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Princeton Neuroscience Institute

The images in this report reflect research occurring in
the new Princeton Neuroscience Institute. The institute
was officially launched this year as an interdisciplinary
program that aims to push the University to the forefront
of neuroscience research—a field widely considered to be
ripe for major scientific breakthroughs over the next several
decades.
The institute—led by co-directors Jonathan D. Cohen,
the Eugene Higgins Professor of Psychology and director
of the Center for the Study of Brain, Mind, and Behavior,
and David W. Tank, the Henry L. Hillman Professor in
Molecular Biology and professor of molecular biology and
physics—will bring together researchers from psychology
and molecular biology, as well as mathematics, physics,
computer science, chemistry, and engineering. In doing so,
it will exploit Princeton’s world-recognized leadership in
the natural sciences, to bring a distinctly theoretical and
rigorous, quantitatively oriented approach to neuroscience.
It will also involve faculty and students in the humanities
and social sciences, such as philosophy and economics,
bridging to disciplines that—traditionally remote from
neuroscience—are increasingly impacted by advances in
this field.
The institute will also bring multiple state-of-theart instrumentation facilities as well as new teaching
laboratories together under one roof, creating a uniquely
integrated environment that can serve an expanded
undergraduate and graduate curriculum, ranging from the
study of single neuronal cells to whole brain function. Plans
are under way for construction of a new building to house
the institute on Washington Road, adjoining the LewisSigler Institute for Integrative Genomics in the Carl Icahn
Laboratory.
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The retina encodes the visual world into a stream of
electrical impulses, termed action potentials, that travel
down the optic nerve to the brain. Everything that we can
possibly see is represented by the timing of these impulses.
A new technique to record from every output neuron in
a small patch of the retina is illustrated in this image,
representing work from the laboratory of Professor Michael
Berry of the molecular biology department.
The image shows a live vertebrate retina on top of a glass
slide containing a multi-electrode array. Ganglion cells, the
output neurons of the retina, and their nerve bundles are
labeled with a green dye. The electrodes (10 µm size) that
sense the activity of ganglion cells and conductive leads
that connect to the edge of the glass slide are black. The red
lines show the voltage pattern detected by each electrode
when one single ganglion cell produces a spike. This spatial
pattern is different for different ganglion cells, allowing
the impulses from multiple cells to be differentiated when
they overlap in time. Studies using this new technique have
revealed important elements of the neural code by which
impulses produced in the retina represent the visual world.

Back cover

The back cover image represents work from an
interdisciplinary team of Princeton University scientists
led by Jonathan Cohen. The study was based on work by
Joshua Greene, a former graduate student in philosophy at
Princeton who joined Cohen’s lab to acquire expertise in
cognitive neuroscience.
The image illustrates data they acquired using the
University’s functional MRI scanner. The cutaway reveals
the surface of one volunteer’s brain (shown in blue) along
with regions within the brain that exhibited increased blood
flow (shown in red) when the volunteer read about moral
dilemmas and then decided whether or not a given action/
outcome was morally acceptable.
Results from this neuroscientific inquiry are shedding
new light on old debates about the mental processes
underlying moral intuitions, highlighting distinctions
between classes of moral thought that appear to rely on
relatively automatic systems in the brain that process
emotions, and ones that support more deliberative forms of
thought.
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Fiscal years ended June 30
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2005

$00,092,751
203,127
77,740
2,059,470

$00,088,475
200,094
71,501
1,636,129

798,075
93,183

724,060
84,498

Summary of financial position
Assets
Liabilities
Net assets

16,157,398
1,852,748
14,304,650

14,255,861
1,760,490
12,495,371

Net assets
Unrestricted/designated
Temporarily restricted
Permanently restricted
Total

12,034,334
1,050,020
1,220,296
14,304,650

10,446,068
888,722
1,160,581
12,495,371

Students
Enrollment
Undergraduate students
Graduate students

4,761
2,029

4,678
2,030

Degrees conferred
Bachelor degrees
Advanced and all other degrees

1,124
661

1,145
688

$00,031,450
31,450

$00,029,910
29,910

918

918

(dollars in thousands)
Financial
Principal sources of revenues
Tuition and fees (net)
Government grants and contracts
Private gifts, grants, and contracts
Investment earnings, including unrealized gains or losses
Principal purposes of expenditures
Educational and general
Auxiliary

Annual tuition rate
Undergraduate
Graduate
Faculty
Full-time equivalent



Report of the Treasurer
Financial Overview

T

he University realized favorable financial results
for the fiscal year ended June 30, 2006, and
maintained its exceptional financial condition. As
a result of strong investment performance for the year, the
University was able to increase its net assets by $1.8 billion.
The overall return of 19.5 percent from the managed portfolio
was among the best of its peers. Revenues from gifts and
pledges, including Annual Giving, which established a new
record, were consistent with Princeton’s long history of
successful fundraising. The University continued to finance
its major maintenance, renovation, and capital equipment
requirements through the sale of tax-exempt bonds. A
commercial paper program continues to provide partial
financing for capital projects during their construction phase.
Each debt instrument received the highest credit rating from
both Moody’s and Standard & Poor’s agencies.

Report

T

his report describes the financial position of
Princeton University on two separate but related
bases. Pages 4 and 5 describe the University’s
annual operating budget and reflect the basis on which the
budget decisions are made and executed. The operating
budget includes unrestricted and restricted income
utilized to cover expenses. The second method (pages 6
through 8) constitutes the basis for preparing the audited
financial statements in accordance with generally accepted
accounting principles (GAAP) in the United States. This
approach focuses on total income and total expenditures as
defined by GAAP. Because the data in the two presentations
are prepared with somewhat different objectives and are
based on differing rules and conventions, it is not always
obvious how they are related. In some cases, similar
descriptions are used in both sections of this report even
though the precise definitions—and thus the specific
amounts—are not identical. However, both sets of figures
are accurate, and both are drawn from the University’s
general ledger.
The schedule from the audited financial statements
that most closely relates to the format used for the
annual operating budget is the Consolidated Statement
of Activities. The lower half of the statement deals with
nonoperating activities and reflects realized and unrealized
appreciation on the endowment, pledges from donors,
changes in the principal value of outside trusts, and gifts


for capital projects. All of these deal with factors affecting
the long-term value of our assets. The upper sections of the
statement focus on basically the same set of revenue and
expense items as the annual operating budget. However,
this presentation differs from the operating budget in both
the gross numbers and in the calculation of a surplus or
deficit. Thus, a reconciliation would focus on a comparison
between the total column of the upper section of the
Consolidated Statement of Activities from our audited
financial statements (page 14) and our operating budget,
which appears in the Priorities Committee Report and
pages 4 and 5 of this document.
On a gross basis, expenses on the two presentation
bases differ by roughly $62 million ($928 million on the
Consolidated Statement of Activities and $990 million as
total operating budget expenditures). As discussed further
below, there are numerous factors that would affect these
two totals. However, the single most important factor
on a gross basis is that GAAP accounting rules require
$120 million of certain scholarship and fellowship expenses
to be treated as reductions from tuition and fee income
amounts on the Consolidated Statement of Activities. The
operating budget continues to show tuition and fees as
gross income and the full amount of all student aid as an
expense.
The surplus or deficit as calculated by these two
presentations also differs; the total column of the
Consolidated Statement of Activities shows a deficit of
roughly $6 million on the line Results of operations, while
the operating budget reports a balance of revenues and
expenses. There are many factors that cause variances on
both income and expense lines. While there is no prescribed
formula for reconciling these differences, the following
examples illustrate why the numbers vary, showing the
estimated GAAP impact as compared to the operating
budget presentation.
• Depreciation versus transfer to reserves — In the GAAP
financial statements we assign a cost for the depreciation of
all buildings, equipment, software, and library books to the
expense lines for academic, administrative, and auxiliary
items. These reflect estimated useful lives that range from 10
to 50 years. The total amount of depreciation, amortization,
and disposals is some $96 million. This includes a onetime charge of $22 million associated with the change
to componentized depreciation for certain buildings as
mentioned in the Property footnote. The operating budget
treats these costs differently. All library books are expensed
in the year they are purchased ($14 million in FY 06).

In addition, we normally amortize equipment over shorter
periods of time, and we show as an expense monies
transferred to our Renewal and Replacement Reserve.
This reserve funds the annual debt service charges for
major maintenance and equipment programs, certain
capital renovation projects, and monies for laboratory
renovation, equipment, and other expenses associated
with the appointment of new faculty members. Most of
these items, which total some $81 million, are capitalized
and depreciated for GAAP reporting purposes. Thus,
the differing treatment of these items on the expense
side produces a decrease to the GAAP results of about
$1 million.
• The recognition of restricted income to fund capital
equipment — As mentioned above, the operating budget
includes a general funds transfer to reserves for renewal
and replacement of the physical plant. The operating
budget does not include either income or expenditures
for nongeneral funds equipment. However, since the
Consolidated Statement of Activities shows depreciation
expense for equipment funded from all sources, these
statements must also reflect restricted income given for
such purposes. GAAP provides for all income associated
with capital equipment purchases to be recognized in the
year the expenditure is made. This results in net additional
income of $12 million, which increases the GAAP results.
• Postretirement health costs — The operating budget
treats all qualified retiree medical expenses, which are
primarily self-insured, on a cash basis. However, according
to GAAP, the Consolidated Statement of Activities includes
an amount that amortizes the potential future medical
costs for past and present employees irrespective of current
year payments. That net charge on the Consolidated
Statement of Activities is roughly $16 million and reduces
the GAAP results.
• Interest on external debt — Under GAAP, all interest
paid on external debt shows as an expense of unrestricted
net assets. While the operating budget provides for some
interest on debt in its amortization schedules and transfers
to reserves, it excludes interest amounts associated with
capital projects that have been assigned to and funded from
capital gifts. The Consolidated Statement of Activities also
includes amortization of bond issuance costs and earnings
on the reserve funds from which much of the debt is paid,
while the operating budget does not. The net of these factors
is increased expense, which reduces the GAAP results by
$2 million.

• All other items — Most of these differences have to do
with the recognition of unrestricted revenue and expense.
While the operating budget typically covers transactions
for a single fiscal year only, there are some instances
where small items might carry forward from year to year.
Examples would be an annual transfer to an insurance
reserve or an agreement to allow a department to retain
certain budget savings. In these cases, the operating budget
recognizes the liability, and we actually move the amounts
on our books into funds functioning as endowment until
the expenditures are made. However, GAAP does not count
such transfers and recognizes the expenses only when they
are actually incurred. On the income side, if unrestricted
income has been received but designated for a particular
purpose, the operating budget does not recognize the monies
until the expenditures occur. However, GAAP recognizes
the unrestricted income when it is received and does not
reflect internal restrictions that may have assigned funds to
a particular project. Rather, it shows the expenditures when
they occur without any income offset. For example, royalty
income of $17 million is recognized as revenue from other
sources in the Consolidated Statement of Activites, but
has been designated for a new capital project, and hence,
not recognized in the operating budget. In fiscal year 2006
these conventions nearly cancel each other out with the
GAAP results exceeding the operating budget results by
approximately $1 million.
All these varying factors result in a $6 million difference
compared to the operating budget when restated in the
form of the Consolidated Statement of Activities. Each of
the differing accounting treatments helps in its own way
to focus on issues that need to be considered in managing
annual operations in the context of our longer-term
responsibilities for future years.



Operating Budget
Objectives and Policies

Fiscal Year 2005–2006 Results

he Priorities Committee of the Council of the
Princeton University Community (CPUC) is the
faculty-student-administration group that makes
recommendations to the president concerning the annual
operating budget. The president, after approving these
recommendations, submits them to the trustees for their
approval in the January preceding the start of each fiscal
year. All major budgetary items are reviewed by the
Priorities Committee to make sure that both immediate
needs and long-range plans for resource allocation are
considered and evaluated.
The objective of the operating budget is to accomplish
current University goals while ensuring that our physical
and financial resources in the future are appropriately
preserved for the longer term. Under these general
guidelines, the president and the trustees have adopted a set
of rules for determining the prudent division of resources
between current spending and reinvestment for the future.
It is the responsibility of the Priorities Committee and the
president to propose annual plans which keep expenditures
and revenues in balance.

n January 2005 the trustees approved an operating
budget for 2005–2006 that anticipated a balanced
budget. The actual results were essentially unchanged,
although there were naturally some large swings in various
items of income and expense which offset each other.

T
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Operating Budget Revenues
Operating Budget Expenditures
Operating Surplus

(in thousands)

$0,990,008
990,008
$0,000,000

A balanced budget for 2006–2007 was adopted in
January 2006, and we expect to sustain financial equilibrium
in the foreseeable future.

Operating Budget Revenues
Auxiliary activities
8.6%
Private gifts
and grants
12.2%

Investment income
36.1%

Operating Budget Expenses
Athletics
1.8%

Library and
Information Technology
7.0%

Academic
departments and
programs
36.4%

Princeton Plasma
Physics Laboratory
8.0%
Administration
11.1%

Student fees
21.5%
Sponsored research
21.6%

Operating Budget Revenues

(1) Investment Income. Primarily endowment earnings distributed
in accordance with a spending formula approved by the trustees
(normally amounting to spending between 4 and 5 percent of market
value annually). Unlike the general financial statement treatment,
income dedicated to the use of a particular department or program
is counted in the operating budget only as it is spent.
(2) Student Fees. Undergraduate and graduate tuition, in addition
to medical and application fees and other miscellaneous charges. All
tuition payments are counted here even if they are paid using University-provided student aid funds.

(3) Sponsored Research. Support for organized research projects
sponsored by the federal government and by corporations and foundations.

(4) Private Gifts and Grants. Spendable gifts from outside groups
such as corporations, foundations, and individuals, and federal
support for financial aid. The largest single component is the amount
provided by Annual Giving, which provides unrestricted operating
funds to the University. Capital gifts are excluded and restricted
gifts are recognized only as they are spent.
(5) Auxiliary Activities. Income from athletics, dormitory and
food services, rental housing, computing, and miscellaneous support
activities.

Student aid
13.8%

Physical facilities
21.9%

Operating Budget Expenses

(1) Academic Departments and Programs. Instructional salaries
(such as faculty and graduate teaching assistants) and all other operating costs of academic departments. Also included here are all the
direct costs of carrying out sponsored research within these departments and programs.

(2) Princeton Plasma Physics Laboratory. The laboratory is a
collaborative national center for plasma and fusion research which
the University manages under contract with the U.S. Department of
Energy.
(3) Student Aid. Undergraduate scholarships and graduate
fellowships, most of which are funded from either endowment
funds or general University funds.
(4) Library and Information Technology. Costs associat
ed with the Library and with the Office of Information
Technology.

(5) Administration. The cost of all central administrative functions, including the offices of the provost and deans,
health services, admissions, registrar, religious life, and
public safety. General administrative and business offices such as
the treasurer, human resources, development, and public affairs
are also included in this category.
(6) Athletics. Expenses of intercollegiate competition, intramural
sports, and physical education.

(7) Physical Facilities. Operation, maintenance, and energy expenses
for all campus buildings, as well as the costs of food services and
other facilities-related service units. Also included are transfers
to reserves to fund debt service related to major maintenance,
renovation, and central capital equipment expenditures.



Financial Statements
Accounting Principles

P

rinceton University’s financial statements are
presented in accordance with generally accepted
accounting principles set forth by the Financial
Accounting Standards Board (FASB) as supplemented by
the audit and accounting guide of the American Institute
of Certified Public Accountants (AICPA). In addition to
general accounting guidance, the statements reflect the
impact of specific reporting requirements of not-for-profit
organizations prescribed by FASB Statements 116 and 117
on the subjects of accounting for contributions and the
format of general purpose external financial statements,
respectively. Compliance with AICPA guidance includes the
consolidation of wholly owned subsidiaries and significant
trusts in which the University is a beneficiary, as well as
reporting tuition discounts, primarily fellowships and
scholarships, as reductions of tuition revenue. The financial
statements are fully comparable, including prior year data
on the Consolidated Statement of Activities.

Financial Reports

T

he principal objectives of FASB Statement 117  are
to provide consistency among the financial
statements of not-for-profit organizations and to
make them more comparable to those of the for-profit
sector. Statement 117 requires not-for-profit organizations
to provide, for their external financial reports, a statement
of financial position, a statement of activities, and a
statement of cash flows. The organization’s resources are
classified among three categories of net assets, that is, gross
assets less related liabilities, based solely on the existence
or absence of donor-imposed restrictions. Amounts for
each of the three classes of net assets—permanently
restricted, temporarily restricted, and unrestricted—are
displayed in a statement of financial position, and the
amounts of change in each category are displayed in a
statement of activities.
Permanently restricted net assets are those resources
that may never be spent, mainly endowment funds. They
are generally the results of gifts and bequests with donor
stipulations that they be invested to provide a permanent
source of income. They may also include gifts in kind such
as works of art or real property. Temporarily restricted net
assets include those that, again by donor stipulation, must
be invested only for a certain period of time or may be used



in a specified future period. Unrestricted net assets may
be expended for any purpose and result from investment
income, including net gains, and from gifts.
Statement of Financial Position
The statement of financial position is a snapshot of the
University’s resources and obligations at the close of the
fiscal year and is comparable to the document sometimes
referred to as the balance sheet. Assets on the statement
are presented in decreasing order of liquidity, from cash
to property and equipment, the least liquid of its assets. A
significant item is the amount for contributions receivable,
a requirement under FASB Statement 116.
Liabilities are also presented in order of anticipated time
of liquidation. Included are the liabilities under unitrust
agreements, which represent the estimated amounts payable
to donors under the University’s planned giving programs.
The accounting rules require donees to record a liability
for the present value of the expected lifetime payments
to donors and to recognize the net amount received as a
contribution in the year of receipt.
In accordance with the accounting rules, certain
unrestricted net assets have been partially earmarked,
or designated, according to their intended use by the
University. A significant portion of unrestricted net
assets, realized gains on endowment assets, has been
reinvested and is not treated as available for spending.
Temporarily restricted net assets include promises to
give that are receivable in future years as well as donorrestricted contributions, the purpose of which has not yet
been fulfilled. Permanently restricted net assets include
endowment gifts that cannot be spent and funds held in
perpetual trust by others.
Statement of Activities
The statement of activities is a summary of the income
and expenditures for the year, classified according to the
existence or absence of the restrictions described above.
Sources such as tuition, sponsored research, and auxiliary
activities are normally shown as unrestricted income,
although income from certain gifts or sponsored agreements may be includible in any of the three classes of
income depending upon the donor’s specifications. Gifts
to endowment, for example, are permanently restricted.
Income from temporarily restricted sources is reclassified
to unrestricted income when the circumstances of the
restriction have been fulfilled. All expenditures are made

from unrestricted net assets, since an amount cannot be
spent until all restrictions on its use have been removed.
The statement of activities is  presented in two sections,
operating and nonoperating, which attempt to reflect the
principles of the University’s operating budget. Items
of income shown in the operating section include all
unrestricted receipts as well as the endowment earnings
made available for spending under the spending rule.
Virtually all expenditures are considered to be associated
with operating activity. Major items of income that are
considered nonoperating include unrealized appreciation on
investments and endowment income earned in the current
year to be used in the succeeding year in accordance with
operating budget policy. Unrestricted gift income, primarily
from Annual Giving, is shown as operating income, while
income from promises to give (pledges) is considered a
nonoperating source of income.
The statement of activities concludes with a reconciliation of the change in each class of net assets for the
year to the balance of net assets shown on the statement of
financial position.
Statement of Cash Flows
The statement of cash flows is intended to be the bridge
from the increase or decrease in net assets for the year to
the change in cash balances from one year-end to the next.
Several items shown as expenditures in the statement of
activities, such as depreciation, do not require an outlay
of cash, whereas the purchase of capital assets, which
does require the expenditure of cash, is added directly to
the statement of financial position and only shows on the
statement of activities on a depreciation basis. Other items
that affect cash balances but are not required to be included
in the statement of activities include the purchase and
sale of investment securities, borrowing proceeds and the
repayment of loan principal, and the net change in accounts
receivable and payable.
The reconciling items on the statement of cash flows
are grouped into three categories. Operating activities are
those items of income and expenditure that occur during
the normal course of providing services as an educational
institution. Investing activities include the acquisition and
disposal of capital assets such as buildings and equipment,
and the purchase and sale of investments. Financing
activities are those transactions that provide permanent
capital for the organization, such as endowment gifts. Also
included are the disbursement of funds for new student and
employee loans, and the collection of principal payments

on such loans, as well as the proceeds from long-term
borrowing to finance capital additions and the repayment
of principal on such indebtedness.

Contributions

I

n accordance with FASB Statement 116, donors’
unconditional promises to give are required to be
recorded as revenue and as amounts receivable
by donees in the year received. Where collection is
not expected within one year, the amount recorded is
determined on a present-value basis. Conditional promises
to give are recognized when they become unconditional,
that is, when the conditions imposed by the donor have
been substantially met.
Contributions must be classified among those that
are permanently restricted, temporarily restricted, or
unrestricted, as determined solely by the donor. The
classification of contributions is essential for the proper
presentation of revenue in the statement of activities and of
net assets in the statement of financial position, previously
discussed.

Endowment Management

A

significant portion of the operating budget  
is financed from endowment earnings. Consequently, the University’s investment portfolio
is professionally managed for total return that is accounted
for under a consistently applied formula.
Most invested funds participate in the Primary Pool,
which is operated on a market-value basis. Long-term
growth of principal and increase of future earnings are the
University’s objectives in the investment of these funds.
Funds participating in the Primary Pool are assigned units
on a market-value basis. Funds withdrawn from the Primary
Pool receive appreciation or depreciation based on the
change in unit market values. After deducting investment
management fees, the earnings are allocated on the basis of
units owned by participating funds.
The University follows an endowment spending rule that
provides for an annual increase in the amount of Primary
Pool earnings allocated for spending. For the Primary Pool’s
year ended May 31, 2006, the interest and dividends per
unit (net of investment management fees) were $104.04.
The unit earnings allocated for spending, including gains,
were $295.00. The market value of a unit was $7,357.52 at
June 30, 2006, and $6,494.61 at June 30, 2005.


A Secondary Pool is maintained for funds expected to be
disbursed within five years. The University guarantees the
principal of these funds and makes annual distributions at
money market rates. Distributions to the participating funds
for the Secondary Pool’s year ended May 31, 2006, equaled
4.04 percent of the average market value.
The Balanced Fund and the Income Fund have been
established for funds subject to the donor’s reservation
of life income. The fiscal year-end for each pool is
December 31. These pools are operated on a marketvalue basis in a manner similar to the Primary Pool. After
deducting investment management fees, earnings are
distributed quarterly to the beneficiaries. For the year ended
December 31, 2005, the earnings distribution from the
Balanced Fund was $91.91 per unit, and the average market
value of a unit was $2,848.67; the earnings distribution
from the Income Fund was $9.82 per unit, and the average
market value of a unit was $185.73.
The University also maintains a group of separately
invested funds. Included therein are funds established from
gifts of investments restricted as to sale by donors, funds
where the University acts as custodian or fiscal agent for
others, and the University’s investments in real estate.



Conclusion

I

n summary, we hope that readers find the presentations
and explanations helpful in interpreting the financial
state of the University. Princeton is blessed with
significant financial resources and is committed to utilizing
them in support of our current institutional and research
programs while simultaneously preserving their value for
future generations.

Christopher McCrudden
Vice President for Finance & Treasurer

Kenneth Molinaro
Controller

Report on Investments

T

Introduction
he purpose of the endowment is to support the
University’s current and future operating needs,
while preserving intergenerational equity. This
mission requires a return that exceeds both the annual
rate of spending and University inflation. In pursuit of
this goal, the Princeton University Investment Company
(Princo) maintains an equity-biased portfolio and seeks
to partner with best-in-class investment management firms
across diverse asset categories. Princo is structured as a
University office but maintains its own board of directors
(the “directors”) and operates under the final authority of the
University’s Board of Trustees (the “trustees”). As of June
30, 2006, Princeton’s total net investment portfolio stood
at a record $13.0 billion, approximately $1.8 billion more
than the year before.
Spending
The endowment provided $356 million in spending
support to the University in fiscal year 2006, representing
36% of University operating budget revenues.
Each year the trustees decide upon an amount to be spent
from the endowment for the following fiscal year. (Excluded
from these deliberations are funds that represent either
capital reserves or assets devoted to strategic purposes,
such as subsidizing faculty housing.) In their deliberations,
the trustees use a spending framework that is designed to
enable sizable amounts to be spent in a reasonably stable
fashion, while allowing for reinvestment sufficient to
preserve purchasing power in perpetuity. Until this year,
the framework targeted annual spending rates of between
4% and 5%. However, the trustees recently decided that
based upon the strengthening of Princeton’s investment
program, higher average spending rates could be supported.
As a result, the trustees raised, effective going forward from
fiscal 2007, the upper boundary of the spending target range
to 5.75%.
With long-term expectations of university inflation
approximating 5% or more, the endowment must seek
investment returns approaching or exceeding 10% per year
to maintain future purchasing power without a deterioration
of corpus.

Asset Allocation
Asset allocation involves deciding what share of the
portfolio should be placed in the various broad asset
categories. The decisions attempt to balance the relative
merits of equities versus fixed income, domestic versus
foreign investments, and publicly traded versus nonmarketable assets.
Princeton’s long-term asset allocation decisions are
embodied in a Policy Portfolio which describes the asset
categories in which Princeton will invest, a set of target
weights that indicate how the portfolio will be positioned
in “normal” market conditions, and a range of weightings
within which exposures can be adjusted in response to
strategic (mid-term) opportunities arising from significant
market disequilibria. The graph below depicts the policy
portfolio targets.

1. Princeton University Policy Portfolio, June 30, 2006
Fixed
Income
7.0%
Real Assets
20.0%

Domestic
Equity
12.0%
International
Equity–Developed
8.5%
International
Equity–Emerging
8.5%

Private Equity
19.0%

Independent
Return
25.0%

Clearly evident is Princo’s bias towards equities or
equity-like assets—93% of the portfolio is allocated
toward these investments. Also striking is the relatively
small portion, 12%, of the portfolio dedicated directly
to Domestic Equities. Large portions of the portfolio are
allocated to other high-return categories. Independent
Return, Private Equity, and Real Assets bear further
description. Independent Return is broadly defined as
consisting of investment vehicles that seek high absolute
returns that are independent of broad market trends. Private


Equity and Real Assets include investments in private
companies, venture capital opportunities, real estate, and
natural resources. These areas have offered attractive
opportunities for skilled, patient investors.
Princo diversifies among asset categories for a number
of reasons. Most importantly, we seek a return premium.
Compared to the U.S. stock market, each of these areas
offers the potential for higher long-term returns. In each
of these arenas, Princeton has competitive advantages that
make superior returns possible. A broader opportunity set
means that the portfolio should be capable of producing
high returns more often and in a greater variety of
environments. The multi-asset class approach also offers
diversification benefits that help control risk.
Princo’s directors, working closely with Princo staff,
review the Policy Portfolio annually. In their fiscal 2006
Policy Portfolio review, the directors adopted some changes
to the asset allocation targets, reducing targeted allocations
to Domestic Equity and Fixed Income by three points each,
and increasing the allocation targets of Private Equity and
Real Assets by four and two points, respectively. The graph
above incorporates these changes, which were motivated
primarily by increased confidence in Princo’s ability to
expand its non-marketable investment programs without
degradation in quality.
Cutting across almost all asset categories has been
in recent years a “Grand Unifying Theme” of activity.
We have made a priority improving and expanding our
internationally based manager networks. While two years
ago, we had just a dozen relationships with “foreign local”
managers, who managed $500 million of our assets,
today we have relationships with 33 of these experts, who
collectively control $3 billion of our assets.
The following table compares the endowment’s longterm Policy Portfolio asset allocation targets with the actual
weights as of June 30, 2006. Within relatively small and
pre-determined ranges, Princo’s staff and directors will
over- or under-weight relatively more or less compelling
asset categories.
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2. Asset Allocation, June 30, 2006
Policy
Actual
Target Allocation
Domestic Equity
International Equity–Developed
International Equity–Emerging
Independent Return
Private Equity
Real Assets
Fixed Income
Cash

12.0%
8.5%
8.5%
25.0%
19.0%
20.0%
7.0%
0.0%

11.2%
9.1%
8.7%
28.6%
17.2%
18.3%
6.0%
0.9%

Performance
For the fiscal year ending June 30, 2006, the endowment
produced a 19.5% return on invested assets. Over the 10
years ended June 30, 2006, Princeton’s portfolio earned an
annualized return of 15.6%, compared to an 11.7% return
for the Policy Portfolio and 9.9% for the median college
and university endowment.1 The endowment delivered
its greatest margin of excess performance relative to a
passive blend of 65% S&P 500 and 35% Lehman Brothers
Aggregate Index, which produced an annualized 10-year
return of 8.0%.2 Princeton’s excess performance relative
to the Policy Portfolio, median college and university, and
65/35 benchmark has added approximately $5, $7, and $9
billion, respectively, to the endowment over the past 10
years.
1. Policy Portfolio returns represent a weighted average of individual benchmark
returns. The median endowment performance represents data compiled by
Cambridge Associates for 137 college and university endowments.
2. The 65% S&P 500/35% Lehman Brother Aggregate Index portfolio represents
what an investor would earn from a 65/35 investment in these equity and fixed
income market indices, rebalanced annually.

3. Endowment Performance vs. Benchmarks,
Periods Ending June 30, 2006

14.5%

15.2%

18.2%

16.4%
11.4%

10.7%

6.0%

6.0%

6.7%

12.6%
7.1%

8.5%

Over the past 10 years, Princeton outperformed within
asset categories by an average annualized margin of
2.7%. In every marketable equity category, P rinco
beat benchmarks by a substantial amount. In the nonmarketable asset categories of Private Equity and Real
Assets, absolute results were strong but fell slightly short
of benchmarks. A relative performance headwind has been
created by the substantial expansion of these programs in
recent years. As a result, relative to the benchmark, a larger
share of Princeton’s portfolio in each category is in young
investments that have not yet had an opportunity to mature
and have their inherent value made manifest.
Princeton’s diverse asset allocation and its partnerships
with skilled investment management firms across asset
categories, should position the endowment for superior
performance in a variety of market environments.

Fixed Income

Real Assets

Return to Policy Portfolio represents the weighted average of individual
asset class benchmark returns.

Private Equity

0%

Independent Return

5%

Intl. Eq.–Emerging

1 Year            10 Years

10%

Intl. Eq.–Developed

8.0%
5.1%

9.9%

15%

11.7%

13.6%

15.6%

20%

14.3%

Benchmark

Cambridge Associates Median

18.7%

Princeton   

65/35 Benchmark

17.8%

19.5%

Policy Portfolio

Domestic Equity

Princeton

4. Princeton University Asset Class Returns vs.
Benchmarks, 10 Years ending June 30, 2006

20%
19%
18%
17%
16%
15%
14%
13%
12%
11%
10%
9%
8%
7%
6%
5%
4%
3%
2%
1%
0%

Benchmarks used:
Domestic Equity: S&P 500 Index until 12/31/97; Wilshire 5000 Index thereafter;
International Equity–Developed: MSCI World ex-US Index;
International Equity–Emerging: MSCI Emerging Markets Free Index;
Independent Return: (40% Wilshire 5000 + 60% 91-day T-Bill) + 550 bps
annualized;  
Domestic Fixed Income: 2/3 Leh Agg + 1/3 SB non-US WGBI until 6/30/01; Leh
Gov’t thereafter;
Private Equity: Customized Cambridge Associates benchmark;  
Real Assets: NCREIF Property Index until 6/30/00; Levered NCREIF Property
Index until 6/30/03; Blend of levered NCREIF Property Index and a timber
component thereafter.

Andrew Golden
President, Princeton University Investment Company
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Deloitte & Touche LLP
1700 Market Street
Philadelphia, PA 19103
USA
Tel: 215-246-2300
Fax: 215- 569-2441
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT
The Board of Trustees
of Princeton University
We have audited the accompanying Consolidated Statements of Financial Position of Princeton
University (the “University”) as of June 30, 2006 and 2005, and the related Consolidated Statements
of Activities and Cash Flows for the years then ended. These financial statements are the responsibility
of the University’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.
We conducted our audits 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 of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the organization’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.
In our opinion, such consolidated financial statements present fairly, in all material respects, the
financial position of the University at June 30, 2006 and 2005, 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.
As discussed in Note, “Conditional asset retirement obligations” to the consolidated financial
statements, the University changed its method of accounting for asset retirement obligations in 2006.

November 30, 2006

Member of
Deloitte Touche Tohmatsu
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Member of
Deloitte Touche Tohmatsu

Princeton University
Consolidated Statements of Financial Position
June 30, 2006 and 2005
(dollars in thousands)
Assets
Cash
Accounts and accrued interest receivable
Due from brokers
Educational loans receivable
Contributions receivable
Inventories, deferred charges, and other assets
Securities pledged to creditors
Investments at market value
Funds held in trust by others
Property:
Land
Buildings and improvements
Construction in progress
Other property
Accumulated depreciation
Total assets
Liabilities
Accounts payable
Deposits, advance receipts, and accrued liabilities
Due to brokers
Payable under securities loan agreements
Deposits held in custody for others
Deferred revenues
Liability under planned giving agreements
Federal loan programs
Indebtedness to third parties
Accrued postretirement benefits
Total liabilities

2006
$ 3,280  
65,819
3,073
62,766
204,171
35,072
188,714
13,619,000
99,775
67,249
1,790,198
159,710
566,296
(707,725)

2005
$ 6,530
67,449
1,134
63,194
133,957
41,227
170,163
11,904,679
94,423
64,196
1,666,852
156,902
531,764
(646,609)

$ 16,157,398

$ 14,255,861

$ 57,462
56,580
1,410
193,992
148,462
46,368
99,336
7,400
1,061,769
179,969

$ 59,461
35,905
40,264
176,753
121,811
43,194
92,651
9,447
1,017,074
163,930

$ 1,852,748  

$ 1,760,490

Net Assets
Unrestricted
Temporarily restricted
Permanently restricted

$ 12,034,334  
1,050,020
1,220,296

$ 10,446,068
888,722
1,160,581

Total net assets

$ 14,304,650

$ 12,495,371

$ 16,157,398

$ 14,255,861

Total Liabilities and Net Assets
See notes to consolidated financial statements.
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Princeton University
Consolidated Statement of Activities
Year ended June 30, 2006

		
(dollars in thousands)
Unrestricted
Operating revenues, gains, and other support
Tuition and fees                                                                                $ 213,176
Less scholarships and fellowships                                                     (120,425)

Temporarily
Restricted
         

Permanently
Restricted

2006
Total

                               

                                  $ 213,176              
                                   (120,425)      

Net tuition and fees                                                                            92,751                                                                       92,751           

Government grants and contracts                                                        203,127              
                                      203,127               
Private gifts, grants, and contracts                                                        77,740                                                                       77,740
Sales and services of auxiliary activities                                               69,730                                                                       69,730                 
Other sources                                                                                         42,124                                                                       42,124          
Investment earnings distributed                                                           392,131              $ 44,030                                         436,161           
Total operating revenues, gains, and other support                          877,603                44,030                                         921,633

Net assets released from restrictions                                                    140,109             (140,109)

Total operating revenues, gains, and other support                       1,017,712              (96,079)                                        921,633
Operating expenses and losses
Educational and general:
Academic departments and programs                                             448,458                                                                      448,458            
Academic support                                                                             29,588                                                                        29,588
Student services                                                                                72,437                                                                        72,437     
Library                                                                                              47,933                         
                                       47,933               
General administration and institutional support                              98,844                                                                       98,844              
Other student aid                                                                               23,317                                                                       23,317
Plasma Physics Laboratory                                                               77,498                         
                                       77,498       
Total educational and general                                                         798,075                                                                     798,075
Auxiliary activities                                                                               93,183                                                                        93,183               
Interest on indebtedness                                                                       36,684                                                                        36,684

   

Total operating expenses and losses                                              927,942                                                                      927,942  
Results of operations                                                                       89,770                  (96,079)                                         (6,309)

Nonoperating activities
Adjustments to planned giving agreements
                                      8,338           $ 1,844                    10,182   
Increase in value of assets held in trust by others
                                                              5,351                      5,351           
Private gifts, noncurrent
                                    158,136           34,110                  192,246                 
Net unrealized appreciation on investments                                      590,300                     65,819             8,087                  664,206  
Investment earnings not distributed                                                1,315,827                     69,114           10,323               1,395,264   
Distribution of prior year investment earnings                                (392,131)                  (44,030)                                     (436,161)
Increase from nonoperating activity                                           1,513,996                   257,377           59,715              1,831,088
Increase in net assets before cumulative effect
        of change in accounting principle                                           1,603,766                   161,298           59,715              1,824,779
Cumulative effect of change in accounting principle                       (15,500)
                                      (15,500)    
    Increase in net assets                                                                   1,588,266                   161,298           59,715              1,809,279

Net assets at the beginning of the year                                      10,446,068                   888,722      1,160,581            12,495,371  
Net assets at the end of the year                                               $12,034,334              $1,050,020    $1,220,296          $14,304,650
See notes to consolidated financial statements.
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Princeton University
Consolidated Statement of Activities
Year ended June 30, 2005

			
(dollars in thousands)		 Unrestricted
Operating revenues, gains, and other support
Tuition and fees
Less scholarships and fellowships
Net tuition and fees

Government grants and contracts
Private gifts, grants, and contracts
Sales and services of auxiliary activities
Other sources
Investment earnings distributed

Temporarily
Restricted

Permanently
Restricted

$ 199,707
(111,232)

2005
Total
$ 199,707
(111,232)

88,475

88,475

200,094
71,501
62,766
21,429
348,911

$ 33,666

200,094
71,501
62,766
21,429
382,577

Total operating revenues, gains, and other support

793,176

111,980

33,666

(111,980)

826,842

Total operating revenues, gains, and other support

905,156

(78,314)

826,842

Net assets released from restrictions

Operating expenses and losses
Educational and general:
Academic departments and programs
Academic support
Student services
Library
General administration and general
   institutional support
Other student aid
Plasma Physics Laboratory
Total educational and general
Auxiliary activities
Interest on indebtedness
Total operating expenses and losses
Results of operations
Nonoperating activities
Adjustments to planned giving agreements
Increase in value of assets held in trust by others
Private gifts, noncurrent
Net unrealized appreciation on investments
Investment earnings not distributed
Distribution of prior year investment earnings
for spending

402,041
22,694
65,919
42,742

402,041
22,694
65,919
42,742

89,580
22,584
78,500

89,580
22,584
78,500

724,060

724,060

84,498
26,473

84,498
26,473

835,031

835,031

70,125

(78,314)
4,644

580,066
933,626

68,176
95,904
13,356

(348,911)

(33,666)

(8,189)
$ 7,843
4,856
56,327
5,970
7,207

12,487
4,856
124,503
681,940
954,189
(382,577)

Increase from nonoperating activity

1,164,781

148,414

82,203

1,395,398

Increase in net assets

1,234,906

70,100

82,203

1,387,209

Net assets at the beginning of the year
Net assets at the end of the year

9,211,162

818,622

1,078,378

11,108,162

$ 10,446,068

$ 888,722

$ 1,160,581 

$ 12,495,371 

See notes to consolidated financial statements.
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Princeton University
Consolidated Statements of Cash Flows
Years ended June 30, 2006 and 2005
(dollars in thousands)
Cash flows from operating activities:
Change in net assets
Adjustments to reconcile change in net assets to net cash
provided by operating activities:
Depreciation expense
Amortization of bond issuance costs and premiums
Property gifts-in-kind
Adjustments to planned giving agreements
Realized gain on investments
Unrealized appreciation on investments
Loss on disposal of fixed assets
Increase in value of assets held in trust by others
    Contributions received for long-term investment
Changes in operating assets and liabilities:
   Decrease in operating assets
   Increase in operating liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Purchases of property, plant, and equipment
Proceeds from disposal of property, plant, and equipment
Purchases of investments
Proceeds from maturities/sales of investments

2006

2005

$ 1,809,279

$ 1,387,209

94,261
(1,667)
(17,656)
(10,182)
(1,196,474)
(664,206)
7,031
(5,352)
(192,246)

67,801
(3,929)
(2,964)
(12,487)
(579,888)
(681,940)
1,007
(4,856)
(124,503)

7,785
66,590

1,551
17,337

(102,837)

64,338

(186,987)
5,390
(5,687,743)
5,793,273

(213,854)
4,052
(4,951,124)
4,742,498  

Net cash used by investing activities

(76,067)

(418,428)

Cash flows from financing activities:
Issuance of indebtedness to third parties
Payment of debt principal
Contributions received for long-term investment
Transactions on planned giving agreements
    Net additions (repayments) under federal loan programs

92,925
(46,563)
114,472
16,867
(2,047)

456,567
(235,321)
115,276
  19,421
329

Net cash provided by financing activities

175,654

356,362

Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year
Supplemental disclosures:
Interest paid
See notes to consolidated financial statements.
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(3,250)

2,272

6,530

4,258

$ 3,280

$ 6,530

$ 39,532

$ 25,345  

Princeton University
Notes to Consolidated Financial Statements
Years ended June 30, 2006 and 2005
Nature of operations

Princeton University (hereafter referred to as the University) is
a privately endowed, nonsectarian institution of higher learning.
When originally chartered in 1746 as the College of New Jersey,
it became the fourth college in British North America. It was
renamed Princeton University in 1896. First located in Elizabeth,
and briefly in Newark, the school moved to Princeton in 1756.
The student body numbers approximately 4,700 undergraduates and 2,000 graduate students in more than 60 departments
and programs. The University offers instruction in the liberal
arts and sciences and in professional programs of the School of
Architecture, the School of Engineering and Applied Science, and
the Woodrow Wilson School of Public and International Affairs.
The faculty numbers approximately 1,300, including visitors and
part-time appointments.

Summary of significant accounting policies

The consolidated financial statements of Princeton University
(now legally known as “The Trustees of Princeton University”)
are prepared on the accrual basis and include the accounts of its
wholly owned subsidiaries and two foundations controlled by
the University. Financial information conforms to the statements
of accounting principles of the Financial Accounting Standards
Board (FASB) and to the American Institute of Certified Public
Accountants Audit and Accounting Guide for Not-for-Profit
Organizations. Relevant pronouncements of the FASB include
Statements of Financial Accounting Standards (“SFAS”) No.
116, Accounting for Contributions Received and Contributions
Made, and SFAS No. 117, Financial Statements of Not-for-Profit
Organizations, issued by the Financial Accounting Standards
Board.
Under SFAS No. 116, unconditional promises to give are
recognized as revenues in the year made, not in the year in which
the cash is received. The amounts are present-valued based on
timing of expected collections. Amounts received from donors to
planned giving programs are shown in part as a liability for the
present value of annuity payments to the donor and the balance as
a gift of either temporarily or permanently restricted net assets.
SFAS No. 117 prescribes the standards for external financial
statements and requires not-for-profit organizations to prepare
a statement of financial position (balance sheet), a statement
of activities, and a statement of cash flows. It requires the
classification of the organization’s net assets and its revenues
and expenses into three categories according to the existence or
absence of donor-imposed restrictions—permanently restricted,
temporarily restricted, or unrestricted. Changes in each category
are reflected in the statement of activities, certain of which are
further categorized as nonoperating. Such nonoperating activities
primarily reflect transactions of a long-term investment or capital
nature, including contributions receivable in future periods,
contributions subject to donor-imposed restrictions, and gains and
losses on investments in excess of the University’s spending rule.
Other significant accounting policies are described elsewhere in
these notes.

The preparation of the University’s financial statements in
conformity with generally accepted accounting principles 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 dates of the consolidated
statements of financial position and the reported amounts of
revenue and expense included in the consolidated statement of
activities. Actual results could differ from such estimates.
Except as set forth elsewhere in these notes, the University’s
other financial instruments are carried in the balance sheet at
amounts that approximate their fair values.
The prior year financial statements of the University
include certain reclassifications to conform to the current year
presentation.

New accounting pronouncements

In June 2006, the FASB issued Interpretation No. 48, Accounting
for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109. This interpretation clarifies the accounting
for uncertainty in income taxes recognized in an enterprise’s
financial statements in accordance with FASB Statement No.
109, Accounting for Income Taxes. This interpretation prescribes
a recognition and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to
be taken in a tax return. This interpretation also provides guidance
on derecognition, classification, interest and penalties, disclosure,
and transitions and is effective for fiscal years beginning after
December 15, 2006.
In September 2006, the FASB issued Statement No. 157, Fair
Value Measurement. This statement defines fair value, establishes
a framework for measuring fair value in generally accepted
accounting principles, and expands disclosure about fair value
management. This statement is effective for fiscal years beginning
after November 15, 2007.
In September 2006, the FASB also issued Statement No. 158,
Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans. This statement will require the University
to recognize the funded status of its postretirement benefit plans as
an asset or liability on the balance sheet in fiscal year 2007.
Management is evaluating the impact of implementing these
pronouncements.

Investments

All investments in equity securities with readily deter-minable
fair values and all investments in debt securities are reported at
fair values. In addition, the University utilizes fair values for
reporting other investments, primarily limited partnerships and
derivatives.
The fair value of marketable equity, debt, and certain derivative
securities (which includes both domestic and foreign issues) is
generally based upon a combination of published current market
prices and exchange rates. The fair value of restricted securities
and other investments where published market prices are not
available is based on estimated values when practicable, net
realizable value, or at a nominal value. The fair value of limited
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partnerships is estimated by management based on information
provided by the respective general partners or a valuation
committee in the absence of readily ascertainable market values.
Securities transactions are reported on a trade-date basis.
A summary of investments at fair value at June 30, 2006 and
2005 is as follows (in millions):
Managed portfolio:
Equity accounts
Fixed income accounts
Limited partnerships
Faculty and staff mortgages
Miscellaneous assets
Gross investments
Planned Giving investments
Bond proceeds awaiting drawdown
Due from (to) broker
Working capital
Net investment portfolio

2006

$ 07,562.2
1,119.5
4,357.0
260.3
320.0
13,619.0
(241.3)
(114.4)
1.7
(273.3)
$ 12,991.7

2005

$ 06,897.1
1,389.6
2,965.4
236.6
416.0
11,904.7
(235.0)
(180.5)
(39.1)
(296.4)
$ 11,153.7

The Princeton University Investment Company (“Princo”)
manages investments for the University and the two foundations
that the University controls, The Robertson Foundation and the
Stanley J. Seeger Hellenic Fund. Princo also manages accounts
for certain affiliated organizations. The investment balances
managed by Princo for these entities as of June 30, included in
the University’s consolidated financial statements, are as follows
(in millions):
2006

2005

Princeton University
The Robertson Foundation
Stanley J. Seeger Hellenic Fund
Deposits held in custody for others

$ 12,061.2
755.0
27.0
148.5

$ 10,362.6
645.1
24.2
121.8

Net investment portfolio

$ 12,991.7

$ 11,153.7

The composition of net investment return for the years ended June
30, 2006 and 2005 were as follows (in thousands):
2006
Realized and unrealized gains
and (losses)
$ 1,860,680
Interest, dividends, and other income
198,790

$ 1,268,473
367,656

Total

$ 1,636,129

$ 2,059,470  

2005

The University follows a spending rule for its endowment
funds, including funds functioning as endowment, that provides
for regular increases in spending while preserving the long-term
purchasing power of the endowment. Earnings available for
spending are shown in operating revenue, and the balance as
nonoperating revenue.
As of June 30, 2006 and 2005, the University had loaned certain
securities, returnable on demand, with a market value of $189
and $170 million, respectively, to several financial institutions that
have deposited collateral with respect to such securities of $194
and $177 million, respectively. The University receives income on
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the invested collateral, and also continues to receive interest and
dividends from the securities on loan. In accordance with SFAS
No. 140, Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities, the securities loaned
are shown as an asset labeled securities pledged to creditors and
the obligation to return the collateral is shown as a liability labeled
payable under securities lending agreements on the Consolidated
Statements of Financial Position.
As part of its investment strategy, the University enters into
a variety of financial instruments and strategies, including
futures, swaps, options, short sales, and forward foreign currency
exchange contracts. In all cases except forward foreign currency
exchange and swap contracts, these transactions are traded through
securities and commodities exchanges. The forward foreign
currency exchange and swap contracts are executed with creditworthy banks and brokerage firms. The University enters into
equity swap contracts to limit the University’s exposure to market
value fluctuations of domestic equity securities held in limited
partnerships. At June 30, 2005, the swaps were managing equity
price risk for approximately 3.0 million shares of equity securities
and had a fair value unrealized loss of approximately $4.2 million.
At June 30, 2006, there were no swaps outstanding.
Through a program to attract and retain excellent faculty
and senior staff, the University provides home acquisition
and financing assistance on residential properties in the area
surrounding the University. Notes receivable from faculty and
staff and co-ownership interests in the properties are included
in investments and are collateralized by mortgages on those
properties.
Bond proceeds awaiting drawdown in the amount of $114.4
million and $180.5 million at June 30, 2006 and 2005, respectively,
are included in investments and are restricted as to use.

Educational loans

Educational loans receivable at June 30, 2006 and 2005 are
reported net of allowances for doubtful loans of $1.1 million
and $1.0 million, respectively. Determination of the fair value of
educational loans receivable could not be made without incurring
excessive costs. These loans include donor-restricted and federally
sponsored educational loans that bear mandated interest rates and
repayment terms, and are subject to significant restrictions on their
transfer and disposition.

Promises to give

At June 30, 2006 and 2005 the University had received from
donors unconditional promises to give contributions of amounts
receivable in the following periods (in thousands):
Less than one year
One to five years
More than five years
Total
Less unamortized discount and reserve
Net amount

2006

2005

$ 036,101
134,067
64,967

$ 038,815
101,531
3,867

235,135

144,213

30,964

10,256

$ 204,171

$ 133,957

The amounts promised have been discounted at a risk-free
rate to take into account the time value of money. Current year
promises are included in revenue as additions to temporarily or
permanently restricted net assets, as determined by the donors.
In addition, at June 30, 2006, the University has received from
donors promises to give $5.1 million, which are conditioned upon
the raising of matching gifts from other sources and other criteria.
These amounts will be recognized as income in the periods in
which the conditions have been fulfilled.

which were separately depreciated. The effect of the change in
the estimated useful lives of these components was an increase
in depreciation expense of $21.5 million for the year ended June
30, 2006.
Annual depreciation is calculated on the straight-line method
over useful lives ranging from 15 to 50 years for buildings and
improvements, 30 years for library books, and 10 and 15 years
for equipment.

Funds held in trust by others

In March 2005, the FASB issued Interpretation No. 47
(“FIN No. 47”), Accounting for Conditional Asset Retirement
Obligations. Under FIN No. 47, companies must accrue for
costs related to legal obligations to perform certain activities
in connection with the retirement, disposal or abandonment of
assets. The obligation to perform the asset retirement activity
is not conditional even though the timing or method may be
conditional.
The University has identified asbestos abatement as a
conditional asset retirement obligation. Asbestos abatement was
estimated using site-specific surveys where available and a per/
square foot estimate based on historical cost where surveys were
unavailable. FIN No. 47 requires that the estimate be recorded
as a liability and as an increase to the asset, and the capitalized
portion depreciated over the remaining useful life of the asset.
Since the assets are now substantially depreciated, the full amount
of the estimated asset retirement obligation of $15.5 million was
expensed at July 1, 2005, and is shown as a cumulative effect of
change in accounting principle. Accretion expense on the asset
retirement obligation was $0.7 million for the year ended June
30, 2006, and would have been $0.7 million on a proforma basis
for the year ended June 30, 2005. The amount of asset retirement
obligation at June 30, 2006, is $15.1 million and is included in
accrued liabilities.

The University is the income beneficiary of various trusts
that are held and controlled by independent trustees. In addition,
the University is the income beneficiary of entities that qualify
as supporting organizations under Section 509(a)(3) of the
U.S. Internal Revenue Code. Funds held in trust by others are
recognized at the estimated fair value of the assets or the present
value of the future cash flows when the irrevocable trust is
established or the University is notified of its existence. Funds
held in trust by others, stated at fair value, amounted to $99.8
million in 2006 and $94.4 million in 2005.

Property

Land additions subsequent to June 30, 1973, are reported at
estimated market value at the date of gift, in the case of gifts, and
at cost in all other cases. Land acquired through June 30, 1973, is
carried at estimated value at that date, computed using municipal
tax assessments because it was not practicable to determine
historical cost or the market value at the date of gift.
Buildings and improvements are stated at cost. Expenditures
for operation and maintenance of physical plant are expensed as
incurred.
Items classified as other property at June 30, 2006 and 2005
consist of the following (in thousands:
2006

2005

Equipment
$ 222,367
Rare books
68,444
Library books, periodicals, and bindings 203,957
Fine arts objects
71,528

$ 221,131
49,507
191,001
70,125

Total

$ 531,764

$ 566,296

Equipment, rare books, and library books, periodicals, and
bindings are stated at cost. Equipment includes items purchased
with federal government funds; an indeterminate portion of
those items are expected to be transferred to the University at
the termination of the respective grant or contract. In addition
to purchases with University funds, the University, since its
inception, has received a substantial number of fine arts objects
from individual gifts and bequests. Art objects acquired through
June 30, 1973, are carried at insurable values at that date because
it is not practicable to determine the historical cost or market
value at the date of gift. Art objects acquired subsequent to June
30, 1973, are recorded at cost or fair value at the date of gift.
In 2006 the University adopted the use of componentized
depreciation for buildings and building improvements used for
research. The costs of research facilities were separated into
building shell, service system and fixed equipment components

Conditional asset retirement obligations

Deferred revenues

Deferred revenues primarily represent advance receipts relating
to the University’s real estate leasing activities. Such amounts are
amortized over the term of the related leases.

Indebtedness to third parties

At June 30, 2006 and 2005 the debt consists of loans through
the New Jersey Educational Facilities Authority (NJEFA),
commercial paper, various parental loans with the Student Loan
Marketing Association (Sallie Mae) and a local bank, a note with
a local bank, and various mortgages as follows (in thousands):
NJEFA Revenue Bonds
July 1, 1998 Series E, 4.87%,
due July 2007, net of unamortized
discount of $5 and $10
July 1, 1998 Series F, 4.52%,
due July 2006, net of
unamortized discount of $9
February 15, 1999 Series A, 4.80%,
due July 2029, net of unamortized
discount of $206 and $219
July 15, 1999 Series B, 4.75%,
due July 2009, net of unamortized
discount of $76 and $102

2006

2005

$555

$1,010

-

3,941

28,644

29,596

6,619

8,628
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June 15, 2000 Series E, 5.21%,
due July 2010, net of unamortized
discount of $92 and $115
October 15, 2000 Series H, 5.23%,
due July 2027, net of unamortized
discount of $299 and $349
October 17, 2001 Series B, variable
rate, due July 2022
July 26, 2002 Series B, variable rate,
due July 2023
June 26, 2003 Series E, 3.94%,
due July 2028, including unamortized
premium of $5,096 and $5,396
August 6, 2003 Series F, variable rate,
due July 2024
September 18, 2003 Series D, 3.73%,
due July 2019, including unamortized
premium of $8,902 and $9,587
July 21, 2004 Series D, 4.50%,
due July 2029, including unamortized
premium of $7,903 and $8,319
March 18, 2005 Series A, 4.40%,
due July 2030, including unamortized
premium of $8,125 and $8,553
June 8, 2005 Series B, 4.24%,
due July 2035, including unamortized
premium of $2,888 and $3,004
May 22, 2006 Series D, 4.39%,
due July 2031, including unamortized
premium of $942

8,508

10,360

18,801

20,616

87,000

90,700

90,465

93,805

85,131

88,156

69,335

72,210

106,982

116,462

144,123

148,249

145,955

146,383

115,753

117,649

75,232

–

NJEFA Dormitory Safety Trust Fund Bonds
August 14, 2001 Series A, 4.24%,
due January 2016
8,322

9,154

NJEFA Equipment Leasing Fund Bonds
October 11, 2001 Series A, 3.09%,
due August 2009

34

NJEFA Capital Improvement Fund Bonds
August 1, 2000 Series A, 5.72%,
due August 2020
1,725

42

1,800

Commercial Paper

20,500

14,000

Parental Loans

45,513

44,145

2,432

–

140

168

$ 1,061,769

$ 1,017,074

Notes
Mortgages
Total

The proceeds of NJEFA loans were used primarily for new
construction, renovation and rehabilitation of University facilities,
annual major maintenance and purchases of capital equipment.
Subsequent to June 30, 2006, the University issued bonds
through the NJEFA in the amount of $93.3 million at a fixed rate
with a 21 year final maturity for the purpose of refunding a portion
of the outstanding fixed rate bonds. The University intends to issue
additional bonds in the future.
The University issued the 2005 Series A bonds in order to
reduce the University’s overall interest costs. The proceeds were
used to refund portions of several previously issued NJEFA Series
bonds and to pay the costs of issuance of the refunding bonds. In
connection with these refundings the accompanying Statement
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of Activities includes a nonoperating decrease in unrestricted net
assets of $6.6 million for the year ended June 30, 2005, to account
for the unamortized costs of issuance and original issue discounts
of the refunded bonds.
The NJEFA loan agreements entered into through 1998
contain certain restrictive covenants with which the University
must comply. Specifically, the ratio of available assets to general
liabilities, as defined in the loan agreements, shall be equal to at
least two to one. Also, the University pledges tuition and fees
received from all students up to an amount equal to one and
one half times the maximum annual debt service on outstanding
NJEFA bonds issued through 1998, in addition to the full faith and
credit of the University. The University was in compliance with
these covenants at June 30, 2006. For NJEFA loan agreements
entered into subsequent to 1998, the full faith and credit of the
University is pledged.
Loans with the Student Loan Marketing Association (Sallie
Mae) are used for the parental loan program. At June 30, 2006
and 2005 the amounts outstanding were $8.3 and $11.3 million,
respectively, at rates ranging from 3.2% to 9.9%. As collateral, the
University pledges these parent loans and additional student loans
for which Sallie Mae provides a second market. In fiscal 1999 the
University entered into a loan facility with a local bank to provide
funding up to $60 million for the parental loan program. Terms
to the borrowers are similar to the Sallie Mae program in that
fixed or variable rates may be selected on a pass-through basis;
terms may be as long as 14 years. At June 30, 2006 and 2005 the
balances outstanding were $37.2 and $32.8 million, respectively,
at rates ranging from 2.0% to 7.4%.
In fiscal year 1998 a commercial paper program was authorized
as an initial step of a financing proposal to provide construction
funds for several approved capital projects. The proceeds have
permitted construction to proceed until permanent financing from
gifts or other sources has been made available. The program has
been authorized to a maximum level of $120 million. At June 30,
2006 and 2005, $20.5 million and $14 million, respectively, were
issued through the NJEFA on a tax-exempt basis to the investors.
Maturities of the debt were from 15 to 181 days, and the nominal
interest rates at June 30, 2006 and 2005 were 3.5% and 2.7%,
respectively.
Principal payments for each of the next five years and thereafter
on debt outstanding at June 30, 2006, excluding commercial paper,
are as follows (in thousands):
2007
2008
2009
2010
2011
Thereafter
Subtotal
Unamortized premium
Net long-term debt

Principal payments
$ 0,042,772
42,873
39,428
40,258
40,958
801,802
1,008,091
33,178
$ 1,041,269

The fair value of the University’s long-term debt is estimated
based on current notes offered for the same or similar issues with
similar security, terms, and maturities. At June 30, 2006, the
carrying value and the estimated fair value of the University’s
long-term debt, excluding commercial paper, were $1,041.3
million and $1,058.0 million, respectively. At June 30, 2005, the
carrying value and the estimated fair value of the University’s
long-term debt, excluding commercial paper, were $1,003.1
million and $1,050.9 million, respectively.
The University has a discretionary bank line of credit
totaling $50 million, including letters of credit, under which the
University may borrow on an unsecured basis at agreed upon
rates. There were $10.3 million and $10.0 million in letters of
credit outstanding under this facility at June 30, 2006 and 2005,
respectively.

Employee benefit plans

All faculty and staff who meet specific employment
requirements participate in a defined contribution plan, which
participates in the Teachers Insurance and Annuity Association
(TIAA) and College Retirement Equities Fund (CREF). The
University’s contributions were $35.9 million and $34.3 million
for the years ended June 30, 2006 and 2005, respectively. The
defined contribution plan permits employee contributions.

Postretirement benefits other than pensions

The University adopted the provisions of SFAS No. 106,
Accounting for Postretirement Benefits Other Than Pensions.
SFAS No. 106 requires employers to recognize the cost of
providing postretirement benefits for employees over the
period of their working years. The University has calculated its
Accumulated Postretirement Benefits Obligation (“APBO”) and
elected to amortize it over 20 years, beginning in 1993.
The University provides single coverage health insurance to
its retirees who meet certain eligibility requirements. Participants
may purchase additional dependent or premium coverage. The
accounting for the plan anticipates future cost-sharing changes
to the written plan that are consistent with the University’s
expressed intent to increase retiree contributions in line with
medical costs.
The benefit costs for the years ended June 30, 2006 and 2005
consist of the following (in thousands):
2006

2005

Service cost
Interest cost
Net amortization of transition amount

$ 08,587
10,925
3,771

$ 06,201
10,731
3,374

Total

$ 23,283

$ 20,306

The APBO at June 30, 2006 and 2005 consisted of actuarially
determined obligations to the following categories of employees
(in thousands):
2006

2005

Retirees
Fully eligible active employees
Other active participants

$ 085,231
54,589
70,234

$ 082,599
57,898
71,022

Total

$ 210,054

$ 211,519

Reconciliation of funded status at June 30, 2006 and 2005 (in
thousands):
2006

2005

Accumulated postretirement benefit
obligation and funded status
Unrecognized transition obligation
Unrecognized net gain (loss)

$ 210,054
(20,243)
(9,842)

$ 211,519
(23,617)
(23,972)

Accrued postretirement
benefit expense

$ 179,969

$ 163,930

Assumed discount rates of 6.25% and 5.25% were used to
calculate the APBO at June 30, 2006 and 2005, respectively. The
assumed health care cost trend rates used to calculate the APBO
were 8.5% and 8.5% for the years ended June 30, 2006 and
2005, respectively. The cost trends used to calculate the APBO
decline by 0.5% per year until the long-term trend rate of 5.0%
is reached. An increase of 1% in the cost trend rate would raise
the APBO to $245.1 million and $249.3 million and cause the
service and interest cost components of the net periodic cost to
be increased by $4.6 million and $3.5 million for the years ended
June 30, 2006 and 2005, respectively. A decrease of 1% in the cost
trend rate would decrease the APBO to $181.9 million and $181.4
million and cause the service and interest cost components of the
net period cost to be decreased by $3.5 million and $2.8 million
for the years ended June 30, 2006 and 2005, respectively.
Postretirement plan benefit paments for fiscal years 2007
through 2011 are expected to range from $7.6 million to $10.7
million per year, with aggregate expected payments of $67
million for fiscal years 2012 through 2016. These amounts reflect
the total benefits expected to be paid from the plan and exclude
the participants’ share of the cost. Expected benefit payments
are based on the same assumptions used to measure the benefit
obligations and include estimated future employee service.
The University has applied for and is receiving the Federal
subsidy as provided for in the Medicare Modernization Act
(MMA), and has recognized the effect of the MMA in the
calculation of its postretirement benefit obligation as of June 30,
2006 and 2005.

Net assets

Net assets are categorized as unrestricted, temporarily
restricted, and permanently restricted. Unrestricted net assets are
derived from gifts and other institutional resources that are not
subject to explicit donor-imposed restrictions. The unrestricted
category also includes income and gains on these funds. Included
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in the total is the net investment in plant and equipment. Certain
net assets classified as unrestricted for external reporting purposes
are designated for specific purposes or uses under the internal
operating budget practices of the University. Restricted net
assets are generally established by donors in support of schools
or departments of the University, often for specific purposes
such as professorships, research, faculty support, scholarships
and fellowships, athletics, library and art museum, building
construction and other specific purposes. Temporarily restricted
net assets include gifts, pledges, trusts and remainder interests,
and income and gains which can be expended but for which
restrictions have not yet been met. Such restrictions include
purpose restrictions and time restrictions imposed by donors or
implied by the nature of the gift, or by the interpretations of law.
Temporary restrictions are normally released upon the passage
of time or the incurrence of expenditures that fulfill the donorspecified purpose. Permanently restricted net assets include gifts,
pledges, trusts and remainder interests, and income and gains that
are required to be permanently retained. Investment earnings are
spent for general or specific purposes in accordance with donor
wishes, based on the University’s endowment spending rule.

Commitments and contingencies

At June 30, 2006, the University had authorized major
renovation and capital construction projects for more than
$376 million including Whitman College ($134 million), Lewis
Library ($73 million), Madison Hall ($36 million), and health/
safety improvements ($43 million). Of the total, approximately
$211 million had not yet been expended. Also, the University is
obligated under certain limited partnership agreements to advance
additional funding periodically up to specified levels. At June 30,
2006, the University had unfunded commitments of $4.8 billion.
Such commitments are generally called over periods of up to
10 years and contain fixed expiration dates or other termination
clauses.
The University has entered into certain agreements to guarantee
the debt of others. Under these agreements, if the principal obligor
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defaults on the debt the University may be required to satisfy all
or part of the remaining obligation. The total amount of these
guarantees is $6.7 million at June 30, 2006.
In July 2002, three members of the Robertson Foundation Board
of Trustees and another Robertson family member (collectively the
“Family Trustees”) commenced a lawsuit against the University
and the remaining four Foundation board members, one of whom
is the President of the University and the other three appointed
by the President (collectively the “University Trustees”). The
complaint alleged that the University Trustees have breached
their fiduciary duty to the Robertson Foundation by developing
“a scheme to transfer control of the investment of the Foundation’s
assets to Princeton University Investment Company [Princo].”
Additional claims include those pertaining to operational aspects
and funding of the Woodrow Wilson School’s graduate program.
The Family Trustees’ requested remedies included having the
University removed from effective control of the Robertson
Foundation (whose assets totaled approximately $755 million
at June 30, 2006), thereby enabling the foundation to support
other educational institutions. An amended complaint was filed
by the plaintiffs in November 2004 containing additional counts,
including fraud and breach of fiduciary duties, and additional
remedies, including consequential and punitive damages, which
could be material to the net asset categories in the University’s
financial statements. The University believes these claims are
substantially without merit and is defending itself vigorously.
Motions for partial summary judgment have been filed by both
plaintiffs and defendants, and have not been decided. A trial could
commence in 2007. The outcome at this time, however, cannot be
determined.
The University is subject to certain other legal proceedings
and claims that arise in the normal course of operations. In the
opinion of management, the ultimate outcome of these actions will
not have a material effect on the University’s financial position,
statement of activities or cash flows.

Trustees of the University1
Ex Officio
President Shirley M. Tilghman
Governor Jon S. Corzine

Trustees
Thomas A. Barron ’74 (2015)
Dennis J. Brownlee ’74 (2011)
YoungSuk C. Chi ’83 (2009)
Janet M. Clarke ’75 (2008)
Shelby M. C. Davis ’58 (2010)
Anthony B. Evnin ’62 (2007)
Carl Ferenbach III ’64 (2010)
Charles DeW. Gibson ’65 (2010)
C. Kim Goodwin ’81 (2008)
Eileen Guggenheim *82 (2007)
Ellen D. Harvey ’76 (2010)
Brent L. Henry ’69 (2009)
Jose L. Huizer *94 (2009)
Rishi S. Jaitly ’04 (2008)
Olivier Y. Kamanda ’03 (2007)
Dennis J. Keller ’63 (2010)
Randall Kennedy ’77 (2015)
Peter B. Lewis ’55 (2013)
Karen Magee ’83 (2011)
Matthew J. T. Margolin ’05 (2009)
Katherine Marshall *69 (2009)
James S. McDonnell III ’58 (2007)
Heidi G. Miller ’74 (2014)
Robert S. Murley ’72 (2016)
Nancy J. Newman ’78 (2008)
John A. O’Brien ’65 (2010)
Louise M. O’Brien ’82 (2007)
Stephen A. Oxman ’67 (2012)
Nancy B. Peretsman ’76 (2015)
Kimberly E. Ritrievi ’80 (2009)
Louise S. Sams ’79 (2014)
Eric E. Schmidt ’76 (2008)
Mark Siegler ’63 (2010)
Terdema L. Ussery II ’81(2008)
Rajiv Vinnakota ’93 (2007)
Brady P. Walkinshaw ’06 (2010)
Peter C. Wendell ’72 (2011)
John O. Wynne ’67 (2008)

1. As of 12/01/06. The dates in parentheses refer to the end of
the term as trustee. An asterisk indicates a graduate degree.
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Officers of the University1
President
Shirley M. Tilghman

Academic Officers

Officers of the Corporation

Provost
Christopher L. Eisgruber ’83

Vice President and Secretary
Robert K. Durkee ’69

Dean of the Faculty
David P. Dobkin

Executive Vice President
Mark Burstein

Dean of the Graduate School
William B. Russel

Vice President for Finance and
Treasurer
Christopher McCrudden

Dean of the College
Nancy Weiss Malkiel
Chair of the University Research
Board
A. J. Stewart Smith
Dean of the School of Engineering
and Applied Science
H. Vincent Poor *77
Dean of the Woodrow Wilson School
of Public and International
Affairs
Anne-Marie Slaughter ’80
Dean of the School of Architecture
Stanley T. Allen
Dean of Religious Life and Dean of
the Chapel
Thomas E. Breidenthal
Dean of Undergraduate Students
Kathleen Deignan
Dean of Admission
Janet Lavin Rapelye
University Librarian
Karin A. Trainer
Registrar
Polly Winfrey Griffin

1. As of 12/01/06
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Vice President for Development
Brian J. McDonald ’83
Vice President for Campus Life
Janet Smith Dickerson
Vice President for Facilities
Michael E. McKay
Vice President for Information
Technology and Chief Information
Officer
Betty Leydon
Vice President for Human Resources
Lianne C. Sullivan-Crowley
General Counsel
Peter G. McDonough
President of the Princeton
University Investment Company
Andrew K. Golden

Figure 1. New neurons in the hippocampus of the adult rat
labeled with a marker of cell division (green) against a DNA
dye which stains all of the cells in that brain region (blue).

Figure 2. DiI labeled interneuron (green) in the prefrontal
cortex of an adult primate. The blue stain is a DNA dye
which labels all cells.

Figure 3. A DiI labeled segment of a dendrite in the
prefrontal cortex of an adult primate. The extensions
off these dendrites are called dendritic spines—they are
the sites of connections, or synapses, between neurons.
Dendritic spines are highly plastic and change in number
with experience.

Figure 4. New neurons in the hippocampus of the adult rat
labeled with a marker for cell division (red), a marker of
neurons (green), and a DNA dye (blue).

