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7CONSOLIDATED FINANCIAL STATEMENTS

Massachusetts Institute of Technology
Consolidated Statements of Financial Position
at June 30, 2017 and 2016

The accompanying notes are an integral part of the consolidated financial statements.

(in thousands of dollars) 2017 2016

Assets

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  399,825 $  449,008 

Accounts receivable, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  225,648  201,012 

Pledges receivable, net, at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  533,227  609,065 

Contracts in progress, principally US government. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  82,334  80,803 

Deferred charges, inventories, and other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  155,754  136,065 

Student notes receivable, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  37,021  42,137 

Investments, at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19,045,347  16,988,407 

Net asset position – retiree welfare plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  52,986  - 

Land, buildings, and equipment (at cost of $4,990,128 for June 2017; $4,572,257  
   for June 2016), net of accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,397,070  3,092,429 

Total assets  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  23,929,212 $  21,598,926 

Liabilities and Net Assets

Liabilities:

     Accounts payable, accruals, and other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  457,514 $  528,688 

     Liabilities due under life income fund agreements, at fair value . . . . . . . . . . . . . . . . . . .  154,470  145,216 

     Deferred revenue and other credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  126,531  136,426 

     Advance payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  426,562  435,220 

     Borrowings, net of unamortized issuance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,287,545  2,892,093 

     Government advances for student loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30,015  36,173 

     Net liability position – defined benefit plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  321,517  463,101 

     Net liability position – retiree welfare plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -  32,928 

Total liabilities  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  4,804,154  4,669,845 

Net Assets:

     Unrestricted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,667,379  6,634,100 

     Temporarily restricted. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,037,426  7,210,822 

     Permanently restricted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,420,253  3,084,159 

Total net assets  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  19,125,058  16,929,081 

Total liabilities and net assets  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  23,929,212 $  21,598,926 
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8 MIT REPORT OF THE TREASURER 2017

Massachusetts Institute of Technology
Consolidated Statement of Activities
for the year ended June 30, 2017
(with summarized financial information for the year ended June 30, 2016)

The accompanying notes are an integral part of the consolidated financial statements.

2017 Total

(in thousands of dollars) Unrestricted
Temporarily 
Restricted

Permanently 
Restricted 2017 2016

Operating Activities
Operating Revenues
Tuition and similar revenues, net of discount of
   $318,610 in 2017 and $295,419 in 2016 . . . $  361,476 $  - $  - $  361,476 $  340,005 
Research revenues:
     Campus . . . . . . . . . . . . . . . . . . . . . . . . . .  706,939  -  -  706,939  701,417 
     Lincoln. . . . . . . . . . . . . . . . . . . . . . . . . . .  969,257  -  -  969,257  955,994 
     SMART . . . . . . . . . . . . . . . . . . . . . . . . . .  33,284  -  -  33,284  32,818 
Total research revenues . . . . . . . . . . . . . . . . .  1,709,480  -  -  1,709,480  1,690,229 
Gifts and bequests for current use . . . . . . . . .  187,524  -  -  187,524  162,257 
Fees and services . . . . . . . . . . . . . . . . . . . . . .  168,266  -  -  168,266  183,020 
Other programs. . . . . . . . . . . . . . . . . . . . . . .  82,141  -  -  82,141  98,837 
Support from investments:
     Endowment . . . . . . . . . . . . . . . . . . . . . . .  628,669  -  -  628,669  588,708 
     Other investments . . . . . . . . . . . . . . . . . .  158,358  -  -  158,358  142,720 
Total support from investments. . . . . . . . . . .  787,027  -  -  787,027  731,428 
Auxiliary enterprises . . . . . . . . . . . . . . . . . . .  127,720  -  -  127,720  117,460 
Net asset reclassifications and transfers . . . . .  128,154  -  -  128,154  103,601 
Total operating revenues . . . . . . . . . . . . . . . . $  3,551,788 $  - $  - $  3,551,788 $  3,426,837 
Operating Expenses
Salaries and wages . . . . . . . . . . . . . . . . . . . . . $  1,415,024 $  - $  - $  1,415,024 $  1,335,024 
Employee benefits . . . . . . . . . . . . . . . . . . . . .  337,030  -  -  337,030  311,557 
Supplies and services . . . . . . . . . . . . . . . . . . .  1,058,683  -  -  1,058,683  1,084,219 
Subrecipient agreements . . . . . . . . . . . . . . . .  139,159  -  -  139,159  139,913 
Utilities, rent, and repairs . . . . . . . . . . . . . . .  213,978  -  -  213,978  204,265 
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . .  168,809  -  -  168,809  158,443 
Interest expense . . . . . . . . . . . . . . . . . . . . . . .  131,341  -  -  131,341  116,478 
Total operating expenses . . . . . . . . . . . . . . . .  3,464,024  -  -  3,464,024  3,349,899 
Results of operations . . . . . . . . . . . . . . . . . . . $  87,764 $  - $  - $  87,764 $  76,938 
Non-Operating Activities
Pledge revenue. . . . . . . . . . . . . . . . . . . . . . . . $  - $  181,620 $  105,625 $  287,245 $  197,822 
Gifts and bequests . . . . . . . . . . . . . . . . . . . . .  -  -  98,746  98,746  109,083 
Investment income . . . . . . . . . . . . . . . . . . . .  -  1,157  2,586  3,743  4,765 
Net gain on investments . . . . . . . . . . . . . . . .  875,361  1,201,170  109,389  2,185,920  254,303 
Distribution of accumulated investment gains .  (235,197)  (405,680)  -  (640,877)  (589,402)
Other changes . . . . . . . . . . . . . . . . . . . . . . . .  28,252  1,415  15,739  45,406  (23,668)
Postretirement plan changes other than net
   periodic benefit cost . . . . . . . . . . . . . . . . . .  256,184  -  -  256,184  (503,732)
Net asset reclassifications and transfers . . . . .  20,915  (153,078)  4,009  (128,154)  (103,601)
Total non-operating activities . . . . . . . . . . . .  945,515  826,604  336,094  2,108,213  (654,430)
Increase (decrease) in net assets . . . . . . . . . . .  1,033,279  826,604  336,094  2,195,977  (577,492)
Net assets at the beginning of the year . . . . . .  6,634,100  7,210,822  3,084,159  16,929,081  17,506,573 
Net assets at the end of the year .  .  .  .  .  .  .  .  .  . $  7,667,379 $  8,037,426 $  3,420,253 $  19,125,058 $  16,929,081 
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9CONSOLIDATED FINANCIAL STATEMENTS

Massachusetts Institute of Technology
Consolidated Statements of Cash Flows
for the years ended June 30, 2017 and 2016

The accompanying notes are an integral part of the consolidated financial statements.

(in thousands of dollars) 2017 2016

Cash Flow from Operating Activities
Increase (decrease) in net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  2,195,977 $  (577,492)
Adjustments to reconcile change in net assets to net cash used in operating activities:
     Net gain on investments. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2,185,920)  (254,303)
     Change in retirement plans’ net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (227,498)  442,796 
     Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  168,809  158,443 
     Donated securities received. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (39,281)  (37,893)
     Proceeds from sale of donated securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  33,302  23,448 
     Net (loss) gain on life income funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (29,824)  8,580 
     Amortization of bond premiums and discounts and other adjustments . . . . . . . . . . . .  13,294  21,351 
Change in operating assets and liabilities:
     Pledges receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  75,838  (50,970)
     Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (24,636)  (28,490)
     Contracts in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,531)  (14,363)
     Deferred charges, inventories, and other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (19,689)  210 
     Accounts payable, accruals, and other liabilities, excluding building and equipment accruals . .  (83,509)  84,768 
     Liabilities due under life income fund agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,254  3,270 
     Deferred revenue and other credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (9,895)  (15,507)
     Advance payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (8,658)  12,545 
Reclassify investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (3,743)  (4,765)
Reclassify contributions restricted for long-term investment . . . . . . . . . . . . . . . . . . . . . . .  (92,767)  (94,638)
Net cash (used in) operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (230,477)  (323,010)
Cash Flow from Investing Activities
Purchase of land, buildings, and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (473,134)  (424,543)
Purchases of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (32,028,007)  (22,221,841)
Proceeds from sale of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32,186,808  23,001,121 
Student notes issued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (14,453)  (17,941)
Collections from student notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,838  12,665 
Net cash (used in) provided by investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (316,948)  349,461 
Cash Flow from Financing Activities
Contributions restricted for investment in endowment . . . . . . . . . . . . . . . . . . . . . . . . . . .  92,767  94,638 
Proceeds from sale of donated securities restricted for endowment . . . . . . . . . . . . . . . . . .  5,980  14,445 
Increase in investment income for restricted purposes . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,743  4,765 
Proceeds from borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  500,000  - 
Repayment of borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (98,090)  (9,585)
Increase in government advances for student loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (6,158)  612 
Net cash provided by financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  498,242  104,875 
Net (decrease) increase in cash. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (49,183)  131,326 
Cash at the beginning of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  449,008  317,682 
Cash at the end of the year  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  399,825 $  449,008 
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10 MIT REPORT OF THE TREASURER 2017

Basis of Presentation
The accompanying financial statements have been prepared in 
accordance with generally accepted accounting principles (GAAP) 
in the United States of America. The consolidated financial state-
ments (financial statements) include MIT and its wholly owned 
subsidiaries.

Net assets, revenues, expenses, and gains and losses are classi fied 
into three categories based on the existence or absence of donor- 
imposed restrictions. The categories are perma nently restricted, 
temporarily restricted, and unrestricted net assets. Unconditional 
promises to give (pledges) are recorded as receivables and revenues 
within the appropriate net asset category. 

Permanently restricted net assets include gifts, pledges, trusts and 
remainder interests, and income and gains that are required by 
donors to be permanently retained. Pledges, trusts, and remainder 
interests are reported at their estimated fair values. 

Temporarily restricted net assets include gifts, pledges, trusts and 
remainder interests, and income and gains that can be expended 
but for which restrictions have not yet been met. Such restrictions 
include purpose restrictions where donors have specified the 
purpose for which the net assets are to be spent, or time restric-
tions imposed by donors or implied by the nature of the gift 
(e.g., capital projects, pledges to be paid in the future, life income 
funds), or by interpretations of law (net gains on permanently 
restricted gifts that have not been appropriated for spending). 
Gifts specified for the acquisition or construction of long -lived 
assets are reported as temporarily restricted net assets until the 
monies are expended and the long-lived assets (i.e., buildings) are 
put into use, at which point they are reclassified to unre stricted 
net assets. Net unrealized losses on permanently restricted endow-
ment funds for which the book value exceeds market value are 
recorded as a reduction to unrestricted net assets. 

Unrestricted net assets are all the remaining net assets of MIT. 
Donor- restricted gifts and distributed restricted endow ment 
income for which the restriction is met within the same year of 
gift or distribution is reported as unrestricted revenue. Gifts of 
long -lived assets are reported as unrestricted revenue.  

Net asset reclassifications and transfers consist primarily of 
payments on unrestricted pledges and use of building funds in 
accordance with donor restrictions for buildings put into use 
during the year. Expirations of temporary restrictions on net 
assets, release of per manent restrictions by a donor, and change 
of restrictions imposed by donors are also reported as reclas-
sifications of net assets among unrestricted, temporarily restricted, 
and permanently restricted net assets.

MIT administers its various funds, including endowments, funds 
functioning as endowments, school or departmental funds, and 
related accumulated gains in accordance with the principles of 

Fund Accounting. Gifts are recorded in fund accounts and invest-
ment income is distributed to funds annually. Income distributed 
to funds may be a combination of capital appreciation and yield 
pursuant to MIT’s total return investment and spending policies. 
Each year, the Execu tive Committee of the Corporation approves 
the rates of distribution of investment return to funds from 
MIT’s investment pools. (See Note J for further information on 
income distributed to funds.) 

MIT’s operations include tuition, research revenues, unre stricted 
gifts and bequests for current use, fees and services, other pro-
grams, support from investments, net asset reclassifications and 
transfers, and operating expenditures. Results of operations are 
displayed in the Consolidated Statement of Activities. 

Tax Status
MIT is a nonprofit organization that is tax-exempt under 
Section 501(c)(3) of the Internal Revenue Code, originally 
recognized in October 1926, with the most recent affirmation 
letter dated July 2001.

US GAAP requires MIT to evaluate tax positions taken by the 
Institute and recognize a tax liability (or asset) if the Institute has 
taken an uncertain position that more likely than not would not 
be sustained upon examination by the IRS. MIT has analyzed the 
tax positions taken and has concluded that as of June 30, 2017, 
there are no significant uncertain positions taken or expected to 
be taken that would require recognition of a liability (or asset) or 
disclosure in the financial statements.

Cash 
Certain cash balances, totaling $68.9 million and $122.3 million 
at June 30, 2017 and 2016, respectively, are restricted for use 
under certain sponsored research agreements or are held on behalf 
of a related party.

The Institute had approximately $390.2 million and $432.1 mil-
lion at June 30, 2017 and 2016, respectively, of its cash accounts 
with a single institution. The Institute has not experienced any 
losses associated with deposits at this Institution.

Advance Payments 
Amounts received by MIT from the US government, corpora-
tions, industrial sources, foundations, and other non-MIT 
sponsors under the terms of agreements that generally require 
the exchange of assets, rights, or privileges between MIT and the 
sponsor are recorded as advance payments. Revenue is recognized 
as MIT fulfills the terms of the agreements.

A. Accounting Policies

Notes to Consolidated Financial Statements

10



11NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Land, Buildings, and Equipment 
Land, buildings, and equipment are shown at cost when pur-
chased, or at fair value as of the date of a gift when received as 
a gift, net of accumulated deprecia tion. When expended, costs 
associated with the construc tion of new facilities are shown as 
construction in progress until such projects are completed and 
put into use. Depreciation is computed on a straight-line basis 
over the estimated useful lives of 25 to 50 years for buildings, 3 to 
25 years for equipment, and 4 to 6 years for software. 

Fully depreciated assets were removed from the financial state-
ments in the amount of $50.9 million and $39.4 million during 
2017 and 2016, respectively. Land, buildings, and equipment at 
June 30, 2017 and 2016, are shown in Table 1 below.

Depreciation expense was $168.8 million in 2017 and $158.4 
million in 2016. Net interest expense of $10.6 million and $9.5 
million was capitalized during 2017 and 2016, respectively, in 
connection with MIT’s construction projects. 

Tuition and Student Support
Tuition and similar revenues, shown in Table 2 below, include tuition 
and fees for degree programs as well as tuition and fees for executive 
and continuing education programs at MIT.

Tuition support is awarded to undergraduate students by MIT 
based on need. Graduate students are provided with tuition sup-
port in connection with research assistance, teach ing assistance, 
and fellowship appointments. Tuition support from MIT sources 
is displayed as tuition discount. Total student support granted 
to students was $555.3 million and $520.5 million in 2017 and 
2016, respectively. Of that amount, $169.0 million in 2017 and 
$163.5 million in 2016 was aid from sponsors. Components of 
student support are detailed in Table 3 below.

A. Accounting Policies (continued)

Table 2. Tuition and Similar Revenues

Table 1. Land, Buildings, and Equipment

Table 3. Student Support

20162017

(in thousands of dollars) 2017 2016

Land . . . . . . . . . . . . . . . . . . . $  93,407 $  83,610 
Land improvements. . . . . . . .  72,773  64,434 
Educational buildings . . . . . .  3,986,375  3,772,199 
Equipment . . . . . . . . . . . . . .  292,087  289,980 
Software . . . . . . . . . . . . . . . .  61,730  56,021 
Total . . . . . . . . . . . . . . . . . . .  4,506,372  4,266,244 
Less: accumulated depreciation (1,593,058)  (1,479,828)
Construction in progress . . . .  479,865  301,326 
Software projects in progress. .  3,891  4,687 
Net land, buildings, 
   and equipment  .  .  .  .  .  .  .  .  .  $  3,397,070  $  3,092,429 

(in thousands of dollars)
    Institute 
     Sources

           External  
           Sponsors

       Total 
        Student 
        Support

       Institute 
      Sources

        External 
        Sponsors

    Total 
     Student 
     Support

Undergraduate tuition support . . . $  108,930 $  18,002 $  126,932 $  97,262 $  15,640 $  112,902 
Graduate tuition support. . . . . . .  209,680  60,609  270,289  198,157  60,287  258,444 
Fellow stipends . . . . . . . . . . . . . .  23,344  16,174  39,518  22,718  16,013  38,731 
Student employment . . . . . . . . . .  44,301  74,227  118,528  38,876  71,516  110,392 
Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  386,255 $  169,012 $  555,267 $  357,013 $  163,456 $  520,469 

(in thousands of dollars) 2017 2016

Undergraduate and graduate
   programs . . . . . . . . . . . . . . $  617,368 $  590,415 
Executive and continuing
   education programs . . . . . .  62,718  45,009 

Total . . . . . . . . . . . . . . . . . . .  680,086  635,424 
Less: tuition discount . . . . . .  (318,610)  (295,419)

Net tuition and similar revenues $  361,476 $  340,005 
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Sponsored Research
Direct and indirect categories of research revenues are shown in 
Table 4 below.

Revenue associated with contracts and grants is recognized as 
related costs are incurred. The capital costs of buildings and 
equipment are depreciated over their estimated life cycle, and the 
sponsored research recovery allowance for depreciation is treated 
as indirect research revenue. MIT has recorded reimbursement 
of indirect costs relating to sponsored research at negotiated fixed 
billing rates. The revenue generated by the negotiated rates is ad-
justed each fiscal year to reflect any variance between the negoti-
ated fixed rates and rates based on actual cost. The actual cost rate 
is audited by the Defense Contract Audit Agency (DCAA) and 
a final fixed-rate agreement is signed by the US government and 
MIT. The variance between the negotiated fixed rate and the final 
audited rate results in a carryforward (over- or under-recovery). 
The carryforward is included in the calculation of negotiated fixed 
billing rates in future years. Any adjustment in the rate is charged 
or credited to unrestricted net assets.

Gifts and Pledges
Gifts and pledges are recognized when received. Gifts of securi-
ties are recorded at their fair value at the date of con tribution. 
Donated securities received totaled $39.3 million and $37.9 
million in 2017 and 2016, respectively, and are shown separately 
in the Consolidated Statements of Cash Flows. Gifts of equipment 
received from manufacturers and other donors are put into use 
and recorded by MIT at fair value. Gifts of equipment totaled less 
than $0.1 million in 2017 and $0.4 million in 2016. Pledges in 
the amount of $533.2 million and $609.1 million were recorded 
as receivables at June 30, 2017 and 2016, respectively, with the 
revenue assigned to the appropriate classification of restriction. 
Pledges consist of unconditional writ ten promises to contribute to 
MIT in the future and are recorded after discounting the future 
cash flows to the present value. 

MIT records items of collections as gifts at nominal value. They 
are received for educational purposes and most are displayed 
throughout MIT. In general, collections are not disposed of for 
financial gain or otherwise encumbered in any manner.

Life Income Funds 
MIT’s life income fund agreements with donors consist primarily 
of irrevocable charitable gift annuities, pooled income funds, and 
charitable remainder trusts for which MIT serves as trustee. Assets 
are invested and payments are made to donors and other benefi-
ciaries in accordance with the respective agreements. MIT records 
the assets that are associated with each life income fund at fair value 
and records as liabilities the present value of the estimated future 
payments at current interest rates to be made to the donors and 
beneficiaries under these agreements. A rollforward of liabilities due 
under life income fund agreements is presented in Table 5 below.

Accounts Payable, Accruals, and Other Liabilities 
MIT’s accounts payable, accruals, and other liabilities totaled 
$457.5 million and $528.7 million at June 30, 2017 and 2016, 
respectively. These totals included accrued vacation of $88.2 mil-
lion at June 30, 2017, and $81.6 million at June 30, 2016.

Recently Adopted Accounting Standards
On July 1, 2016, the Institute early adopted new guidance related 
to how Not-for-Profit Entities that are a General or Limited Partner 
Should Consolidate a For-Profit Limited Partnership or Similar 
Entity, which impacts consolidation for not-for-profit entities. As 
a result of adopting this guidance, certain previously consolidated 
limited liability investment entities are no longer consolidated.  
The liabilities associated with these investment entities amounted 
to $490.0 million in the 2016 Statement of Financial Position 
and are now netted against investment assets for that year, rather 
than shown separately as liabilities. In addition, noncontrolling 
interests are no longer shown as assets, net assets, and changes 
in net assets in the Statements of Financial Position and in 
the Statement of Activities. Therefore, the change in net assets 
attributable to noncontrolling interests of $27.0 million for 
fiscal 2016, as well as the noncontrolling interest June 30, 2016 
amount of $205.4 million are no longer shown in the related 

A. Accounting Policies (continued)

Table 5. Liabilities Due Under Life Income Funds

Table 4. Research Revenues

(in thousands of dollars) 2017 2016

Direct:
     Campus . . . . . . . . . . $  508,677 $  513,991 
     Lincoln. . . . . . . . . . .  926,871  908,506 
     SMART . . . . . . . . . .  32,981  32,416 
Total direct .  .  .  .  .  .  .  .  .  .  1,468,529  1,454,913 
Indirect:
     Campus . . . . . . . . . . $  198,262 $  187,426 
     Lincoln. . . . . . . . . . .  42,386  47,488 
     SMART . . . . . . . . . .  303  402 
Total indirect  .  .  .  .  .  .  .  .  240,951  235,316 
Total research revenues $  1,709,480 $  1,690,229 

(in thousands of dollars) 2017 2016

Balance at the beginning of the year $  145,216 $  141,946 
Addition for new gifts . . . . . . . . . .  8,122  8,592 
Termination and payments to
   beneficiaries . . . . . . . . . . . . . . . .  (19,671)  (14,993)
Net investment and actuarial gain  20,803  9,671 
Balance at end of the year  .  .  .  .  .  . $  154,470 $  145,216 
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A. Accounting Policies (continued)

2016 comparative statements. These changes have also been 
appropriately reflected in the investment notes.

On July 1, 2016, the Institute early adopted new guidance related 
to Recognition and Measurement of Financial Assets and Financial 
Liabilities. The guidance eliminates the requirement to disclose 
the fair value of our outstanding debt. The Institute has evalu-
ated the impact of the guidance on the financial statements and 
accompanying notes and has removed the fair value reference 
previously included in Note F.  

On July 1, 2015, MIT early-adopted new guidance related to 
Presentation of Debt Issuance Costs. This guidance requires MIT to 
present unamortized debt issuance costs as an offset to borrowings 
within the liabilities section of the balance sheet, rather than as 
other assets within the assets section of the balance sheet. The 
change in presentation has been appropriately reflected in the 
Statement of Financial Position and in the Net Borrowings table 
shown in Note F.

Non-Cash Items
Non-cash transactions excluded from the Consolidated 
Statements of Cash Flows include $12.3 million and $7.6 million 
of accrued liabilities related to plant and equipment purchases for 
2017 and 2016, respectively. 

Use of Estimates 
The preparation of financial statements in conformity with GAAP 
requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities, contingent 

assets and liabilities at the date of the financial statements, and 
the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from those estimates. 

Reclassifications
Certain June 30, 2016, balances and amounts previously re-
ported have been reclassified to conform to the June 30, 2017, 
presentation.

Subsequent Events
MIT has evaluated subsequent events through September 8, 
2017, the date on which the financial statements were issued. 
There were no subsequent events that occurred after the bal-
ance sheet date that have a material impact on MIT’s financial 
statements.

Summarized Information
The Consolidated Statements of Activities includes certain prior 
year summarized comparative information in total but not by 
net asset class. Such information does not include sufficient 
detail to constitute a presentation in conformity with accounting 
principles generally accepted in the United States of America. 
Accordingly, such information should be read in conjunction 
with MIT’s financial statements for the year ended June 30, 
2016, from which the summarized information was derived.

B. Investments
MIT performs ongoing due diligence to determine that 
investment fair value is reasonable as of June 30, 2017 and 
2016. In particular, to ensure that the valuation techniques for 
investments that are categorized within the fair value hierarchy 
are fair, consistent, and verifiable, MIT has established a 
Valuation Committee (the “Committee”) that oversees the 
valuation processes and procedures and ensures that the policies 
are fair and consistently applied. The Committee is responsible 
for conducting annual reviews of the valuation policies, 
evaluating the overall fairness and consistent application of the 
valuation policies, and performing specific reviews of certain 
reported valuations. The Committee performs due diligence over 
the external managers and, based on this review, substantiates Net 
Asset Value (NAV) as a practical expedient for estimates of fair 
value of its investments in external managers. The Committee 
is composed of senior personnel and contains members who are 
independent of investment functions. The Committee meets 
annually, or more frequently as needed. Members of the Valuation 
Committee report annually to MIT’s Risk and Audit Committee. 
The methods described in this note may produce a fair value 

that may not be indicative of net realizable value or reflective 
of future fair values. While MIT believes its valuation methods 
are appropriate and consistent with those of other market 
participants, the use of different methodologies or assumptions 
to determine the fair value of certain financial instruments could 
result in a different estimate of fair value at the reporting date.

Exchange and over-the-counter investment transactions are 
accounted for on the trade date. Dividend income is recorded 
on the ex-dividend date. Realized gains and losses are recorded 
by MIT using the average cost basis. For limited partnerships, 
the realized gain/loss is calculated once the entire cost basis 
is distributed back to MIT or using information provided by 
managers with respect to the character of a distribution as being a 
gain, loss, income, or return of capital.

MIT may enter into short sales whereby it sells securities that may 
or may not be owned by MIT in anticipation of a decline in the 
price of such securities or in order to hedge portfolio positions. 
Cash collateral and certain securities owned by MIT may be 
held at counterparty brokers to collateralize these positions and 
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are included in investments on the Consolidated Statements of 
Financial Position.

MIT values its investments in accordance with the principles of 
accounting standards which establish a hierarchy of valuation 
inputs based on the extent to which the inputs are observable in 
the marketplace. Observable inputs reflect market data obtained 
from sources independent of the reporting entity. Unobservable 
inputs reflect the entity’s own assumptions about how market 
participants would value an asset or liability based on the best 
information available. Valuation techniques used to measure fair 
value must maximize the use of observable inputs and minimize 
the use of unobservable inputs. MIT follows a fair value hierarchy 
based on three levels of inputs, of which the first two are 
considered observable and the last is unobservable.

The following describes the hierarchy of inputs used to measure 
fair value and the primary valuation methodologies used by MIT 
for financial instruments measured at fair value on a recurring 
basis. The three levels of inputs are as follows: 

• Level 1 – Valuations based upon observable inputs that reflect 
quoted prices in active markets for identical assets and liabilities. 

• Level 2 – Valuations based upon: (i) quoted market prices for 
similar assets or liabilities in active markets; (ii) quoted prices 
for identical or similar assets or liabilities in markets that are not 
active; or (iii) other significant market-based inputs, which are 
observable, either directly or indirectly.

• Level 3 – Valuations based upon unobservable inputs that are 
significant to the overall fair value measurements.

• N/A – Investments managed by external managers in fund 
structures are not readily marketable and are reported at Fair 
Value utilizing the most current information provided by the 
external manager, subject to assessments that the information is 
representative of fair value and in consideration of any factors 
deemed pertinent to the Fair Value measurement.

A financial instrument’s categorization within the valuation 
hierarchy is based upon the lowest level of input that is significant 
to the fair value measurement. Market information is considered 
when determining the proper categorization of the investment’s 
fair value measurement within the fair valuation hierarchy.  

Table 6 presents MIT’s investments at fair value as of June 30, 
2017 and 2016, respectively, grouped by the valuation hierarchy 
as defined earlier in this note. 

Transfers between levels are recognized at the beginning of the 
reporting period. The 2017 transfers from Level 1 to Level 2 
totaled $0.9 million, and transfers from Level 2 to Level 1 totaled 
$25.6 million. The 2016 transfers from Level 1 to Level 2 totaled 
$60.0 million, and transfers from Level 2 to Level 1 totaled $10.4 
million. 

Cash and cash equivalents include cash, money market funds, 
repurchase agreements, and negotiable certificates of deposit and 
are valued at cost, which approximates fair value. Instruments 
listed or traded on a securities exchange are valued at the last 
quoted price on the primary exchange where the securities are 
traded.

Investments in non-exchange-traded debt are primarily valued 
using independent pricing sources that use broker quotes or 
models using observable market inputs. Investments managed 
by external managers include investments in (i) absolute return; 
(ii) domestic, foreign, and private equity; (iii) real estate; and (iv) 
real asset commingled funds. The fair value of securities held in 
external investment funds that do not have readily determinable 
fair values are determined by the external managers based upon 
industry-standard valuation approaches that require varying 
degrees of judgment, taking into consideration, among other 
things, the cost of the securities, valuations and transactions of 
comparable public companies, the securities’ estimated future 
cash flow streams, and the prices of recent significant placements 
of securities of the same issuer. Using these valuations, most of 
these external managers calculate MIT’s capital account or NAV 
in accordance with, or in a manner consistent with, GAAP’s fair 
value principles. 

As a practical expedient, MIT is permitted under GAAP to 
estimate the fair value of its investments with external managers 
using the external managers’ reported NAV without further 
adjustment unless MIT expects to sell the investment at a value 
other than NAV or the NAV is not calculated in accordance with 
GAAP.

Level 3 investments are valued by MIT based upon valuation 
information received from the relevant entity, which may include 
last trade information, third-party appraisals of real estate, or 
valuations prepared in connection with the administration of an 
employee stock ownership plan. MIT may also utilize industry 
standard valuation techniques, including discounted cash flow 
models. The significant unobservable inputs used in the fair value 
measurements of MIT’s direct investments may include their cost 
of capital, and equity and industry risk premiums. Significant 
increases or decreases in these inputs in isolation may result in a 
significantly lower or higher fair value measurement, respectively. 
Split-interest agreements are generally valued at the present value 
of the future distributions expected to be received over the term 
of the agreement. 

Over-the-counter positions, such as interest rate and total return 
swaps, credit default swaps, options, exchange agreements, and 
interest rate cap and floor agreements, are valued using broker 
quotes or models using market observable inputs. Because the 
swaps and other over-the-counter derivative instruments have 
inputs that can usually be corroborated by observable market 
data, they are generally classified within Level 2. 

B. Investments (continued)
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B. Investments (continued)

 Table 6. Investments

* Real estate includes direct investments and investments held through commingled vehicles.
** Real assets and equity categories include commingled vehicles that invest in these types of investments.

(in thousands of dollars)

Quoted Prices in 
Active Markets  

(Level 1)

   Significant 
 Other Observable 

Inputs (Level 2)

    Significant
Unobservable Inputs 

(Level 3)

   NAV as Practical
     Expedient 

     (NAV)
       Total Fair  

      Value

Fiscal Year 2017
Cash and cash equivalents . . . . . $  1,289,440 $  - $  - $  - $  1,289,440 
US Treasury. . . . . . . . . . . . . . . .  983,110  -  -  -  983,110 
US government agency . . . . . . .  -  68,972  -  -  68,972 
Domestic bonds . . . . . . . . . . . .  11,085  827,798  112,325  -  951,208 
Foreign bonds . . . . . . . . . . . . . .  21  218,676  -  -  218,697 
Common equity:
     Long domestic . . . . . . . . . . .  122,824  -  199,643  -  322,467 
     Long foreign. . . . . . . . . . . . .  522,712  934  -  -  523,646 
Equity:**
     Absolute return . . . . . . . . . .  -  -  -  1,948,414  1,948,414 
     Domestic . . . . . . . . . . . . . . .  -  -  -  1,860,682  1,860,682 
     Foreign. . . . . . . . . . . . . . . . .  -  -  -  3,939,887  3,939,887 
     Private . . . . . . . . . . . . . . . . .  -  -  -  3,352,743  3,352,743 
Real estate* . . . . . . . . . . . . . . . .  8,885  -  2,094,523  711,635  2,815,043 
Real assets** . . . . . . . . . . . . . . .  -  -  205  667,986  668,191 
Split-interest agreements . . . . . .  -  -  142,499  -  142,499 
Other . . . . . . . . . . . . . . . . . . . .  2,796  200  3,881  -  6,877 
Derivatives . . . . . . . . . . . . . . . .  32  (46,561)  -  -  (46,529)
Investments, at fair value .  .  .  .  . $  2,940,905 $  1,070,019 $  2,553,076 $  12,481,347 $  19,045,347 
Fiscal Year 2016
Cash and cash equivalents . . . . . $  939,555 $  - $  - $  - $  939,555 
US Treasury. . . . . . . . . . . . . . . .  890,588  -  -  -  890,588 
US government agency . . . . . . .  -  169,007  -  -  169,007 
Domestic bonds . . . . . . . . . . . .  12,004  308,817  104,048  -  424,869 
Foreign bonds . . . . . . . . . . . . . .  21  68,384  -  -  68,405 
Common equity:
     Long domestic . . . . . . . . . . .  221,868  -  95,120  -  316,988 
     Long foreign. . . . . . . . . . . . .  423,747  60,044  -  -  483,791 
Equity:**
     Absolute return . . . . . . . . . .  -  -  -  1,816,975  1,816,975 
     Domestic . . . . . . . . . . . . . . .  -  -  -  1,561,519  1,561,519 
     Foreign. . . . . . . . . . . . . . . . .  -  -  -  3,521,507  3,521,507 
     Private . . . . . . . . . . . . . . . . .  -  -  -  3,190,794  3,190,794 
Real estate* . . . . . . . . . . . . . . . .  6,446  -  2,005,145  840,443  2,852,034 
Real assets** . . . . . . . . . . . . . . .  -  -  275  680,566  680,841 
Split-interest agreements . . . . . .  -  -  126,832  -  126,832 
Other . . . . . . . . . . . . . . . . . . . .  4,925  -  2,809  -  7,734 
Derivatives . . . . . . . . . . . . . . . .  33  (63,065)  -  -  (63,032)
Investments, at fair value .  .  .  .  . $  2,499,187 $  543,187 $  2,334,229 $  11,611,804 $  16,988,407 
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B. Investments (continued)
Table 7 below is a rollforward of the investments classified by MIT within Level 3 of the fair value hierarchy defined earlier in this note 
at June 30, 2017 and 2016.

MIT, through some of its direct and indirect subsidiaries, 
leverages certain real estate investments to optimize the use of 
invested capital in support of the Institute’s mission. The liabilities 
associated with these financings are presented, on a net basis, with 
the investment balances on the associated real estate asset found 
in Table 6. MIT’s subsidiaries are separate legal entities, whose 
assets and credit are not available to satisfy the liabilities of MIT 
as a stand-alone entity.  Also, the liabilities of MIT’s subsidiaries 
do not constitute obligations of MIT as a stand-alone entity.  

All net realized and unrealized gains and losses relating to 
financial instruments held by MIT shown in Table 6 are reflected 
in the Consolidated Statement of Activities. Cumulative 
unrealized gains related to Level 3 investments totaled $1,716.2 
million and $1,360.3 million as of June 30, 2017 and 2016, 
respectively. The net change in unrealized gains (losses) related to 
Level 3 investments held by MIT at June 30, 2017, and June 30, 
2016, are disclosed in Table 7.

Table 7. Rollforward of Level 3 Investments

(in thousands of dollars)
Fair Value 
Beginning

Realized 
Gains 

(Losses)

Unrealized 
Gains 

(Losses) Purchases Sales

Other 
Changes and 

Transfers*
Fair Value 

Ending

Fiscal Year 2017
Domestic bonds . . . . . . . . .  $  104,048 $  - $  - $  16,306 $  (8,029) $  - $  112,325 

Common equity:
     Long domestic . . . . . . . .  95,120  601  104,736  5,927  (6,741)  -  199,643 

     Short domestic  . . . . . . .  -  -  -  -  -  -  - 

Real estate  . . . . . . . . . . . . .  2,005,145  14,320  244,061  170,833  (52,611)  (287,225)  2,094,523 

Real assets . . . . . . . . . . . . . .  275  -  (70)  -  -  -  205 

Split-interest agreements . . .  126,832  1,120  7,135  11,308  (3,896)  -  142,499 

Other . . . . . . . . . . . . . . . . .  2,809  -  60  1,012  -  -  3,881 

Investments, at fair value .  . $  2,334,229 $  16,041 $  355,922 $  205,386 $  (71,277) $  (287,225) $  2,553,076 

Fiscal Year 2016
Domestic bonds . . . . . . . . . $  101,763 $  - $  - $  12,040 $  (9,755) $  - $  104,048 

Common equity:  - 

     Long domestic . . . . . . . .  67,096  -  28,024  7  (7)  -  95,120 

     Short domestic  . . . . . . .  -  -  -  119  (119)  -  - 

Real estate  . . . . . . . . . . . . .  1,765,487  33,254  381,977  184,991  (90,924)  (269,640)  2,005,145 

Real assets . . . . . . . . . . . . . .  1,260  (13,070)  12,085  -  -  -  275 

Split-interest agreements . . .  146,405  5,329  (10,750)  17,214  (31,366)  -  126,832 

Other . . . . . . . . . . . . . . . . .  3,956  179  32  -  (1,358)  -  2,809 

Investments, at fair value .  . $  2,085,967 $  25,692 $  411,368 $  214,371 $  (133,529) $  (269,640) $  2,334,229 

*Other Changes and Transfers include cash received and paid related to the real estate financings described earlier in Note B. There were no  
transfers in or out of Level 3 for fiscal years 2017 and 2016.
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Table 8 below sets forth a summary of valuation techniques and quantitative information utilized in determining the fair value of 
MIT’s Level 3 investments as of June 30, 2017 and 2016.

B. Investments (continued)

Certain investments in real estate, equities, and private 
investments may be subject to restrictions that (i) limit MIT’s 
ability to withdraw capital after such investment; and (ii) may 
limit the amount that may be withdrawn as of a given redemption 
date. Most absolute return, domestic equity, and foreign equity 
commingled funds limit withdrawals to monthly, quarterly, or 
other periods, and may require notice periods. In addition, certain 
of these funds are able to designate a portion of the investments 
as illiquid in “side-pockets,” and these funds may not be available 
for withdrawal until liquidated by the investing fund. Generally, 

MIT has no discretion as to withdrawal with respect to its 
investments in private equity and real estate funds. Distributions 
are made when sales of assets are made within these funds and the 
investment cycle for these funds can be as long as 15 to 20 years. 
These restrictions may limit MIT’s ability to respond quickly to 
changes in market conditions. MIT does have various sources 
of liquidity at its disposal, including cash, cash equivalents, 
marketable debt and equity securities, and lines of credit.

Details on the current redemption terms and restrictions by asset 
class and type of investment are provided in Table 9 below.  

 Table 8. Level 3 Valuation Techniques

Table 9. Unfunded Commitments

Asset Class 
(in thousands of dollars)

Unfunded 
Commitments Fair Value

Unfunded 
Commitments Fair Value

Redemption  
Terms

Redemption 
Restrictions

Equity:
     Absolute return . . . . $  153,487 $  1,948,414 $  125,866 $  1,816,975 Redemption terms range 

from 45 days with 2 months’ 
notice to closed-end funds 
not available for redemption

Lock-up provisions 
range from none 
to not available for 
redemption

     Domestic . . . . . . . .  1,790  1,860,682  1,789  1,561,519 Redemption terms range 
from 2 months with 2 
months’ notice to 25 months 
with 3 months’ notice and 
2 closed-end funds not 
available for redemption

Lock-up provisions 
range from none to  
33 months; 2 funds 
are not available for 
redemption

     Foreign. . . . . . . . . .  36,200  3,939,887  36,200  3,521,507 Redemption terms range 
from daily with 1 day’s 
notice to 38 months with 6 
months’ notice and 1 closed-
end fund not available for 
redemption

Lock-up provisions 
range from none to 
11 months; 1 fund 
is not available for 
redemption

     Private . . . . . . . . . .  1,517,659  3,352,743  1,567,427  3,190,794 Closed-end funds not 
available for redemption

Closed-end funds 
not available for 
redemption

Real estate . . . . . . . . . .  563,739  711,635  574,443  840,443 Closed-end funds not 
available for redemption

Closed-end funds 
not available for 
redemption

Real assets . . . . . . . . . .  102,689  667,986  156,591  680,566 Redemption terms range 
from 1 month with 7 days’ 
notice to closed-end funds 
not available for redemption

Lock-up provisions 
range from none 
to not available for 
redemption

Total  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  2,375,564 $  12,481,347 $  2,462,316 $  11,611,804 

20162017

 
(in thousands of dollars)

Fair Value at 
June 30, 2017

  Fair Value at 
   June 30, 2016 Valuation Technique

Unobservable 
Input

2017 
Rates

2016 
Rates

Real estate . . . . . . . . . . $  2,094,523  $  2,005,145  Discounted cash flow;  Discount rate; 4.5-8.5%; 5-8.5%;
 capitalization rate  capitalization rate 4.5-7.0% 4.75-7.0%

Equity securities . . . . . .  180,654  78,727  Discounted cash flow  Discount rate 13.2% 13.5%
Split-interest agreements  105,581  81,268  Net present value  Discount rate 2.65-4.5% 2.05-4.5%
Real assets . . . . . . . . . .  205  275  Discounted cash flow  Discount 25.0% 25.0%
Other illiquid assets. . . .  882  505  Varies  Varies Varies Varies
Total assets  .  .  .  .  .  .  .  .  . $  2,381,845 $  2,165,920 

* Certain Level 3 assets totaling $171,231 and $168,309 as of June 30, 2017 and June 30, 2016, respectively, have been valued using unadjusted third 
party quotations and thus have been exluded from this table.

17
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MIT maintains an interest rate swap agreement to manage the 
interest cost and risk associated with a portion of its variable rate 
debt, described in Note F. Under the agreement, MIT pays a 
fixed rate of 4.91 percent and receives a payment indexed to the 
Securities Industry and Financial Market Association (SIFMA) 
on a notional amount of $125.0 million. At June 30, 2017, the 
swap agreement had a total fair value of ($47.1) million and at 
June 30, 2016 had a fair value of ($63.4) million. This swap had 
a total net gain for 2017 of $16.3 million and a total net loss of 
$15.3 million for 2016. The notional amount of this derivative 
is not recorded on MIT’s Consolidated Statements of Financial 
Position.

For its investment management, MIT uses a variety of financial 
instruments with off-balance sheet risk involving contractual or 
optional commitments for future settlement. MIT uses these 
instruments primarily to manage its exposure to extreme market 
events and fluctuations in asset classes or currencies. Instruments 
utilized include futures, total return and credit default swaps, 
and interest rate cap and swaption agreements. The futures are 
exchange-traded, and the swap, swaptions, and cap agreements 
are executed over the counter. 

Total return swaps involve commitments to pay interest in 
exchange for a market-linked return based on notional amounts. 
To the extent the total return of the security or index underlying 
the transaction exceeds or falls short of the offsetting interest rate 
obligation, MIT will respectively receive a payment from or make 
a payment to the counterparty.

MIT’s portfolio of interest rate caps and swaptions is designed for 
protection from significant increases in interest rates. An interest 
rate swaption is an option to enter into an interest rate swap 
agreement on pre-set terms at a future date. The purchaser and 
seller of the swaption agree on the expiration date, option type, 
exercise style, the terms of the underlying swap, and the type 
of settlement. As the expiration date approaches, the swaption 

holder can either notify the seller of its intention to exercise or 
let the option expire. An interest rate cap places a ceiling on a 
floating rate of interest on a specified notional principal amount 
for a specific term. The buyer of the cap uses the cap contract to 
limit its maximum interest rate exposure. If the buyer’s floating 
rate rises above the cap strike, the cap contract provides for 
payments from the seller to the buyer of the cap for the difference 
between the floating rate and the cap strike. If the floating rate 
remains below the cap strike, no payments are required. The 
cap buyer is required to pay an upfront fee or premium for 
the cap. The cap premium charged by the seller depends upon 
the market’s assessment of the probability that rates will move 
through the cap strike over the time horizon of the deal. The 
payoff is expected to occur in extreme market conditions that 
would negatively impact MIT’s other assets. 

Table 10 summarizes the notional exposure and net ending fair 
value relative to the financial instruments with off-balance sheet 
risk as of June 30, 2017 and 2016 related to MIT’s investment 
management. Derivatives held by limited partnerships and 
commingled investment vehicles pose no off-balance sheet risk to 
MIT due to the limited liability structure of these investments. 
To manage the counterparty credit exposure of MIT’s direct 
off-balance sheet financial instruments, MIT requires collateral 
to the maximum extent possible under normal trading practices. 
Collateral is moved on a daily basis as required by fluctuations 
in the market. The collateral is generally in the form of debt 
obligations issued by the US Treasury or cash. In the event of 
counterparty default, MIT has the right to use the collateral to 
offset the loss associated with the replacement of the agreements. 
MIT enters into arrangements only with counterparties believed 
to be creditworthy. On June 30, 2017, cash collateral and certain 
securities owned by MIT were held at counterparty brokers to 
collateralize these positions and are included in investments in the 
Consolidated Statements of Financial Position.

C. Derivative Financial Instruments and Collateral

18
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C. Derivative Financial Instruments and Collateral (continued)

Table 10. Derivative Financial Instruments

* The fair value of all derivative financial instruments is reflected in investments at fair value in the Consolidated Statements of 
Financial Position.

** Net gain (loss) from the derivative financial instruments is located in the non-operating section as net gain (loss) on investments in 
the Consolidated Statement of Activities.

(in thousands of dollars) Long Short
Net Ending  
Fair Value *

Net Gain 
(Loss)**

Fiscal Year 2017

Fixed income instruments:

     Fixed income futures . . . . . . . . . . . . . . . . . . . . . $  1,900 $  (9,200) $  32 $  - 

     Options on interest rate exchange agreements . . .  1,039,000  -  1,818  (139)

     Equity options . . . . . . . . . . . . . . . . . . . . . . . . . .  134  -  11  - 

     Interest rate caps and floors . . . . . . . . . . . . . . . .  -  -  -  - 

Total fixed income instruments . . . . . . . . . . . . . . . .  1,041,034  (9,200)  1,861  (139)

Commodity and index instruments:

     Equity index swaps. . . . . . . . . . . . . . . . . . . . . . .  -  (79,332)  744  (32,183)

Total commodity and index instruments . . . . . . . . .  -  (79,332)  744  (32,183)

Credit instruments . . . . . . . . . . . . . . . . . . . . . . . . .  -  (76,119)  (2,032)  (973)

2017 Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  1,041,034 $  (164,651) $  573 $  (33,295)

Fiscal Year 2016

Fixed income instruments:

     Fixed income futures . . . . . . . . . . . . . . . . . . . . . $  14,100 $  (3,100) $  33 $  - 

     Options on interest rate exchange agreements . .  1,532,000  -  1,956  (6,844)

     Equity options . . . . . . . . . . . . . . . . . . . . . . . . . .  -  -  -  - 

     Interest rate caps and floors . . . . . . . . . . . . . . . .  1,000,000  -  -  (96)

Total fixed income instruments . . . . . . . . . . . . . . . .  2,546,100  (3,100)  1,989  (6,940)

Commodity and index instruments:

     Equity index swaps. . . . . . . . . . . . . . . . . . . . . . .  -  (83,563)  351  44,083 

Total commodity and index instruments . . . . . . . . .  -  (83,563)  351  44,083 

Credit instruments . . . . . . . . . . . . . . . . . . . . . . . . .  -  (102,494)  (1,990)  126 

2016 Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  2,546,100 $  (189,157) $  350 $  37,269 

Notional Exposure

19



20 MIT REPORT OF THE TREASURER 2017

C. Derivative Financial Instruments and Collateral (continued)

Table 11 below provides further details related to MIT’s credit 
instruments and summarizes the notional amounts and fair value 
of the purchased credit derivatives, classified by the expiration 
terms and the external credit ratings of the reference obligations 
at June 30, 2017 and 2016. 

The act of entering into a credit default swap contract is often 
referred to as “buying protection” or “selling protection” on an 
underlying reference obligation. The buyer is obligated to make 
premium payments to the seller over the term of the contract in 
return for a contingent payment upon the occurrence of a credit 
event with respect to the underlying obligation. The seller bears 
the obligation to “protect” the buyer in the event of default of 

the underlying issuer. Upon this event, the cash payment that 
the buyer receives is equal to the clearing price established by 
an auction of credit default swap claims, which is designed to 
approximate the recovery value of an unsecured claim on the 
issuer in default. The swap will last for a predetermined amount 
of time, typically five years. Upon termination of the swap, the 
buyer is no longer obligated to make any premium payments, and 
there is no other exchange of capital.

   

   Table 11. Credit Derivative Instruments 

Years to Maturity

* The fair value of all credit derivative instruments is reflected in investments at fair value in the Consolidated Statements of Financial Position.

Purchased Protection

(in thousands of dollars)

Purchased 
Notional 
Amounts

Purchased Fair 
Value* < 5 Years 5-10 Years

Fiscal Year 2017
Credit rating on underlying or index:
A- to AAA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  25,000 $  474 $  25,000 $  - 
BBB- to BBB+. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  51,119  1,558  51,119  - 
2017 Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  76,119 $  2,032 $  76,119 $  - 
Fiscal Year 2016
Credit rating on underlying or index:
A- to AAA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  37,499 $  785 $  37,499 $  - 
BBB- to BBB+. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  64,995  1,205  64,995  - 
2016 Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  102,494 $  1,990 $  102,494 $  - 
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Counterparty risk may be partially or completely mitigated 
through master netting agreements included within an 
International Swap and Derivatives Association, Inc. (“ISDA”) 
Master Agreement between MIT and each of its counterparties. 
The ISDA Master Agreement allows MIT to offset with the 
counterparty certain derivative instruments’ payables and/
or receivables with collateral held with each counterparty. To 
the extent amounts due from the counterparties are not fully 

collateralized contractually or otherwise, there is the risk of loss 
from counterparty non-performance. As of June 30, 2017, MIT 
has elected not to offset recognized assets and liabilities in the 
Statements of Financial Position. The following tables, 12 and 
13, summarize the effect that offsetting of recognized assets and 
liabilities could have in the Statements of Financial Position.

C. Derivative Financial Instruments and Collateral (continued)

Maximum risk of loss from counterparty credit risk on over-
the-counter derivatives is generally the aggregate unrealized 
appreciation in excess of any collateral pledged by the 
counterparty. ISDA Master Agreements allow MIT or the 

counterparties to an over-the-counter derivative to terminate the 
contract prior to maturity in the event either party fails to meet 
the terms in the ISDA Master Agreements. This would cause an 
accelerated payment of net liability, if owed to the counterparty.

Table 12. Offsetting of Financial and Derivative Assets and Liabilities

(in thousands of dollars)
Gross 

Amount

Cash/Treasury 
Collateral 
Posted/

(Received)
Net  

Amount
Gross 

Amount

Cash/Treasury 
Collateral 
Posted/

(Received)
Net  

Amount

Assets
Counterparty A . . . . . . . . . . . . . $  720 $  (880) $  (160) $  820  $  (726)  $  94 
Counterparty B . . . . . . . . . . . . .  27,000  (27,663)  (663)  50,000  (51,052)  (1,052)
Counterparty C. . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty D . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty E . . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty F . . . . . . . . . . . . .  -  -  -  6  -  6 
Counterparty G. . . . . . . . . . . . .  18,528  (18,916)  (388)  18,753  (19,143)  (390)
Counterparty H . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty I . . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty J . . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty K. . . . . . . . . . . . .  1,843  7,183  9,026  1,488  (1,925)  (437)
Counterparty L . . . . . . . . . . . . .  -  -  -  -  -  - 
Total assets  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  48,091  (40,276)  7,815  71,067  (72,846)  (1,779)
Liabilities

Counterparty A . . . . . . . . . . . . .  (59)  60  1  (396)  410  14 
Counterparty B . . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty C. . . . . . . . . . . . .  (527)  550  23  (43)  70  27 
Counterparty D . . . . . . . . . . . .  (1,052)  1,091  39  (533)  721  188 
Counterparty E . . . . . . . . . . . . .  -  -  -  (47)  -  (47)
Counterparty F . . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty G. . . . . . . . . . . . .  (33)  60  27  -  -  - 
Counterparty H . . . . . . . . . . . .  (47,103)  -  (47,103)  (63,382)  -  (63,382)
Counterparty I . . . . . . . . . . . . .  (6)  -  (6)  (342)  420  78 
Counterparty J . . . . . . . . . . . . .  (355)  340  (15)  (448)  680  232 
Counterparty K. . . . . . . . . . . . .  -  -  -  -  -  - 
Counterparty L . . . . . . . . . . . . .  -  -  -  (189)  400  211 
Total liabilities  .  .  .  .  .  .  .  .  .  .  .  .  .  (49,135)  2,101  (47,034)  (65,380)  2,701  (62,679)
Total assets and liabilities, net $  (1,044)  $  (38,175)  $  (39,219) $  5,687  $  (70,145)  $  (64,458)

2017 2016
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Table 14 below shows the time periods in which pledges 
receivable at June 30, 2017 and 2016 are expected to be realized. 

A review of pledges is periodically made with regard to 
collectability. As a result, the allowance for unfulfilled pledges is 
adjusted, and some pledges have been cancelled and are no longer 
recorded in the financial state ments. 

Pledges are discounted in the amount of $64.6 million and 
$22.7 million in 2017 and 2016, respectively. MIT has gross 
conditional pledges, not recorded, for the promotion of education 
and research of $80.6 million and $82.8 million in 2017 and 
2016, respectively. 

Pledges receivable are classified as Level 3 under the valuation 
hierarchy described in Note B.

Table 15 below is a rollforward of the pledges receivable at June 
30, 2017 and 2016.

D. Pledges Receivable

Table 15. Rollforward of Pledges Receivable

C. Derivative Financial Instruments and Collateral (continued)

Table 13 below reconciles the net recognized assets and liabilities, as shown in Table 12, to derivative financial instruments as shown in 
Table 6.

Table 13. Reconciliation of Financial and Derivative Assets and Liabilities 

    Table 14. Pledges Receivable

(in thousands of dollars) 2017 2016

Derivatives from Table 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  (46,529) $  (63,032)
Repurchase agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  45,528  68,752 
Fixed income futures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (32)  (33)
Equity options. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (11)  - 
Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  (1,044) $  5,687 

(in thousands of dollars) 2017 2016

In one year or less . . . . . . . . . . . $  239,548 $  239,245 
Between one year and five years  266,586  407,825 
More than five years . . . . . . . . .  86,103  29,415 
Less: allowance for unfulfilled
   pledges . . . . . . . . . . . . . . . . . .  (59,010)  (67,420)

Pledges receivable, net  .  .  .  .  .  .  .  $  533,227  $  609,065 

(in thousands of dollars) 2017 2016

Balance at beginning of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  609,065 $  558,095 
New pledges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  320,750  190,641 
Pledge payments received . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (363,083)  (146,852)
Change in pledge discount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (41,915)  12,811 
Change in reserve for unfulfilled pledges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,410  (5,630)
Balance at the end of the year  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  $  533,227  $  609,065 

22



23NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

E. Student Notes Receivable

Table 16 below details the components of student notes receivable at June 30, 2017 and 2016.

Table 16. Student Notes Receivable

Perkins student notes receivable are funded by the US 
government and by MIT. Those funds advanced by the US 
government for this program are ultimately refundable to the 
US government and are classified as liabilities in US government 
advances for student loans in the Consolidated Statements of 
Financial Position. Due to the nature and terms of the student 
loans, which are subject to significant restrictions, it is not 
feasible to determine the fair value of such loans.

Allowance for Credit Losses
Management regularly assesses the adequacy of the allowance for 
credit losses by performing ongoing evaluations of the student 
loan portfolio, including such factors as the differing economic 
risks associated with each loan category, the financial condition 
of specific borrowers, the economic environment in which the 
borrowers operate, the level of delinquent loans, the value of any 
collateral, and, where applicable, the existence of any guarantees 
or indemnifications. MIT’s Perkins loans receivable represents the 
amounts due from current and former students under the Federal 
Perkins Loan Program. Loans disbursed under the Federal Perkins 
Loan Program are able to be assigned to the US government in 
certain non-repayment situations. In these situations, the federal 
portion of the loan balance is guaranteed. 

Factors also considered by management when performing its 
assessment, in addition to general economic conditions and the 
other factors described above, included, but were not limited to, 
a detailed review of the aging of the student loan receivable and a 
review of the default rate by loan category in comparison to prior 
years. The level of the allowance is adjusted based on the results of 
management’s analysis. 

Loans less than 120 days delinquent are deemed to have a 
minimal delay in payment and are generally not written off but 
are reserved in accordance with the terms discussed above. Loans 
more than 120 days delinquent are subject to standard collection 
practices, including litigation. Only loans that are deemed 
uncollectible are written off and this only occurs after several 
years of unsuccessful collection, including placement at more 
than one external collection agency.

Considering the other factors already discussed herein, 
management considers the allowance for credit losses at June 30, 
2017 and 2016 to be prudent and reasonable. Furthermore, MIT’s 
allowance is general in nature and is available to absorb losses from 
any loan category. Management maintains an allowance of $3.0 
million for credit losses and is confident that this is sufficient to 
absorb credit losses inherent in the portfolio as of that date.

(in thousands of dollars) 2017 2016

Institute-funded student notes receivable. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  12,540 $  12,627 
Perkins student notes receivable. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27,481  32,510 
Total student notes receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  40,021  45,137 
Less: allowance for doubtful accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (3,000)  (3,000)
Student notes receivable, net  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  $  37,021  $  42,137 
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F. Net Borrowings

MIT’s outstanding borrowings at June 30, 2017 and 2016, are shown in Table 17 below.

Table 17. Net Borrowings

* The proceeds of recent taxable bonds were in the process of being invested in physical assets in 2016 and 2017, with unused balances held as investments.

(in thousands of dollars / due dates are calendar based / par values as of 2017) 2017 2016

Educational plant

Massachusetts Development Finance Agency (MassDevelopment)

Series I, 5.20%, due 2028, par value $30,000 . . . . . . . . . . . . . . . . . . . . . . . . . $  30,606 $  30,665 

Series J-1, variable rate, due 2031, par value $125,000 . . . . . . . . . . . . . . . . . .  125,000  125,000 

Series J-2, variable rate, due 2031, par value $125,000 . . . . . . . . . . . . . . . . . .  125,000  125,000 

Series K, 5.375%-5.5%, due 2017-2032, par value $203,500 . . . . . . . . . . . . .  211,590  212,317 

Series L, 5.0%-5.25%, due 2018-2033, par value $141,670 . . . . . . . . . . . . . .  148,950  149,668 

Series M, 5.25%, due 2019-2030, par value $102,325 . . . . . . . . . . . . . . . . . .  108,866  119,750 

Series O, 4.0%-5.0%, due 2017 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -  88,000 

Total MassDevelopment  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .   750,012   850,400 

Medium Term Notes Series A, 7.125%, due 2026, par value $17,415. . . . . . .  17,379  17,375 

Medium Term Notes Series A, 7.25%, due 2096, par value $45,604. . . . . . . .  45,459  45,455 

Taxable Bonds, Series B, 5.60%, due 2111, par value $750,000* . . . . . . . . . .  747,082  747,050 

Taxable Bonds, Series C, 4.68%, due 2114, par value $550,000* . . . . . . . . . .  550,000  550,000 

Taxable Bonds, Series D, 2.051-3.959%, due 2019-2038, par value $522,410  522,410  522,410 

Taxable Bonds, Series E, 3.885%, due 2116, par value $500,000* . . . . . . . . .  500,000  - 

Notes payable to bank, variable rate, due 2020 . . . . . . . . . . . . . . . . . . . . . . . .  113,033  113,033 

Total taxable .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .    2,495,363    1,995,323 

Total educational plant  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .      3,245,375      2,845,723 

Other

Notes payable to bank, variable rate, due 2020 . . . . . . . . . . . . . . . . . . . . . . . .  63,476  63,476 

Total borrowings  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .    3,308,851    2,909,199 

Unamortized bond issuance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (21,306)  (17,106)

Total borrowings net of unamortized debt issuance cost   .  .  .  .  .  .  .  .  .  .  .  .  .  .  $  3,287,545  $  2,892,093 
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Federal Government Funding 
MIT receives funding or reimbursement from federal agencies 
for sponsored research under government grants and contracts. 
These grants and con tracts provide for reimbursement of indirect 
costs based on rates negotiated with the Office of Naval Research 
(ONR), MIT’s cognizant federal agency. MIT’s indirect cost 
reimbursements have been based on fixed rates with carryforward 
of under- or over-recoveries. At June 30, 2017 and 2016, MIT 
recorded a net over- recovery of $15.4 million and $24.7 million, 
respectively. 

The DCAA is responsible for auditing indirect charges to grants 
and contracts in support of ONR’s negotiating responsibility. 
MIT has final audited rates through 2009. MIT’s 2017 research 
revenues of $1,709.5 million include reimbursement of indirect 
costs of $241.0 million, which includes the adjustment for the 
variance between the indirect cost income determined by the 
fixed rates and actual costs for 2017. In 2016, research revenues 
were $1,690.2 million, which included reimbursement of indi-
rect costs of $235.3 million. 

Leases 
At June 30, 2017, there were no capital lease obligations. MIT 
has commitments under certain operating (rental) leases. Rent 
expense incurred under operating lease obligations was $44.0 
million and $40.0 million in 2017 and 2016, respectively. 
Future minimum pay ments under operating leases are shown in 
Table 20 below.

Investments 
As of June 30, 2017, $13.1 million of investments were pledged 
as collateral to various suppliers and government agencies.

Future Construction  
At June 30, 2017, MIT had contractual obligations of approxi-
mately $316.0 million in connection with educational plant 
construction projects.  It is expected that the resources to satisfy 
these commitments will be provided from unexpended plant 
funds, anticipated gifts, bond proceeds, and unrestricted funds.

MIT has also made commitments related to the development 
of its commercial real estate holdings in Kendall Square and to 
the enhancement of its east campus gateway. At June 30, 2017, 
these commitments included approximately $250.0 million of 
contractual obligations related to the Kendall Square Initiative. 
In addition, MIT and the federal government have entered into 

G. Commitments and Contingencies 

The aggregate amounts of debt payments and sinking fund 
requirements for each of the next five fiscal years are shown in 
Table 18 below.

MIT maintains a line of credit with a major financial institution 
for an aggregate commitment of $500.0 million. As of June 30, 
2017, $323.5 million was available under this line of credit (see 
"Notes payable" on Table 17). The line of credit expires on March 
31, 2020. 

Cash paid for interest on long-term debt in 2017 and 2016 was 
$137.7 million and $131.0 million, respectively.

Variable interest rates at June 30, 2017 are shown in Table 19 
below.

In the event that MIT receives notice of any optional tender on 
its Series J-1 and Series J-2 variable-rate bonds, or if these bonds 
become subject to mandatory tender, the purchase price of the 
bonds will be paid from the remarketing of such bonds. However, 
if the remarketing proceeds are insufficient, MIT will be obligated 
to purchase the bonds tendered at 100 percent of par on the 
tender date.

F. Net Borrowings (continued)

Table 18. Debt Principal Obligations Table 19. Variable Interest Rates

Table 20. Lease Obligations

(in thousands of dollars)

2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  26,500 
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26,000 
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  77,030 
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,180 
2022 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,765 

(in thousands of dollars) Amount Rate

MassDevelopment Series J-1 . . $  125,000 0.85%
MassDevelopment Series J-2 . .  125,000 0.92%
Notes payable to bank . . . . . . .  176,509 1.73%

(in thousands of dollars)

2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . $  46,786 
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . .  44,476 
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . .  42,995 
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . .  40,878 
2022 . . . . . . . . . . . . . . . . . . . . . . . . . . .  32,685 
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G. Commitments and Contingencies (continued)

H. Functional Expense Classification 

I. Retirement Benefits

MIT’s expenditures on a functional basis are shown in Table 21 below.

MIT offers a defined benefit plan and a defined contribution 
plan to its employees. The plans cover substantially all MIT 
employees. 

MIT also offers a postretirement welfare benefit plan (certain 
healthcare and life insurance benefits) for retired employees. 
Substantially all MIT employees may become eligible for those 
benefits if they reach a qualifying retirement age while working 
for MIT. The healthcare component of the welfare plan is paid 
for in part by retirees, their covered dependents, and beneficiaries. 
Benefits are provided through various insurance companies 
whose charges are based either on the claims and administrative 
expenses paid during the year or annual insured premiums. 
The life insurance component of the welfare plan includes basic 
life insurance and supplemental life insurance. The basic life 
insurance plan is non-contributory and covers the retiree only. 
The supplemental life insurance plan is paid for by the retiree. 
MIT maintains a trust to pay for postretirement welfare benefits. 

MIT contributes to the defined benefit plan amounts that are 

actuarially determined to provide the retirement plan with 
sufficient assets to meet future benefit requirements. There were 
no designated contributions to the defined benefit plan for 
2017. In 2016, there was a designated contribution of $83.0 
million. MIT also designated contributions of $17.1 million and 
$13.9 million to the postretirement welfare benefit plan in 2017 
and 2016 respectively. The current health care cost trend rate 
decreased from 6.0 percent in 2016 to 5.5 percent in 2017.

For the defined contribution plan, the amount contributed and 
expenses recognized during 2017 and 2016 were $58.6 million 
and $55.2 million, respectively.

For purposes of calculating net periodic benefit cost, plan 
amendments for the defined benefit plan are amortized on 
a straight-line basis over the average future service of active 
participants at the date of the amendment. Plan amendments 
to the postretirement welfare benefit plan are amortized on a 
straight-line basis over the average future service to full eligibility 
of active participants at the date of amendment. 

an agreement whereby MIT will construct a new transporta-
tion center on four of the fourteen acres of federally owned land 
located at the John Volpe National Transportation System Center 
site in Kendall Square in exchange for the fee, interest to, and the 
right to redevelop the adjacent ten acres of land. The exchange 
will be executed upon completion of the construction of the new 
facility. MIT is committed to investing $750.0 million in the 
exchange phase of the project.

Related Entities 
MIT has entered into agreements, including collaborations with 
third-party not-for-profit and for-profit entities, for education, 
research, and technology transfers. Some of these agreements 
involve funding from foreign governments. These agreements 

subject MIT to greater financial risk than do its normal opera-
tions. In the opinion of manage ment, the likelihood of realiza-
tion of increased financial risks by MIT under these agreements 
is remote. 

General 
MIT 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 MIT’s financial position.

Table 21. Expenditures by Functional Classification

(in thousands of dollars) 2017 2016

General and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  865,337 $  858,441 
Instruction and unsponsored research . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  928,448  854,595 
Sponsored research . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,498,790  1,479,158 
Auxiliary enterprises . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  154,289  141,437 
Operation of Alumni Association . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,160  16,268 
Total operating expenses  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  $  3,464,024  $  3,349,899 
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I. Retirement Benefits (continued)

Cumulative gains and losses (including changes in assumptions) 
in excess of 10 percent of the greater of the projected benefit 
obligation or the market-related value of assets for both the 
defined benefit plan and the postretirement welfare benefit 
plan are amortized over the average future service of active 
participants. The annual amortization shall not be less than the 
total amount of unrecognized gains and losses up to $1.0 million.

Components of Net Periodic Benefit Cost 
Table 22 below summarizes the components of net periodic 
benefit cost recognized in operating activity and other amounts 
recognized in non-operating activity in unrestricted net assets for 
the years ended June 30, 2017 and 2016.

The estimated net actuarial loss and prior service cost for the 
defined benefit plan that will be amortized from unrestricted net 
assets into net periodic benefit cost during the next fiscal year 
are $23.6 million and $0.3 million, respectively. The estimated 

net actuarial gain and prior service credit for the postretirement 
welfare benefit plan that will be amortized from unrestricted net 
assets into net periodic benefit cost during the next fiscal year are 
$1.0 million and $2.8 million, respectively.

Table 22. Components of Net Periodic Benefit Cost

(in thousands of dollars) 2017 2016 2017 2016
Components of net periodic benefit cost recognized 
   in operating activity:
Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  106,097 $  85,464 $  27,963 $  25,097 
Interest cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  155,368  158,983  24,060  25,478 
Expected return on plan assets. . . . . . . . . . . . . . . . . . . . .  (262,479)  (243,615)  (37,558)  (34,703)
Amortization of net actuarial loss (gain) . . . . . . . . . . . . .  33,183  20,088  1,000  1,000 
Amortization of prior service cost (credit) . . . . . . . . . . . .  953  953  (2,801)  (2,801)
Net periodic benefit cost recognized in operating activity  33,122  21,873  12,664  14,071 
Other amounts recognized in non-operating activity 
   in unrestricted net assets:
Current year actuarial loss (gain) . . . . . . . . . . . . . . . . . . .  (140,569)  492,083  (83,280)  30,889 
Amortization of actuarial (loss) gain . . . . . . . . . . . . . . . .  (33,183)  (20,088)  (1,000)  (1,000)
Amortization of prior service (cost) credit . . . . . . . . . . . .  (953)  (953)  2,801  2,801 
Total other amounts recognized in non-operating activity  (174,705)  471,042  (81,479)  32,690 
Total recognized .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  (141,583) $  492,915 $  (68,815) $  46,761 

Defined Benefit Plan Postretirement Welfare Benefit Plan
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Cumulative amounts recognized as non-operating changes in unrestricted net assets are summarized in Table 23 below for the years 
ended June 30, 2017 and 2016.

 
Benefit Obligations and Fair Value of Assets
Table 24 below summarizes the benefit obligations, plan assets, and amounts recognized in the Consolidated Statements of Financial 
Position for MIT’s retirement benefit plans. MIT uses a June 30 measurement date for its defined benefit and postretirement welfare 
benefit plans.

I. Retirement Benefits (continued) 

Table 23. Cumulative Amounts Recognized in Unrestricted Net Assets

Table 24. Projected Benefit Obligations and Fair Value of Assets

Defined Benefit Plan   Postretirement Welfare Benefit Plan

Defined Benefit Plan Postretirement Welfare Benefit Plan

(in thousands of dollars) 2017 2016 2017 2016

Amounts recognized in unrestricted net assets consist of:
Net actuarial loss (gain) . . . . . . . . . . . . . . . . . . . . . . . . . . . $  611,010 $  787,874 $  (44,766) $  39,515 
Prior service cost (credit) . . . . . . . . . . . . . . . . . . . . . . . . . .  3,132  973  (7,813)  (10,615)

Total cumulative amounts recognized in unrestricted net assets $  614,142 $  788,847 $  (52,579) $  28,900 

(in thousands of dollars)              2017              2016                2017               2016

Change in projected benefit obligations:
     Projected benefit obligations at beginning of year $  3,795,334 $  3,431,688 $  582,084 $  548,965 
     Service cost. . . . . . . . . . . . . . . . . . . . . . . . . .  106,097  85,464  27,963  25,097 
     Interest cost . . . . . . . . . . . . . . . . . . . . . . . . .  155,368  158,983  24,060  25,478 
     Retiree contributions . . . . . . . . . . . . . . . . . .  -  -  6,192  5,543 
     Net benefit payments, transfers, and other expenses  (140,253)  (138,464)  (31,710)  (28,396)
     Employer Group Waiver Plan (EGWP) reimbursement  -  -  5,701  5,053 
     Assumption changes and actuarial net loss (gain)  5,192  257,663  (43,778)  344 
Projected benefit obligations at end of the year  3,921,738  3,795,334  570,512  582,084 
Change in plan assets:
     Fair value of plan assets at beginning of the year  3,332,233  3,378,500  549,156  548,920 
     Actual return on plan assets . . . . . . . . . . . . .  408,241  9,197  77,059  4,160 
     Employer contributions . . . . . . . . . . . . . . . .  -  83,000  17,100  13,876 
     Employer Group Waiver Plan (EGWP) reimbursement  -  -  5,701  5,053 
     Retiree contributions . . . . . . . . . . . . . . . . . .  -  -  6,192  5,543 
     Net benefit payments, transfers, and other expenses  (140,253)  (138,464)  (31,710)  (28,396)
Fair value of plan assets at end of the year  3,600,221  3,332,233  623,498  549,156 
(Unfunded) funded status at end of the year  (321,517)  (463,101)  52,986  (32,928)
Amounts recognized in the Consolidated
   Statements of Financial Position consist of:
Net (liabilities) assets .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  (321,517) $  (463,101) $  52,986 $  (32,928)
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I. Retirement Benefits (continued) 

The accumulated benefit obligation for MIT’s defined benefit 
plan was $3,740.2 million and $3,608.5 million at June 30, 2017 
and 2016, respectively.

MIT provides retiree drug coverage through an Employer Group 
Waiver Plan (EGWP). Under EGWP, the cost of drug coverage 
is offset through direct federal subsidies, brand-name drug 
discounts, and reinsurance reimbursements.

Assumptions and Healthcare Trend Rates
Table 25 below summarizes assumptions and healthcare 
trend rates. The expected long-term rate of return assumption 
represents the expected average rate of earnings on the funds 
invested or to be invested to provide for the benefits included in 
the benefit obligation. The long-term rate of return assumption 
is determined based on a number of factors, including historical 
market index returns, the anticipated long-term asset allocation 
of the plans, historical plan return data, plan expenses, and the 
potential to outperform market index returns.

As an indicator of sensitivity, a one percentage point change in the assumed healthcare cost trend rate would affect 2017 as shown in 
Table 26 below.

Plan Investments 
The investment objectives for the assets of the plans are to 
minimize expected funding contributions and to meet or exceed 
the rate of return assumed for plan funding purposes over the 
long term. The nature and duration of benefit obligations, along 
with assumptions concerning asset class returns and return 
correlations, are considered when determining an appropriate 
asset allocation to achieve the investment objectives. 

Investment policies and strategies governing the assets of the 
plans are designed to achieve investment objectives within 
prudent risk parameters. Risk management practices include 
the use of external investment managers, the maintenance of a 
portfolio diversified by asset class, investment approach, security 
holdings, and the maintenance of sufficient liquidity to meet 
benefit obligations as they come due.

Table 25. Assumptions

* The average rate of salary increase is assumed to be 4.00% for 2018 and thereafter.

Table 26. Healthcare Cost Trend Rate Sensitivity

(in thousands of dollars)
1% Point 
Increase

1% Point          
Decrease

Effect on 2017 postretirement service and interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  9,939 $  (7,854)
Effect on postretirement benefit obligation as of June 30, 2017. . . . . . . . . . . . . . . . . . . . . .  83,563  (68,648)

Defined Benefit Plan Postretirement Welfare Benefit Plan

(in thousands of dollars) 2017 2016                      2017              2016   

Assumptions used to determine benefit obligation 
   as of June 30:
     Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.12% 4.06% 4.14%     4.03%
     Rate of compensation increase* . . . . . . . . . . . . . . . . . . . . . 4.00% 4.00%
Assumptions used to determine net periodic benefit 
  cost for the year ended June 30:
     Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.06% 4.62% 4.03%     4.54%
     Expected long-term return on plan assets . . . . . . . . . . . . . . 8.00% 8.00% 7.00%     7.00%
     Rate of compensation increase* . . . . . . . . . . . . . . . . . . . . . 4.00% 4.00%
Assumed health care cost trend rates:
     Healthcare cost trend rate assumed for next year . . . . . . . . 5.50%      6.00%
     Rate to which the cost trend rate is assumed to decline 
        (the ultimate trend rate) . . . . . . . . . . . . . . . . . . . . . . . . . 4.75%      4.75%

     Year the rate reaches the ultimate trend rate . . . . . . . . . . . .  2021        2021
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I. Retirement Benefits (continued) 

Tables 27A and 27B present investments at fair value of MIT’s defined benefit plan and postretirement welfare benefit plan, which 
are included in plan net assets as of June 30, 2017 and 2016, grouped by the valuation hierarchy detailed in Note B. The investment 
values in these tables exclude certain items included in the assets shown in Table 24. There were no transfers in and out of Level 1 and 
Level 2 fair value measurements in 2017. The 2016 transfers from Level 1 to Level 2 totaled $21.8 million and $3.5 million for the 
defined benefit plan and postretirement benefit plan, respectively. The 2016 transfers from Level 2 to Level 1 totaled $2.4 million and 
$0.3 million for the defined benefit plan and the postretirement benefit plan, respectively.

Table 27A. Defined Benefit Plan Investments

* Equity, real estate, and real assets categories include commingled vehicles that invest in these types of investments.

(in thousands of dollars)

Quoted Prices in 
Active Markets 

(Level 1)

Significant Other 
Observable Inputs 

(Level 2)

Significant 
Unobservable 

Inputs (Level 3)

NAV as Practical 
Expedient 

[NAV]
Total Fair 

Value

Fiscal Year 2017

Cash and cash equivalents . . . . . . $  256,999 $  - $  - $  - $  256,999 
US Treasury. . . . . . . . . . . . . . . . .  352,736  -  -  -  352,736 
US government agency . . . . . . . .  -  6,351  -  -  6,351 
Domestic bonds . . . . . . . . . . . . .  -  45,598  -  -  45,598 
Foreign bonds . . . . . . . . . . . . . . .  -  6,120  -  -  6,120 
Common equity:
     Long domestic . . . . . . . . . . . .  1,769  -  74  -  1,843 
     Long foreign. . . . . . . . . . . . . .  88,625  -  -  -  88,625 
Equity:*
     Absolute return . . . . . . . . . . .  -  -  -  375,354  375,354 
     Domestic . . . . . . . . . . . . . . . .  -  -  -  494,196  494,196 
     Foreign. . . . . . . . . . . . . . . . . .  -  -  -  909,020  909,020 
     Private . . . . . . . . . . . . . . . . . .  -  -  -  719,867  719,867 
Real estate* . . . . . . . . . . . . . . . . .  2,037  -  -  220,914  222,951 
Real assets* . . . . . . . . . . . . . . . . .  -  -  -  106,646  106,646 
Other . . . . . . . . . . . . . . . . . . . . .  5,220  -  433  -  5,653 
Derivatives . . . . . . . . . . . . . . . . .  19  202  -  -  221 
Total plan investments .  .  .  .  .  .  .  . $  707,405 $  58,271 $  507 $  2,825,997 $  3,592,180 
Fiscal Year 2016

Cash and cash equivalents . . . . . . $  154,852 $  - $  - $  - $  154,852 
US Treasury. . . . . . . . . . . . . . . . .  304,281  -  -  -  304,281 
US government agency . . . . . . . .  -  8,701  -  -  8,701 
Domestic bonds . . . . . . . . . . . . .  -  13  -  -  13 
Foreign bonds . . . . . . . . . . . . . . .  -  6,973  -  -  6,973 
Common equity:
     Long domestic . . . . . . . . . . . .  42,147  -  53  -  42,200 
     Long foreign. . . . . . . . . . . . . .  80,573  21,844  -  -  102,417 
Equity:*
     Absolute return . . . . . . . . . . .  -  -  -  352,188  352,188 
     Domestic . . . . . . . . . . . . . . . .  -  -  -  407,180  407,180 
     Foreign. . . . . . . . . . . . . . . . . .  -  -  -  792,305  792,305 
     Private . . . . . . . . . . . . . . . . . .  -  -  -  661,125  661,125 
Real estate* . . . . . . . . . . . . . . . . .  1,492  -  -  277,671  279,163 
Real assets* . . . . . . . . . . . . . . . . .  -  -  -  119,031  119,031 
Other . . . . . . . . . . . . . . . . . . . . .  9,420  -  589  -  10,009 
Derivatives . . . . . . . . . . . . . . . . .  44  777  -  -  821 
Total plan investments .  .  .  .  .  .  .  . $  592,809 $  38,308 $  642 $  2,609,500 $  3,241,259 
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I. Retirement Benefits (continued) 

Table 27B. Postretirement Welfare Benefit Plan Investments

* Equity, real estate, and real assets categories include commingled vehicles that invest in these types of investments.

(in thousands of dollars)

Quoted Prices in 
Active Markets 

(Level 1)

Significant Other 
Observable 

Inputs (Level 2)

Significant 
Unobservable 

Inputs (Level 3)

Measured at Net 
Asset Value 

[NAV] Total Fair Value

Fiscal Year 2017

Cash and cash equivalents $  73,779 $  - $  - $  - $  73,779 
Domestic bonds . . . . . . . .  -  76,842  -  -  76,842 
Foreign bonds . . . . . . . . . .  -  437  -  -  437 
Common equity:
     Long domestic . . . . . . .  275  -  -  -  275 
     Long foreign. . . . . . . . .  10,783  -  -  -  10,783 
Equity:*
     Absolute return . . . . . .  -  -  -  52,616  52,616 
     Domestic . . . . . . . . . . .  -  -  -  93,018  93,018 
     Foreign. . . . . . . . . . . . .  -  -  -  212,104  212,104 
     Private . . . . . . . . . . . . .  -  -  -  73,644  73,644 
Real estate* . . . . . . . . . . . .  278  -  -  21,381  21,659 
Real assets* . . . . . . . . . . . .  -  -  -  7,211  7,211 
Other . . . . . . . . . . . . . . . .  373  -  -  -  373 
Derivatives . . . . . . . . . . . .  -  15  -  -  15 
Total plan investments .  .  . $  85,488 $  77,294 $  - $  459,974 $  622,756 
Fiscal Year 2016

Cash and cash equivalents $  29,733 $  - $  - $  - $  29,733 
Domestic bonds . . . . . . . .  -  76,019  -  -  76,019 
Foreign bonds . . . . . . . . . .  -  498  -  -  498 
Common equity:
     Long domestic . . . . . . .  15,771  -  -  -  15,771 
     Long foreign. . . . . . . . .  10,356  3,524  -  -  13,880 
Equity:*
     Absolute return . . . . . .  -  -  -  67,327  67,327 
     Domestic . . . . . . . . . . .  -  -  -  75,578  75,578 
     Foreign. . . . . . . . . . . . .  -  -  -  180,830  180,830 
     Private . . . . . . . . . . . . .  -  -  -  60,008  60,008 
Real estate* . . . . . . . . . . . .  204  -  -  22,968  23,172 
Real assets* . . . . . . . . . . . .  -  -  -  4,574  4,574 
Other . . . . . . . . . . . . . . . .  695  -  -  -  695 
Derivatives . . . . . . . . . . . .  -  -  -  -  - 
Total plan investments .  .  . $  56,759 $  80,041 $  - $  411,285 $  548,085 
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I. Retirement Benefits (continued) 

Table 28 below is a rollforward of the investments classified by MIT’s defined benefit plan within Level 3 of the fair value hierarchy 
defined in Note B as of June 30, 2017 and 2016.

Table 28. Rollforward of Level 3 Investments

(in thousands of dollars)
Fair Value 
Beginning

Realized 
Gains 

(Losses)

Unrealized 
Gains 

(Losses) Purchases Sales Transfers
Fair Value 

Ending

Defined Benefit Plan
Fiscal Year 2017
Common equity:
     Long domestic . . . . . $  53 $  - $  21 $  - $  - $  - $  74 

Real assets . . . . . . . . . . .  -  -  -  -  -  -  - 

Other . . . . . . . . . . . . . .  589  -  (156)  -  -  -  433 
Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  642 $  - $  (135) $  - $  - $  - $  507 
Fiscal Year 2016
Common equity:
     Long domestic . . . . . $  74 $  - $  (21) $  - $  - $  - $  53 

Real assets . . . . . . . . . . .  261  (3,438)  3,177  -  -  -  - 

Other . . . . . . . . . . . . . .  760  -  (171)  -  -  -  589 
Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  1,095 $  (3,438) $  2,985 $  - $  - $  - $  642 
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I. Retirement Benefits (continued) 

The plans have made investments in various long-lived partnerships, and in other cases have entered into contractual arrangements 
that may limit their ability to initiate redemptions due to notice periods, lock-ups, and gates. Details on estimated remaining life and 
current redemption terms and restrictions by asset class and type of investment for both the defined benefit plan and postretirement 
welfare benefit plan are provided in Table 29 below as of June 30, 2017 and 2016.

Table 29. Unfunded Commitments

20162017

 
(in thousands of dollars)

Unfunded 
Commitments Fair Value

Unfunded 
Commitments Fair Value

Redemption 
Terms

Redemption 
Restrictions

Defined Benefit Plan
Equity:
     Absolute return . . $  41,983 $  375,354 $  39,851 $  352,188 Redemption terms range from 4 

months with 30 days’ notice to 
closed-end funds which are not 
available for redemption

Lock-up provisions 
range from none to not 
available for redemption

     Domestic . . . . . . .  403  494,196  403  407,180 Redemption terms range from 4 
months with 60 days’ notice to 25 
months with 3 months’ notice and 
1 closed-end fund not available 
for redemption

Lock-up provisions 
range from none to 33 
months; 1 fund is not 
available for redemption

     Foreign. . . . . . . . .  54,781  909,020  54,781  792,305 Redemption terms range from 
45 days with 10 days’ notice to 2 
years with 3 months’ notice

Lock-up provisions 
range from none to 15 
months

     Private . . . . . . . . .  289,447  719,867  318,779  661,125 Closed-end funds not available 
for redemption

Closed-end funds not 
available for redemption

Real estate . . . . . . . . .  140,114  220,914  150,325  277,671 Closed-end funds not available 
for redemption

Closed-end funds not 
available for redemption

Real assets . . . . . . . . .  25,265  106,646  38,282  119,031 Redemption terms range from 
8 months with 45 days’ notice 
for 1 fund with all other funds 
being closed-end not available for 
redemption

Closed-end funds not 
available for redemption 
except for 1 fund with no 
lock-up provisions

Total  .  .  .  .  .  .  .  .  .  .  .  .  . $  551,993 $  2,825,997 $  602,421 $  2,609,500 

Postretirement Welfare 
Benefit Plan
Equity:
     Absolute return . . $  4,589 $  52,616 $  3,852 $  67,327 Redemption terms range from 4 

months with 30 days’ notice to 
closed-end funds which are not 
redeemable

Lock-up provisions 
range from none to not 
redeemable

     Domestic . . . . . . .  44  93,018  45  75,578 Redemption terms range from 4 
months with 60 days’ notice to 25 
months with 3 months’ notice and 
1 closed-end fund not available 
for redemption

Lock-up provisions 
range from none to 33 
months; 1 fund is not 
redeemable

     Foreign. . . . . . . . .  8,269  212,104  8,269  180,830 Redemption terms range from 45 
days’ with 10 days’ notice to 2 
years with 3 months’ notice

Lock-up provisions 
range from none to 15 
months

     Private . . . . . . . . .  43,592  73,644  46,563  60,008 Closed-end funds not available 
for redemption

Closed-end funds not 
available for redemption

Real estate . . . . . . . . .  18,182  21,381  19,460  22,968 Closed-end funds not available 
for redemption

Closed-end funds not 
available for redemption

Real assets . . . . . . . . .  3,721  7,211  5,586  4,574 Closed-end funds not available 
for redemption

Closed-end funds not 
available for redemption

Total  .  .  .  .  .  .  .  .  .  .  .  .  . $  78,397 $  459,974 $  83,775 $  411,285 

Postretirement Welfare Benefit Plan

33



34 MIT REPORT OF THE TREASURER 2017

Target allocations and weighted-average asset allocations of the investment porfolio for MIT defined benefit plan and postretirement 
welfare benefit plan at June 30, 2017 and 2016 are shown in Table 30 below.

Table 31 below summarizes the notional exposure and net ending fair value of derivative financial instruments held by the MIT defined 
benefit plan at June 30, 2017 and 2016. Refer to Note C for a detailed discussion regarding derivative financial instruments.

I. Retirement Benefits (continued) 

Table 30. Plan Investment Allocation

Table 31. Derivative Financial Instruments for Defined Benefit Plan

2017 Target 
Allocation 2017 2016

2017 Target 
Allocation 2017 2016

Cash and cash equivalents . . . . . . . . . 0-15% 7% 5% 0-15% 12% 6%
Fixed income. . . . . . . . . . . . . . . . . . . 3-13% 11% 10% 10-20% 12% 14%
Equities . . . . . . . . . . . . . . . . . . . . . . . 33.5-83.5% 62% 62% 37-87% 63% 63%
Marketable alternatives . . . . . . . . . . . 7.5-17.5% 11% 11% 9.5-19.5% 9% 12%
Real assets . . . . . . . . . . . . . . . . . . . . . 1-11% 3% 4% 0-5.5% 1% 1%
Real estate . . . . . . . . . . . . . . . . . . . . . 5-15% 6% 8% 0-8% 3% 4%
Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 100% 100% 100% 100%

Defined Benefit Plan Postretirement Welfare Benefit Plan

Notional Exposure

(in thousands of dollars) Long Short
Net Ending Fair 

Value
Net Gain  

(Loss)

Fiscal Year 2017
Equity instruments:
    Equity options. . . . . . . . . . . . . . . . . . . . . . . . $  75 $  - $  6 $  - 
Total equity instruments . . . . . . . . . . . . . . . . . .  75  -  6  - 
Fixed income instruments:
     Fixed income futures . . . . . . . . . . . . . . . . . .  600  (5,400)  19  - 
Total fixed income instruments . . . . . . . . . . . . .  600  (5,400)  19  - 
Commodity and index instruments:
     Equity index swaps. . . . . . . . . . . . . . . . . . . .  -  (20,865)  196  (9,160)
Total commodity and index instruments . . . . . .  -  (20,865)  196  (9,160)
2017 Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  675 $  (26,265) $  221 $  (9,160)
Fiscal Year 2016
Equity instruments:
    Equity options. . . . . . . . . . . . . . . . . . . . . . . . $  24 $  - $  4 $  - 
Total equity instruments . . . . . . . . . . . . . . . . . .  24  -  4  - 
Fixed income instruments:
     Fixed income futures . . . . . . . . . . . . . . . . . .  5,900  (900)  44  - 
Total fixed income instruments . . . . . . . . . . . . .  5,900  (900)  44  - 
Commodity and index instruments:
     Equity Index swaps. . . . . . . . . . . . . . . . . . . .  -  (28,043)  773  12,736 
Total commodity and index instruments . . . . . .  -  (28,043)  773  12,736 
2016 Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  5,924 $  (28,943) $  821 $  12,736 
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I. Retirement Benefits (continued) 

Counterparty risk may be partially or completely mitigated through 
master netting agreements included within an International Swap 
and Derivatives Association, Inc. (ISDA) Master Agreement 
between the plan and each of its counterparties. The ISDA Master 
Agreement allows the plan to offset with the counterparty certain 
derivative instruments’ payables and/or receivables with collateral 
held with each counterparty. 

To the extent amounts due from the counterparties are not fully 
collateralized contractually or otherwise, there is the risk of loss 
from counterparty non-performance. As of June 30, 2017, the 
defined benefit plan has elected not to offset recognized assets and 
liabilities. The following tables, 32 and 33, summarize the effect 
that offsetting of recognized assets and liabilities could have on the 
investments held by the defined benefit plan.

Table 32. Offsetting of Financial and Derivative Assets and Liabilities

Table 33. Reconciliation of Financial and Derivative Assets and Liabilities

Maximum risk of loss from counterparty credit risk on over-
the-counter derivatives is generally the aggregate unrealized 
appreciation in excess of any collateral pledged by the 
counterparty. ISDA Master Agreements allow the plan or the 
counterparties to an over-the-counter derivative to terminate the 
contract prior to maturity in the event either party fails to meet 

the terms in the ISDA Master Agreements. This would cause an 
accelerated payment of net liability, if owed to the counterparty.

Table 33 below reconciles the net recognized assets and liabilities, 
as shown in Table 32, to derivative financial instruments as shown 
in Table 27A.

(in thousands of dollars) 2017 2016

Derivatives from Table 27A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  221 $  821 
Fixed income futures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (19)  (44)
Equity options. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (6)  (4)
Total  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  196 $  773 

2017 2016

(in thousands of dollars)
Gross 

Amount

Cash/Treasury 
Collateral 
Posted/

(Received)
Net 

Amount
Gross 

Amount

Cash/Treasury 
Collateral 
Posted/

(Received)
Net 

Amount

Assets
Counterparty A . . . . . . . . . . . . . . $  196 $  2,116 $  2,312 $  773 $  (974) $  (201)
Total assets  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  196 $  2,116 $  2,312 $  773 $  (974) $  (201)
Liabilities
Counterparty A . . . . . . . . . . . . . . $  - $  - $  - $  - $  - $  - 
Total liabilities  .  .  .  .  .  .  .  .  .  .  .  .  .  .  -  -  -  -  -  - 
Total assets and liabilities, net .  . $  196 $  2,116 $  2,312 $  773 $  (974) $  (201)
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Table 34. Expected Future Benefit Payments

* Other Benefits reflects the total net benefits expected to be paid from the plans (e.g., gross benefit reimbursement offset by retiree contributions).

I. Retirement Benefits (continued) 

Expected Future Benefit Payments
In fiscal 2018, MIT expects to make contributions of $18.6 
million and $6.5 million to its defined benefit pension plan 
and postretirement welfare benefit plan, respectively. These 
contributions have been estimated based on the same assumptions 
used to measure MIT’s benefit obligations at June 30, 2017.

Table 34 below reflects total expected benefit payments for the 
defined benefit and postretirement welfare benefit plans over the 
next ten years. These payments have been estimated based on the 
same assumptions used to measure MIT’s benefit obligations at 
June 30, 2017.

(in thousands of dollars)        Pension Benefits          Other Benefits*

2018 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  145,054 $  25,470 
2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  157,873  27,365 
2020 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  165,925  29,004 
2021 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  173,812  30,559 
2022 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  182,000  32,083 
2023-2027 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,030,883  182,805 
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J. Components of Net Assets and Endowment

Table 35 below presents the total net assets composition as of 
June 30, 2017. The amounts listed in the unrestricted category 
under endowment funds are those gifts and other funds received 
over the years that MIT designated as funds functioning as 

endowment and invested with the endowment funds. A large 
component of temporarily restricted net assets in other invested 
funds is pledges, the majority of which will be reclassified to 
unrestricted net assets when cash is received.  

Table 35. Total Net Asset Composition

2017

(in thousands of dollars) Unrestricted
Temporarily 
Restricted

Permanently 
Restricted Total 2016 Total

Endowment Funds
General purpose . . . . . . . . . . . . . . . . . . $  961,101 $  1,181,516 $  244,321 $  2,386,938 $  2,171,701 
Departments and research . . . . . . . . . . .  670,010  1,183,944  854,243  2,708,197  2,276,200 
Library . . . . . . . . . . . . . . . . . . . . . . . . .  12,668  29,511  21,564  63,743  57,215 
Salaries and wages . . . . . . . . . . . . . . . . .  584,338  2,857,965  762,484  4,204,787  3,810,449 
Graduate general . . . . . . . . . . . . . . . . . .  93,863  171,460  109,479  374,802  339,295 
Graduate departments . . . . . . . . . . . . . .  163,780  407,997  310,321  882,098  766,634 
Undergraduate . . . . . . . . . . . . . . . . . . .  241,268  1,221,889  386,828  1,849,985  1,676,758 
Prizes. . . . . . . . . . . . . . . . . . . . . . . . . . .  9,162  35,196  20,838  65,196  59,597 
Miscellaneous . . . . . . . . . . . . . . . . . . . .  1,223,700  228,987  448,491  1,901,178  1,660,840 
Investment income held for distribution  395,559  -  -  395,559  362,826 
Endowment funds before pledges . . . . .  4,355,449  7,318,465  3,158,569  14,832,483  13,181,515 
Pledges . . . . . . . . . . . . . . . . . . . . . . . . .  -  -  135,500  135,500  251,521 
Total endowment funds .  .  .  .  .  .  .  .  .  .  .  .  4,355,449  7,318,465  3,294,069  14,967,983  13,433,036 
Other Invested Funds
Student loan funds . . . . . . . . . . . . . . . .  19,941  -  18,673  38,614  38,320 
Building funds. . . . . . . . . . . . . . . . . . . .  57,563  39,306  -  96,869  111,983 
Designated purposes:
     Departments and research . . . . . . . .  382,603  -  -  382,603  344,951 
     Other purposes. . . . . . . . . . . . . . . . .  355,326  13,488  -  368,814  425,260 
Life income funds . . . . . . . . . . . . . . . . .  5,306  37,743  107,511  150,560  142,225 
Pledges . . . . . . . . . . . . . . . . . . . . . . . . .  -  397,727  -  397,727  357,544 
Other funds available for current expenses  1,723,380  230,697  -  1,954,077  1,390,907 
Funds expended for educational plant . .  767,811  -  -  767,811  684,855 
Total other invested funds  .  .  .  .  .  .  .  .  .  .  3,311,930  718,961  126,184  4,157,075  3,496,045 
Total net assets  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  7,667,379 $  8,037,426 $  3,420,253 $  19,125,058 $  16,929,081 
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J. Components of Net Assets and Endowment (continued)

MIT’s endowment consists of approximately 3,900 individual 
funds established for a variety of purposes and includes both 
donor-restricted endowment funds and funds that function as 
endowment, as shown in Table 36 below. As required by GAAP, 
net assets associated with endowment funds, including funds des-
ignated to function as endowments, are classified and reported 
based on the existence or absence of donor-imposed restrictions.

The Executive Committee has interpreted the Massachusetts-en-
acted version of the Uniform Prudent Management of Institu-
tional Funds Act (UPMIFA) as allowing MIT to appropriate for 
expenditure or accumulate so much of an endowment fund as 
MIT determines is prudent for the uses, benefits, purposes, and 
duration for which the endowment fund is established, subject 
to the intent of the donor as expressed in the gift instrument. 
Unless stated otherwise in the gift instrument, the assets in an 
endowment fund shall be donor-restricted assets until appropri-
ated for expenditure by the Executive Committee. As a result of 
this interpretation, MIT has not changed the way permanently 
restricted net assets are classified. (See Note A for further infor-

mation on net asset classification.) The remaining portion of the 
donor-restricted endowment fund that is not classified in perma-
nently restricted net assets is classified as temporarily restricted 
net assets until those amounts are appropriated for expenditure 
in a manner consistent with the standard of prudence prescribed 
by UPMIFA. In accordance with UPMIFA, the Executive Com-
mittee considers the following factors in making a determination 
to appropriate or accumulate endowment funds:

i. the duration and preservation of the fund
ii. the purposes of MIT and the endowment fund 
iii. general economic conditions
iv. the possible effects of inflation and deflation
v. the expected total return from income and the  
 appreciation of investments
vi. other resources of MIT
vii. the investment policies of MIT

 
 

Underwater Endowment Funds 

From time to time, the fair value of assets associated with individual donor-restricted endowment funds may fall below the value of 
the initial and subsequent donor gift amounts (underwater). When underwater endowment funds exist, they are classified as a reduc-
tion of unrestricted net assets. There were no underwater endowment funds reported in unrestricted net assets as of June 30, 2017. 
Total underwater endowment funds reported in unrestricted net assets were $0.4 million as of June 30, 2016.

Table 36. Endowment Net Asset Composition by Type of Fund

(in thousands of dollars) Unrestricted
Temporarily 
Restricted

Permanently 
Restricted Total

Fiscal Year 2017
Donor-restricted endowment funds. . . . . . . . . . . . . $  395 $  7,318,465 $  3,294,069 $  10,612,929 
Board-designated endowment funds . . . . . . . . . . . .  4,355,054  -  -  4,355,054 
Total endowment funds .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  4,355,449  7,318,465  3,294,069  14,967,983 
Fiscal Year 2016
Donor-restricted endowment funds. . . . . . . . . . . . . $  (395) $  6,511,079 $  2,960,741 $  9,471,425 
Board-designated endowment funds . . . . . . . . . . . .  3,961,611  -  -  3,961,611 
Total endowment funds .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . $  3,961,216 $  6,511,079 $  2,960,741 $  13,433,036 
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J. Components of Net Assets and Endowment (continued)

Table 37. Changes in Endowment Net Assets

Table 37 below reflects changes in unrestricted, temporarily restricted, and permanently restricted endowment net assets for fiscal year 
2017 and 2016, respectively.

(in thousands of dollars) Unrestricted
Temporarily 
Restricted

Permanently 
Restricted Total

Fiscal Year 2017
Endowment net assets, July 1, 2016 . . . . . . . . . . . . . $  3,961,216 $  6,511,079 $  2,960,741 $  13,433,036 
Investment return:
     Investment income. . . . . . . . . . . . . . . . . . . . . . . .  15,522  32,678  17,275  65,475 
     Net appreciation (realized and unrealized) . . . . . .  525,183  1,199,048  109,389  1,833,620 
Total investment return . . . . . . . . . . . . . . . . . . . . . . .  540,705  1,231,726  126,664  1,899,095 
Contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -  -  319,718  319,718 
Appropriation of endowment assets for expenditure .  (187,982)  (425,999)  (14,688)  (628,669)
Other changes:
     Underwater gain adjustment . . . . . . . . . . . . . . . .  395  (395)  -  - 
     Net asset reclassifications and transfers to create
        board-designated endowment funds . . . . . . . . .  41,115  2,054  (98,366)  (55,197)
Endowment net assets, June 30, 2017 .  .  .  .  .  .  .  .  .  .  . $  4,355,449 $  7,318,465 $  3,294,069 $  14,967,983 
Fiscal Year 2016
Endowment net assets, July 1, 2015 . . . . . . . . . . . . . $  4,043,530 $  6,889,791 $  2,754,618 $  13,687,939 
Investment return:
     Investment income. . . . . . . . . . . . . . . . . . . . . . . .  20,731  43,822  11,093  75,646 
     Net appreciation (realized and unrealized) . . . . . .  4,586  (22,820)  22,442  4,208 
Total investment return . . . . . . . . . . . . . . . . . . . . . . .  25,317  21,002  33,535  79,854 
Contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -  -  140,012  140,012 
Appropriation of endowment assets for expenditure .  (178,367)  (402,378)  (7,963)  (588,708)
Other changes:
     Underwater gain adjustment . . . . . . . . . . . . . . . .  (395)  395  -  - 
     Net asset reclassifications and transfers to create
        board-designated endowment funds . . . . . . . . .  71,131  2,269  40,539  113,939 
Endowment net assets, June 30, 2016 .  .  .  .  .  .  .  .  .  .  . $  3,961,216 $  6,511,079 $  2,960,741 $  13,433,036 
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J. Components of Net Assets and Endowment (continued)

Endowment Investment and Spending Policies
MIT’s investment policy is based on the primary goal of maxi-
mizing return relative to appropriate risk such that performance 
exceeds appropriate benchmark returns at the total pool, asset 
class, and individual manager levels. To achieve its long-term 
rate-of-return objectives, MIT relies on a total return strategy 
in which investment returns are realized through both capital 
appreciation (realized and unrealized gains) and current yield 
(interest and dividends). MIT targets a diversified asset alloca-
tion that places greater emphasis on equity-based investments to 
achieve its long-term objectives within prudent risk constraints. 

The Institute’s primary investment pool, Pool A, is principally 
for endowment and funds functioning as endowment. Pool A 
operates as a mutual fund with units purchased and redeemed 
based on the previous month’s unit market value. The total 
market value of Pool A was $16,115.3 million at June 30, 2017, 
and $14,448.3 million at June 30, 2016. Pool A included non-
endowed operating and life income funds totaling $1,616.8 

million at June 30, 2017, and $1,479.2 million at June 30, 2016. 
Certain endowed assets are also maintained in separately invested 
funds. These separately invested funds totaled $334.0 million 
and $214.5 million at June 30, 2017 and 2016, respectively.

MIT has adopted spending policies designed to provide a 
predictable stream of funding to programs supported by its 
investments while maintaining the purchasing power of assets. 
For pooled investments, the Executive Committee of the Cor-
poration votes to distribute funds for operational support from 
general investments. In accordance with MIT’s spending policy, 
these distributions are funded from both investment income 
and market appreciation. The distribution rates were $72.20 and 
$69.29 per Pool A unit as of June 30, 2017 and 2016, respec-
tively. For separately invested endowment funds, only the annual 
investment income generated is distributed for spending.
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MASSACHUSETTS INSTITUTE OF TECHNOLOGY 

Student Financial Services 

Room 11-120 

77 Massachusetts Avenue 

Cambridge, MA 02139-4307 

Finding 2017-001
Compliance Requirement: Reporting (L)

Management's Views and Corrective Action Plan

We concur that we need to go back to implementing a formal reconciliation and review process 
prior to submitting the FISAP to the Department of Education to ensure that all reported 
information is complete and accurate. 

In the past, two Student Financial Services employees were responsible for validating the work 
study FISAP data: the Senior Data Analyst and the Compliance Officer. The Senior Data Analyst 
ran the numbers and keyed the data into the FISAP, and the Compliance Officer would double 
check the accuracy of the calculations along with validating the values keyed onto the FISAP. 
Both of these positions were vacant at the time of the 2017 FISAP completion, and a different staff 
member completed the FISAP, without anyone reviewing their work or what was keyed onto the 
FISAP. 

We already have in place a formal review process for all other sections of the FISAP, where the 
process owner provides the FISAP information to the Compliance Officer, who then keys the 
information onto the FISAP. The draft FISAP then goes back to the process owner for review, and 
they initial that they have reviewed the FISAP and confirm that the information is correct. 

Moving forward, regardless of how we are staffed, we will return to having two staff members 
implement the formal reconciliation and review process for all portions of the FISAP. We have 
filled the two open positions, and plan on conducting training sessions on FISAP completion, 
reviewing this finding, and documenting the review process. 

Issue Coordinator: Leslie Bridson, Director of Financial Aid, MIT
Completion Date: January 3, 2018
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