces
Institute and Subsidiary (the Institute) as of September 30, 2003, and the related consolidated statements of
activities, the consolidated changes in net assets and consolidated cash flows for the year then ended. These
consolidated financial statements ate the responsibility of the Institute’s management. Our responsibility is
to express an opinion on these consolidated financial statements based on our audit. The consolidated
financial statements of World Resources Institute as of and for the year ended September 30, 2002, were
audited by other auditors whose report dated December 3, 2002 expressed an unqualified opinion on those
consolidated financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the consolidated financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for out opinion.

In our opinion, the 2003 consolidated financial statements referred to above present faitly, in all material
respects, the consolidated financial position of the Institute as of September 30, 2003, and the consolidated
changes in its net assets and consolidated cash flows for the year 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 4, 2003, on
our consideration of the Institute’s internal control over financial reporting and on our tests of its
comnpliance with certain provisions of laws, regulations, contracts and grants. That repott is an integral part
of an audit petformed in accordance with Government Auditing Standards and should be read in conjunction
with this report in consideting the results of our audit.

Our audit was performed for the purpose of forming an opinion on the 2003 basic consolidated financial
statements of the Institute 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 Organizations, and is not a required
part of the basic consolidated financial statements. The accompanying supplemental schedules of functional
expenses, indirect cost rate and fringe benefits rate calculations are also presented for purposes of additional
analysis and are not a required part of the basic consolidated financial statements. This information has been
subjected to the auditing procedures applied in the audit of the basic consolidated financial statements and,
in our opinion, is faitly stated in all material respects in telation to the basic consolidated financial statements
taken as a whole.

Vienna, Virginia
. December 4, 2003
Suite 300

2070 Chain Bridge Road
Vienna, VA 22182-2536

T 703.847.7500

F 703.848.9580

W www.grantthornton.com

Grant Thornton LLP
US Member of Grant Thornton International



World Resources Institute and Subsidiary

Consolidated Statements of Financial Position

e, ]

September 30, 2003 2002
Assets
Cash and cash equivalents $ 1,020,829 § 2,683,228
Cash restricted-held for others 1,277,111 1,269,840
Total cash and cash equivalents 2,297,940 3,953,068

Grants, pledges and contracts receivable, net of
allowance for doubtful accounts of

$142,405 and $132,375 for 2003 and 2002, respectively (Note C) 13,114,302 16,305,557
Investments (Note B) _ 36,874,700 32,216,371
Other assets _ 259,105 436,546
Furniture, fixtures, and equipment, net (Note D) 747,392 973,807

Total Assets ’ v $ 53,293,439 $ 53,885,349
Liabilities and Net Assets
Liabilities
Accounts payable $ 549,853 § 532,741
Acctued salaries and benefits _ 464,688 442,090
Line-of-credit (Note G) 2,000,000 1,500,000
Loan payable (Note G) 240,221 290,715
- Obligation under capital leases (Note E) 130,371 127,677
Defetrred rent 67,899 91,423
Deferred revenue 42,206 187,943
Funds held for othets 1,277,111 1,269,840
Total Liabilities 4,772,349 4,442,429
Net Assets
Untestricted

Operating 202,518 202,518

Designated—working capital teserve 1,988,478 1,925,718

Designated—other v 6,402,009 3,323,048

8,593,005 5,451,284

Temporarily restricted : 14,828,085 18,991,636
Permanently restricted 25,100,000 25,000,000
Total Net Assets 48,521,090 49,442 920
‘Total Liabilities and Net Assets _ $ 53,293,439 § 53,885,349

The accompanying notes are an integral part of this statement.
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Wotld Resources Institute and Subsidiary

Consolidated Statements of Cash Flows

.

Year ended September 30, 2003 2002
Increase (Decrease) in Cash and Cash Equivalents
Cash Flows from Operating Activities
Change in net assets $ (921,830) § 3,148,423
Adjustments to. reconcile change in net assets to
net cash from operating activities:
Depreciation and amortization 331,386 367,719
Bad debt expense 10,030 132,375
Net gain on early termination of capital leases — (17,757)
Realized loss from sale of investments 331,621 4,875,009
Unrealized gain on investments {6,753,880) (2,655,498)
Changes in operating assets and liabilities:
Grants and contracts receivable 3,181,225 (7,519,904)
Other assets 177,441 (137,582)
Accounts payable 17,112 (10,588)
Accrued salaries and benefits 22,598 68,328
Funds held for others 7,271 1,269,840
Deferred rent (23,524) (23,940)
Deferred revenue (145,737) 142,469
Net Cash Used in Operating Activities (3,766,287) (361,106)
Cash Flows from Investing Activities
Proceeds from sales of investments 14,534,655 22,569,583
Purchase of investments (12,770,725) (19,610,042)
Purchase of furniture, fixtures, and equipment (73,307) (49,427)
Net Cash Provided by Investing Activities 1,690,623 2,910,114 °
Cash Flows from Financing Activities
Proceeds from line-of-credit borrowings 2,000,000 2,500,000
Payments on capital lease obligations (28,970) (58,865)
Payments on loan payable (50,494) (51,083)
Payments on line-of-credit (1,500,000) (2,000,000
Net Cash Provided by Financing Activities 420,536 390,052
Net (Decrease) Increase in Cash and Cash Equivalents (1,655,128) 2,939,060
Cash and Cash Equivalents, beginning of year 3,953,068 1,014,008
Cash and Cash Equivalents, end of year $ 2,297,940 $ 3,953,068
Supplemental Disclosure of Cash Flow Information
Cash paid for interest $ 9,907 - § 63,104
Assets purchased under capital leases $ 31,664 $ 139,012

The accompanying notes are an integral part of these statements.
7



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements

L

September 30, 2003 and 2002

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Principles of Consolidation

Wotld 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 integtity.

The Institute’s work is catried out by an approximately 140-member interdisciplinaty staff, strong in the
sciences and economics and augmented by a netwotk of advisors, collaborators, international fellows, and
cooperating institutes in more than 50 countties. The Institute cutrently focuses on four broad themes:
(1) promoting new paths for development, (2) halting the degradation of biological resources,
(3) preventing dangerous human-caused change in the earth’s climate, and (4) fostering sustainable
enterptises.

- The Internal Revenue Service (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
supporting organization to the World Resoutces Institute and is included in these consolidated financial
statements. Prior to fiscal year 2002, WRIF had no activities. Commencing in 2002, WRIF activities
include the operation of a capital campaign. 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 private 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 categories:
Unrestricted Funds:

Operatz'ng—Uhrestﬁcted revenues and operating expenses of the Institute. Current investment earnings
are available to suppott current opetations.

Designated-Working Capital Reserve-Amounts designated by the Board of Directors of the Insﬁtute to be
maintained as patt of a reserve and used to support certain specific future activities as defined by the
Board of Directorts.

Designated—Other-Amounts designated by the Board of Directors to be used in a manner similar to an

endowment.



World Resources Institute and Subsidiary
Notes to Consolidated Financial Statements—Continued

_ .
September 30, 2003 and 2002

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Classification of Net Assets—Continued

Temporarily Restricted—Contributions restticted, as to time or purpose, by the donor. When the purpose
ot time period restriction is met, temporatily restricted net assets are reclassified to unrestricted net
assets and reported in the consolidated statement of activities as net assets released from restrictions.

Permanently Restricted-Funds that are restricted by donors requiring that the principal be invested in
petpetuity. The earnings on these funds are unrestricted and are used for operations in accordance
with a spending policy approved by the Board of Ditectots.

Revenue Recognition

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

Income from grants and contracts is cuttently recorded as unrestricted revenue when the costs ate
incutred. Amounts received that have not been expended are recorded as defetred tevenue. 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 ot less to be cash equivalents.

Investments
The Institute records its investments at fair market value based on quoted market prices.
Furniture, Fixtures and Equipment

Furniture, fixtures, and equipment are recorded at cost. Depteciation is recorded on the straight-line basis
over estimated useful lives that range from three to five years. Leasehold improvements are amortized

~ over the shortet of their useful lives or the lease term. Assets purchased under a capital lease ate recorded
as an asset and a cotresponding 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 shorter
of their useful lives or the lease term. When assets are retired ot sold, the related cost and accumulated
depzeciation are removed from the accounts, and any gain or loss atising from such disposition is included
in the consolidated statement of activities.



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued
.~
September 30, 2003 and 2002

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Costs Subject to Audit

The Institute’s costs under its government grants and cooperative agreements ate 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.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requites 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 petiod.
Actual results could differ from those estimates.

Concentration of Credit Risk
Cash is held at one financial institution in excess of federally insured amounts. At September 30, 2003 and

2002, $1,020,820 and $2,683,228, respectively, was held at that institution. The Institute has not incurred
any losses on these funds.

NOTE B—INVESTMENTS

As of September 30, 2003 and 2002, investments were as follows:

2003 2002
Short-term investments $ 1,284,694 % 9,941,997
Limited liability partnerships 13,828,937 10,925,238
Equities 21,761,069 11,349,136
Total $ 36,874,700 $ 32,216,371

Investment return consists of the following for the years ended September 30, 2003 and 2002:

2003 2002
Realized losses $ (331,621) $ (4,875,009
Unrealized gains 6,753,880 2,655,498
Dividends and interest 320,930 345,888
Investment management fees/foreign taxes (207,358) (263,361)
Total $ 6535831 § (2,136,984)

10



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued

S

September 30, 2003 and 2002

NOTE C—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, 2003 and 2002, wete as follows:

2003 2002
U.S. government 4% 3%
Foundations 25% 22%
Foreign governments 23% 11%
International otganizations » 25% 41%
Corporations, individuals and others 23% 23%

100% 100%

As of September 30, 2003 and 2002, the Institute’s receivables were due as follows:

2003 2002
Less than one year $ 8,839,779 § 11,404,292
One to three years 4,543,088 5,377,383
Allowance for doubtful accounts : (142,505) (132,375)
Unamortized discount on receivables (126,060) (343,743)
Grants, pledges and contracts receivable, net § 13,114302 $ 16,305,557

NOTE D—FURNITURE, FIXTURES, AND EQUIPMENT

Furniture, fixtures, and equipment consist of the following at September 30, 2003 and 2002:

2003 2002
Furniture and equipment $ 1,532,422 § 1,604,808
Leasehold improvements 802,012 802,013
Equipment under capital lease agreements 170,676 139,012
Artwork 8,825 - 8,825

2,513,935 2,554,658
Less accumulated depreciation and amottization (1,766,543) (1,580,851)
Furniture, fixtures, and equipment, net $ 747,392 % 973,807

1n



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued
"
Septensber 30, 2003 and 2002 |

NOTE E—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 periods. Total assets
capitalized pursuant to such agreements, and the related accumulated amortization at September 30, 2003
and 2002, were as follows: :

2003 2002
Equipment under capital lease $ 170,676  $ 139,012
Less accumulated amortization (45,037) (13,901)
Equipment under capital lease, net $ 125,639 § 125,111

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

September 30,

2004 $ 40,792
2005 40,792
2006 40,792
2007 23,992
2008 : 1,798
Total future minimum lease payments $ 148,166 -
Less: amount representing interest (17,795)
Present value of minimum lease payments ' $ 130,371

Interest expense related to the capital leases was $9,907 and $46,529, respectively, for the yeats ended
September 30, 2003 and 2002.

NOTE F—OFFICE LEASE COMMITMENTS AND RENT ABATEMENT

The Institute has enteted into various operating lease agreements. During 1999, the Institute relocated to
a new office building, under a lease which expires in February 2009. As part of the office building lease,
the Institute received one month 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.



World Resources Institute and Subsidiary
Notes to Consolidated Financial Statements—Continued
o ——

September 30, 2003 and 2002

NOTE F—OFFICE LEASE COMMITMENTS AND RENT ABATEMENT—Continued

The future minimum lease payments are as follows as of September 30, 2003:

September 30,
2004 $ 1,367,634
2005 1,411,482
2006 1,439,742
2007 1,468,509
2008 ‘ 1,497,909
Thereafter 502,598
Total $ 7,687,874

- Rental expense for these leases was $1,390,198 and $1,316,934 for the years ended September 30, 2003
and 2002, respectively.

NOTE G—LOANS PAYABLE

Duting fiscal year 1999, the Institute obtained a $500,000 loan at Bank of America, NA, with a maturity
date of March 31, 2004. The balance outstanding on this loan at September 30, 2003 and 2002, was
$240,221 and $290,715, respectively. The interest rate on the loan is 6.55 percent. Interest expense for the
years ending September 30, 2003 and 2002, was $17,787 and $21,023, respectively. The loan agteement
contains a covenant that requires the Institute to maintain a minimum balance of $720,000 in a collateral
bank account. '

To manage short-term cash flow effectively, the Institute maintains a line-of-credit. During fiscal year
2001, the Institute obtained a $3,000,000 line-of-credit at Bank of America, NA with a maturity date of
April 30, 2004. The balance outstanding on this line-of-credit at September 30, 2003 and 2002, was
$2,000,000 and $1,500,000, respectively. The interest rate on the line-of-credit is based on London
Interbank Offered Rate (LIBOR) plus 1.5 percent (2.6200 petcent and 3.3137 percent at September 30,
2003 and 2002, respectively). The loan agreement contains a covenant which requites the Institute to
maintain unrestricted, unencumbered liquid assets (matketable securities, cash and cash equivalents) of not
less than $3,000,000.



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued

L
September 30, 2003 and 2002

NOTE H—FUNDS HELD FOR OTHERS

The Ford Foundation gave a grant (for endowment) of $1,200,000 to the African Centre for Technology
Studies (ACTS) (an unrelated organization) in Nairobi, Kenya. ACTS requested the Institute to hold the
funds in an interest-bearing account until further notice, earning interest of $77,111 as of September 30,
2003.

NOTE I—-PERMANENTLY RESTRICTED NET ASSETS

In 1987, the MacArthur Foundation gave the Institute a 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 agteement, 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: Putposes, Goals, and Policies, which establishes spending rules for
futute 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. During 2003 and 2002,
$2,397,064 and $2,378,042, respectively, of these eatnings were transfetred from unrestricted designated to
unrestricted operating net assets in accordance with the policy statement refetred to above. The Board of
Directors also authorized management to draw down an additional amount to cover capital campai
expenses duting the period January 1, 2002 to December 31, 2005. As of September 30, 2003, $1,785,777
was drawn down for this putpose.

In 2003, an individual contributed $100,000 for the purpose of creating an endowment to enable the

Institute to have interns. Investment earnings from the endowment ate recognized as unrestricted
designated revenue.

14



World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued _
-
September 30, 2003 and 2002

NOTE J—TEMPORARILY RESTRICTED NET ASSETS

As of September 30, 2003 and 2002, temporarily restricted net assets are restricted for the following
-programs:

2003 2002
Climate, energy and pollution $ 2437951 § 3,357,543
Biological resoutces 1,372,520 677,587
Economics program — 359,940
World Resources report — 50,322
Institutions and governance 905,994 1,034,095
Sustainable enterprise 1,767,910 2,019,615
Information ' : 4,191,732 6,978,376
Special studies 4,151,978 3,395,788
Forest — 1,118,370
Total $ 14,828,085 § 18,991,636

Net assets released from testrictions by incurring expenses satisfying their restricted purposes during the
yeats ended September 30, 2003 and 2002, are as-follows:

2003 2002
Climate, energy and pollution $ 1,305,202 § 341,419
Biological resources 484,812 528,917
Economics program 296,213 479,751
Wotld Resources report ' ' 50,321 381,786
Institutions and governance 767,275 1,040,539
Sustainable enterprise 1,159,326 945,551
Information 2,998,594 1,032,172
Special studies 1,407,922 311,673
Forest 651,600 949,410
Total $§ 9121265 % 6,011,218




World Resources Institute and Subsidiary

Notes to Consolidated Financial Statements—Continued

L
September 30, 2003 and 2002

NOTE K—SIGNFICANT CONTRACT

The Institute initiates and completes a substantial portion of its projects within the Institutions and

- Governance and Information Programs pursuant to a single cooperative agreement from the U.S. Agen
for International Development. The revenue pursuant to this cooperative agreement was $1,987,174 for
the year ended September 30, 2003 and $2,559,521 for the year ended September 30, 2002. Such revenue
accounted fot approximately 17 percent of total federal and non-federal grants, contributions, and
cooperative agreement tevenues duting the year ended September 30, 2003, and approximately 10 percent
for the year ended September 30, 2002. '

NOTE L—EMPLOYEE BENEFITS

The Institute contributes either 5 percent or 8 percent (based on years of service) of eligible employees’
annual earnings, as defined in Plan agteements, to individually owned tax-defetred annuity contracts under
a defined contribution annuity plan. The amount contributed to the Plan for the years ended September
30, 2003 and 2002, was $550,588 and $528,527, tespectively.

NOTE M—RELATED-PARTY TRANSACTION

The Institute provides bookkeeping setvices for a foundation from which the Institute receives grant
awards for research studies. During fiscal 2003 and 2002, the Institute recorded grant revenue of
$378,362 and $281,473, respectively, from the foundation. In addition, the Institute received $8,382 and
$15,925, respectively, from the foundation for bookkeeping services.

16
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World Resources Institute and Subsidiary

Schedule of Expenditures of Federal Awards

“

Year ended September 30, 2003

Federal
Federal Grantor Federal Contract CFDA 2003
Program Title Number Number Expenses
U.S. Agency for I ional Develop
Forest Policy and Environmental Governance* AOT-A-00-00-00241-00 02 $ 1,260,285
Eavironmental Accountability in Tanzania* 623-A-00-01-0054-00 02 240,109
Reefs at Risk in the Caribbean* EDG-G-00-00016-00 02 51,957
Governing Ecosystems* EEE-A-00-02-00056-00 02 428,775
Pass-through from Organization of the American States* LAC-G-00-01-00008-01 02 5,969
Pass-through from Institute for Sustainable Communities* 121-A-00-00-00830-00 02 79
Total for U.S. Agency for International Develog 1,987,174
U.S. Environmental Protection Agency
Global Change Research Program Report* QT-DC-01-002331 66.606 14,229
Carbon Sequestration* CX 82914501-0 66.606 128,304
Material Flows: . Stat. Analysis and Indicators Res.* R-82904601-0 66.606 251,353
Combating Global Climate Change: Flexibility. with Integrity* X-82924001-0 66.606 83,290
Nutrent Net: Taking Trading On-line for the Chesapeake Bay CB-98367001-0 66.466 78,748
Assessing Mexico’s Interest and Potential for Cap and Trade
Emissions* XA-83049701-0 66.606 1,149
Dev. Of Market Based Mechanisms for Climate Protection XA-83051501-0 66.034 7
Special Studies—Rob. Wollcot HQ-433-99-01M 66.HQ-433-99-01M 90,941
Preparation/| Report for the EPA’s Global Change Research Prgm 2001-16 66.2001-16 15,561
Total U.S. Envi I P ion Agency 663,582
Pass-through from University of Washington CMS-0349873 47.041 824
U.S. Department of Agriculture
Transparency. in the Forest Sector/Brazil 03-DG-11132762-192 10.03-DG-11132762-192 35,247
Pass-through from Texas A&M 2003-38411-13493 10.217 7
Total U.S. Department of Energy 35,254
U.S. Department of State
Develop Congo. Basin Forest Partnership Website S-LMAQM-03-H-0068 19.SLMAQM-03-H-0068 11,997
Support the Partnership for Principle 10 S-LMAQM-02-H-0076 19.SLMAQM-02-H-0076 2
Total U.S. Department of State 11,999
U.S. Forest Service
Management of Semiarid Watersheds-Pass-through from :
University of Arizona 00DG11130149064 10.904 3,775
National Aeronautics and Space Administration
U.S. National Committee for Scope NAGS5-8754 43.001 34,950
U.S. Geological Susvey/U.S. Dept. of the Interior
Documenting WRI's Metadata: Making Our Data Available
to. the World 02HQAG0123 15.809 6,000
‘Total Federal Expenditures § 2,743,558
*Major Program



World Resources Institute and Subsidiary

Notes to Schedule of Expenditures of Federal Awards

. |
Year ended September 30, 2003

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 duting the year ended September 30, 2003. 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
tecorded for financial treporting 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, Audits 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 under the U.S. Agency for International Development grants totaling $636,351.

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.
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Grant Thornton &%

Accountants and Business Advisors

Report of Independent Certified Public Accountants on
Compliance and on Internal Control over Financial
Reporting Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standatds

Board of Directors
Wotld Resources Institute

We have audited the consolidated financial statements of the Wotld Resoutces Institute (the Institute) as of
and for the year ended September 30, 2003, and have issued our report thereon dated December 4, 2003.
We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standatds applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

Compliance

- As part of obtaining reasonable assurance about whether the Institute’s consolidated financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, non-compliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
ptovisions was not an objective of our audit and, accordingly, we do not exptess such an opinion. The
tesults of our tests disclosed no instances of non-compliance that are requited to be reported under
Government Auditing S tandards.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Institute’s internal control over financial reporting
in otdet to detetmine out auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Our consideration
of the internal control over financial reporting would not necessatily disclose all matters in the internal
control over financial reporting that might be matetial weaknesses. A matetial weakness is a condition in
which the design or operation of one or more of the internal control components does not reduce, to a
relatively low level, the risk that misstatements in amouats that would be material in relation to the financial
statements being audited may occur and not be detected within a timely petiod by employees in the normal
course of petforming their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses.

This repott is intended solely fot the information and use of the Institute’s Board, management, and federal -
awatding agencies and pass-through entities and is not intended to be, and should not be, used by anyone
other than these specified parties.

Vienna, Virginia -
December 4, 2003

Suite 300

2070 Chain Bridge Road
Vienna, VA 221822536

T 703.847.7500

F 703.848.9580

W www.grantthornton.com

Grant Thornton LLP . 20
US Member of Grant Thornton International



Grant Thornton &

Accountants and Business Advisors

Report of Independent Certified Public Accountants on
Compliance with Requirements Applicable to Each
Major Program and Intetnal Control over Compliance in
Accordance with OMB Circular A-133

Boatd of Directors
Wotld Resources Institute

Compliance

We have audited the compliance of the Wotld Resources Institute (the Institute) with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to its major federal programs for the year ended September 30, 2003.
The Institute’s major. federal programs are identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs. Compliance with the requitements of laws,
regulations, contracts and grants applicable to 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 out audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller 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 non-compliance with the types of
compliance requitements referred 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 requitements, and performing such other procedures as we considered necessary under the
citcumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination on the Institute’s compliance with those requirements.

In our opinion, the Institute complied, in all material respects, with the requitements referred to above that
are applicable to each of its major federal programs for the year ended September 30, 2003.

Internal Control over Compliance

The management of the Institute is responsible for establishing and maintaining effective internal control
ovet compliance with requirements of laws, regulations, contracts and grants applicable to federal programs.
In planning and performing our audit, we considered the Institute’s internal control ovet compliance with
requirements that could have a direct and material effect on a major federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Citcular A-133.

Suite 300

2070 Chain Bridge Road
Vienna, VA 22182-2536

T 703.847.7500

F 703.848.9580

W www.grantthornton.com

Grant.Thornton LLP 21
US Member of Grant Thornton International



Out consideration of the internal control over financial reporting would not necessarily disclose all mattets in
the internal control that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce, to a relatively low
level, the risk that non-compliance with applicable requirements of laws, regulations, contracts and grants
that would be material in relation to a major federal program being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We noted
no matters involving the internal control over compliance and its operation that we consider to be material
weaknesses.

This report is intended solely for the information and use of the Institute’s Board, 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.
Cr =" | hovdo—s

Vienna, Virginia
December 4, 2003
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Wotld Resources Institute and Subsidiary
Schedule of Findings and Questioned Costs

e

Year ended September 30, 2003

Section I
Financial Statements
1. Type of auditor’s report issued
2. Internal control over financial reporting
a. Matetial weaknesses identified?
b. Reportable conditions identified not considered _
to be material weaknesses?
c. Non-compliance matetial to the financial
statements noted?
Federal Awards
1. Internal control over major programs:
a. Material weaknesses identified?
b. Reportable conditions identified not considered

to be material weaknesses?

2. Type of auditor’s repott issued on compliance for
majot programs:

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

4. Identification of major programs:

U.S. Agency for International Development
U.S. Environmental Protection Agency

5. Dollar threshold used to distinguish between
Type A and Type B programs: .

6. Auditee qualified as a low-risk auditee under
OMB Circular A-133, Section 530?

Section IT

Financial Statements Findings

Section IlT
Federal Award Findings and Questioned Costs
Section IV

Status of Prior Year Audit Findings and Questioned Costs

Summary of Auditor’s Results

Unqualified

None
None reported

No

None

None reported

Unqualified

02.various
66.606

$300,000

Yes

None

None

None
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Wotld Resources Institute and Subsidiary
Schedule of Indirect Cost Rate Calculation (Facility Costs)
S
Year ended September 30, 2003

Total
Direct Expenses Programs . Fundraising Expenses

Salades and stipends $ 5,846,615 $ 816,406 $ 6,663,021
Fringe benefits 1,748,417 243,302 1,991,719
Research expenses/conferences 877,224 278,210 1,155,434
Communication expenses 122,555 22,626 145,181
Institutional cooperative agreements/subgrants 3,620,414 — 3,620,414
Publications 606,633 84,770 691,403
Staff and Board travel 582,780 94,945 677,725
Other direct costs 278,648 52,096 330,744
Total direct expenses 13,683,286 1,592,355 15,275,641
Less: Costs of institutional cooperative

agteements/subgrants {3,620,414) — (3,620,414)
Total Allowable Direct Expenses (Allocation Base) 10,062,872 § 1,592,355 § 11,655,227

Total Facility
Facility Costs Cost

Rent $ 1,390,199
Salaries 355,791
Fringe benefits 102,062
Library and information services 112,396
Reproduction 7,929
Supplies and materals - 63,369
Postage 6,292
Telephone and cables 86,520
Equipment rental and maintenance 127,811
Tnterest/ offsite storage/miscellaneous expenses 26,216
Depreciation and amortization 331,387
Total facility costs 2,609,972
Less unbillable depreciation (110,208)
Total Allowable Facility Costs --$ 2,499,764
Calculation of Facility Cost Rate:

Total allowable facility costs/total allowable direct

expenses ($2,499,764/$11,655,227) 21.45%
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World Resources Institute and Subsidiary

Schedule of Fringe Benefit Rate Calculation

Year ended September 30, 2003

Regular and Temporary Total
Fringe Benefits ‘Term Staff Staff Benefits
FICA 559,254 § 16935 § 576,189
Group health 548,281 — 548,281
Retirement 550,588 — 550,588
Unemployment 21,033 2,966 23,999
Workers’ compensation 23,505 448 23,953
Other 655,861 — 655,861
Total allocable costs 2,358,522 § 20349 §$ 2,378,871
Regular and Term Staff Labor Programs Fundraising Facility Subg Administration Total Labor

Salaries 5,846,615 § 816,406 $ 355791 §% 77531 § 880,525 $ 7,976,868
Less excluded salaries expense* (198,338) (9,924) (26,054) — (35,392) (269,708)
Total allowable labor base 5648277 § 806,482 § 329,737 § 77,531 § 845,133 § 7,707,160
Calculation of fringe benefit for regular and teom stafE
Total allocable costs/total allowable labor base

($2,358,522/$7,707,160) 30.60%

Temporary Staff Labor Programs Fundraising Facility Subgrant Administration ‘Total Labor

Saladies and stipends 191,597 § 6,625 $ 11,099 § — § 25,522 § 234,843
Less excluded salaries expense* — — — — — —
Total allowable labor base 191,597 § 6,625 § 11,099 § — § 25,522 § 234,843
Calculation of fringe benefit for temporary staff.
Total allocable costs/total allowable labor base

(§20,349/$243,843) 8.66%

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

have a relationship to fringe benefit costs.
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World Resources Institute and Subsidiary

Schedule of Indirect Cost Rate Calculation (General and Administration)
-

Year ended September 30, 2003

Programs Fundraising Total
Allowable total direct pet page 26 $ 10,062,872 § 1,592,355 $ 11,655,227
Total allocation base for general and administrative $¢ 10,062,872 $ 1,592,355 $ 11,655,227
General and Administrative Expenses

Salaries » $ 880,525
Benefits 261,336
Research expenses 14,795
Conference expenses 25972
‘Publications expenses : 2,015
Travel 57,438
Professional services . 161,979
Memberships/fees/dues 19,079
Non-project related meals 2,512
Recruitment/relocation _ 77,104
Staff meals/kitchen 23,657
Training and career development 31,557
Telephone ' 11,165
Postage 2,125
Reproduction (8,542)
Miscellaneous 72,461
Non-billable unallowable ‘ 69,370
Total general and administrative expenses 1,704,548
Less: . non-billable unallowable (69,370) *
Total allowable general and administrative expenses $ 1,635,178
Calculation of general and administrative rate:
Total general and administrative/total allocation base for

general and administrative ($1,635,178/$11,655,227) 14.03%

*Excluded unallowable expenses that ate not chargeable to funders.

1
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World Resources Institute and Subsidiary

Schedule of Indirect Cost Rate Calculation (Subgrant)
Year ended September 30, 2003

Programs Fundraising Total
Total subgrant costs $ 3,620,414 § — ¥ 3,620,414
Total allocation base for general and administrative $ 3,620,414 § — % 3,620,414
General and Administrative Expenses

Salaries $ 77,531
Benefits . ' . 23,753
Total general and administrative expenses $ 101,284
Calculation of subgrant rate:
Total subgrant costs/total allocation base for

general and administrative ($101,284/$3,620,414) 2.80%
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Wortld Resources Institute and Subsidiary

Note to Schedule of Indirect Cost and Fringe Benefit Rate Calculations
=
Year ended September 30, 2003 '

NOTE A—BASIS OF ACCOUNTING

The calculation of allocation rates is pregjl;ed 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
oversight agency, the U.S. Agency for International Development.

Faoz'/z'g 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 incutred pursuant to subcontract or
subgrant agreements and unallowable costs.

Fringe Bensfit 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. ange 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-represents all general and administrative expenses as a percentage of direct
costs incutred, less charges representing costs incurred pursuant to subcontract or subgrant agreements.

Subgrant Pool Rate—tepresents subgrant-related salaries as a percentage of total subgrant costs.
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