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United Service Organizations, Inc.

We have audited the accompanying consolidated statement of financial position of United
Service Organizations, Inc. (USO) as of December 31, 2010, and the related consolidated
statements of activities and changes in net assets and cash flows for the year then ended.
These financial statements ate the responsibility of USO’s management. Our responsibility is
to express an opinion on these financial statements based on our audit. The prior year
summatized comparative information has been detived from USO’s 2009 financial statements
and, in our repott dated March 5, 2010, we expressed an unqualified opinion on those financial
statements,

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America as established by the American Institute of Certified Public Accountants.
Those standatds require that we plan and petform the audit to obtain reasonable assutance
about whether the financial statements are free of material misstatement. An audit includes
considetation of internal conttol over financial repotting as a basis for designing audit
procedutes that are approptiate in the circumstances, but not for the putpose of expressing an
opinion on the effectiveness of USO’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides 2 reasonable basis for our
opinion.

In out opinion, the consolidated financial statements referred to above present faitly, in all
matetial respects, the financial position of United Service Organizations, Inc. as of
December 31, 2010, and the change in its net assets and its cash flows for the yeat then ended
in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Anditing Standards, we have also issued our repost dated Aptil 11,
2011 on out consideration of USO’s internal control over financial reposting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The putpose of that report is to desctibe the scope of out testing of internal
control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the effectiveness of USO’s internal control over financial reporting ot
on compliance. That teport is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.

Grant Thornton LLP
U.S. member fem of Grant Thornton Inlernationa! Ltd




Grant Thornton

Our audit was conducted for the purpose of forming an opinion on the basic consolidated
financial statements taken as a whole. The supplemental consolidated schedule of functional
expenses is presented for the putpose of additional analysis and is not a required part of the
basic consolidated financial statements. Such information has been subjected to the auditing
procedutes applied in the audit of the basic consolidated financial statements and, in out
opinion, are fairly stated in all matetial respects in relation to the basic consolidated financial

statements taken as a whole.
M ’/I,Z\Zf:_ Ly

McLean, Virginia
April 11, 2011

Grant Thornton LLP
U.8. member fumn of Grant Thornton International Lid




United Service Otganizations, Inc.

Consolidated Statement of Financial Position
A s i

December 31, 2010 (with comparative totalr as of Decomber 31, 2009)

Assets
Cash and cash equivalents $ 11,517,944 § 12,223,259
Contributions receivable, net 8,378,463 5,022,507
Grants receivable 4,080,769 5,493,207
Other receivables 411,324 472,293
Prepaid expenses and other assets 799,498 1,421,188
Inventory 2,013,246 2,517,113
Investments 65,774,602 57,524,642
Fixed assets—net 10,452,350 7,243,070
Total Assets $ 103,428,196 § 91,917,279
Liabilities and Net Assets
Liabilities
Accounts payable and accrued expenses $ 12,001,624 $ 8,528,460
Deferred rent 497,605 588,843
Total Liabilitics 12,499,229 9,117,303
Net Assets
Unrestricted
Operating 16,230,194 21,313,717
Board-designated
Spitit of Hope 29,714,630 26,064,567
Total unrestricted 45,944,824 47,378,284
Temporarily restricted
Desert Storm BEducation Fund 627,570 635,880
Spitt of Hope 9,550,130 5,235,710
Time Restriction 44,031 85,000
Ongoing Program Activities 4,661,319 3,186,188
Capital Projects 4,237,665 572,818
USO Councils and Others 265,505 108,173
Total temporarily restricted 19,386,220 9,823,769
Permanently restricted
Camp Casey 25,000 25,600
Spirit of Hope 25,572,923 25,572,923
Total permanently restricted 25,597,923 25,597,923
Total Net Assets 00,928,967 82,799,976
Total Liabilities and Net Assets $ 103,428,196 $ 91,917,279

The accompanying nofes are an infegral part of this statement.
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United Service Organizations, Inc.

Consclidated Statement of Activities and Changes in Net Assets

Year ended Deceber 31, 2010 (pith comparative totals for the year ended Decesbar 31, 2008)

- Tempuluri!y Permanently
Unrestricted Restricted Restricted Tatal Total
Revenue and Support
Programs
USO center revenue 7339783 § — % ] 7.319,783 $ 8,026,615
Contrbuted matedals, facililies and services 206,170,704 2793764 — 208,966,468 148,456,614
Grznots 2ad sponsorships 23,788,840 T11,485 24,500,325 16,190,953
Public support
Corporate, foundation and individuzl giving 10,333,426 9,459,465 -_— 19,792,891 13,095,464
Diirect response 60,664,759 2,569,039 — 63,233,798 55,440,997
United way, CFC and other fedesated 2,210,221 — — 2,210,221 1,988,080
[nvestment income 36549101 4,381,658 — 8,016,569 9,904,263
Qther income 248,287 — — 248,287 - 203,137
‘Total Revenue and Suppott 314,470,931 5,917,411 — 334383342 253,311,123
Net Assete Released from Restrictions 10,354,950 (10,354,%60) —n — —
Total Revenue and Other Support 324,825,891 1,562,451 — 334,588,342 253,311,123
Operating Expenses
Program secvices
USO operations 51,773,903 — — 51,773,903 46,460,212
Contabuted materials, facilities and seovices 209,731,791 — 209,731,791 146,443,359
Bolertzinment 11,302,892 — — 11,302,892 1,221,197
Communications and pubk¢ awareness outreach 17,744,025 — — 17,744,025 15,156,647
Totad progeam expenses 290,552,611 — — 290552611 15301415
Supporting Services
Fundrzising 22,851,954 — — 22,831,954 16,780,612
Mznagement and geaeral 12,874,786 — — 12,874,185 11,512,646
Total Supperiing Services 35,106,740 — — 35,706,740 28,293318
Total Operating Expenses 326,259,351 — — 326,259,351 243,594,733
Changes in Net Assets 1,433,460} 9,562,451 ) - —— £,123,991 9,716,390
Net Assets, beginning of year 47,378,284 0,823,769 25,597,923 82,799,576 73,083,586
Met Assers, end of jeac 45,944,824 § 19,386,220 § 25,597,923 % 90926967 § 82799976

The arvorspanying eales are on isfpgral part of thir storrmest.
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United Service Organizations, Inc.

Consolidated Statement of Cash Flows

#

Year ended December 31, 2010 (with comparative totals for the year ended December 31, 2009)

Cash Flows from Operating Activitics
Change in net assets
Adjustments to reconcile change in net assets to net cash
provided by (used in) operating activities:
Depreciation and amortization
Contributed investments
Realized /untealized gain on investments
Revenue from contributed inventoty
Contributed inventory used
(Gain) loss on disposal of fixed assets
Changes in assets and liabilities
* Conttibutions receivable, net
Grants and other receivables
Prepaid expenses and other assets
Inventory
Accounts payable and accrued expenses
Deferred rent ‘

Net Cash Provided by (Used in) Operating Activities

Cash Flows from Investing Activities
Purchase of fixed assets
Proceeds from the sale of fixed assets
Purchase of investments
Sales of investments

Net Cash Used in Investing Activities

Net Dectease in Cash and Cash Equivalents
Cash and Cash Equivalents, beginning of year

Cash and Cash Equivalents, end of year

$ 8128991 $ 9,716,390
2,329,017 1,510,117
(707,696) (1,110,646)
(6,545,534) (8,633,278)
(2,680,324) (6,084,277)
3,445,647 4,071,022
(108,176) 992
(3,355,956) (1;503,863)
1,473,407 700,032
621,690 (610,281)
(261,456) (53,542)
3,473,164 (26,702)
(91,238) a1A71)
5,721,536 (2,094,307)
(5,543,612) (4,110,218)
113,491 1,000
(48,075,801) (40,643,345)
47,079,071 41,095,785
(6,426,851) (3,656,778)
(705,315) (5,751,085)
12,223,259 17,974,344
$ 11,517,944 12,233,259

The accompanying noles are an integral part of this statenient.
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United Setvice Otganizations, Inc.

Notes to Consolidated Financial Statements
IR ——————_—
Deecernber 31, 2010 and 2009

NOTE A—ORGANIZATION

United Setvice Otganizations, Inc. (USO) is a not-for-profit, congtessionally chattered, ptivate
otganization devoted exclusively to lifting the spirits of Ametica’s troops and theit families. USO is not
patt of the United States Government, but is recognized by the Department of Defense, Congress and
President of the United States, who setves as Honorary Chairman of USO. It relies on the generosity of
individuals, otganizations and corporations to support its activities. Fox seventy years its mission has been
to enhance the quality of life for military personnel and their families by helping them adjust to the special
tigots of a transient military lifestyle and by fosteting a pattnership between the military and civilian
communities, To catry out this mission, USO operates Centers at major military installations and airpotts
around the wotld, produces frec celebrity entertainment tours. for military. personnel, .and. provides
programs and setvices to troops and their families to meet their ever-changing needs.

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying consolidated financial statements teflect the accounts of USO Atlington, the USO
Foundation, and its domestic and overseas operating centers. All intercompany accounts and transactions
have been eliminated.

Chartered stateside USO affiliates are financially autonomous of USO and are, therefore, excluded from
USO’s consolidated financial statements,

Use of Estimates

The presentation of consolidated financial statements in accordance with accounting principles generally
accepted in the United States of Ametica requites management to make estimates and assumptions that
affect the repotted amounts of assets and liabilitics and disclosute of contingent assets and liabilities at the
date of the consolidated financial statements and the repotted amounts of tevenues and expenses duting
the repotting period. Actual tesults could differ from those estimates.




United Service Organizations, Inc.

Notes to Consolidated Financial Statements—Continued

e e )

December 31, 2010 and 2009

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Net Assets

Net assets, which ate composed of untestricted, temporarily and permanently restricted funds, are
described below:

Unrestricted Funds:

Operating—Funds that are generated from general activities and are used to suppott day-to-day

© programs and operations. - :

Spirit of Hope—Tunds which have been designated by the Board of Governots to assist the USO in
deliveting its programs and setvices for many yeats into the future. These Board designated
contributions and investment earnings are available to fund operations. The fund was established in
1998 with 2 transfer of funds from the Desert Storm Education Fund. In the event that the Desett
Stotm Education Fund does not have sufficient resources to meet its obligations as originally
intended, the funds transferred from the Desert Storm Education Fund to the Spirit of Hope shall be
available to satisfy any such remaining obligations.

Temporatily Restricted Funds:

Desert Storm  Eduoation Fund—Contributions  restricted to provide for academic or vocational
scholarships to sutviving family members of casualties of Desert Shield/Storm operations.

Time Restriction—Certain contributions receivable tesult from multi-year pledges, and accordingly the
amounts due in futute yeats (at their discounted value) have been recorded as temporatily restricted
until the year when the pledge becomes due.

Ongoing Program Activities—Contributions restricted for vatious worldwide USO programs, such as
Operation USO Cate Package, USO Operation Phone Home, USO2GO, USO Wounded Wartiors,
and United Through Reading’s Military Program.

Capital Projects—Contributions restricted for the establishment, expansion or capital improvements of
vations USO Centers worldwide, including the USO Family Centers related to the Operation
Enduting Care initiative.

USO Conneils and Others—Donot funds restricted for use in certain regional focalities.

Spirit of Hope—Earning on donot-restricted endowment funds classified as tempotatily restricted net
assets until those amounts are appropriated for expenditute.




- United Setvice Organizations, Inc.
Notes to Consolidated Financial Statements—Continued
T AA————————_—_———___—____ A

December 31, 2010 and 2009

'NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Permanently Restricted Funds:

o  Camp Cassy Endowment—A contribution which has been restricted by the donor to be held in
petpetuity, with stipulations on a portion of the earnings to be used for Camp Casey and the
remaining to be used for on-going programs and setvices.

o Spirit of Hope Endowment Fiund—TFunds to be held in peipetuity, with the earnings available to assist the
USO in delivering its programs and services for many yeats into the future. These contributions ate
from Congressional approptiations and from cotporate and individual-contributions.

Foreign Currency

USO operates Centers at major military installations around the world. The United States dollar is the
functional cutrency of the USO; however, the USO maintains financial assets and liabilities in foreign
cuttencies to meet the local obligations of the Centers. The financial assets and liabilities in foreign
cutrencies ate translated using exchange rates in effect at the end of the period and revenue and costs are
translated using weighted average exchange rates for the period.

Cash and Cash Equivalents

USO considets all highly liquid investments putchased with an initial matutity of three months or less to
be cash equivalents.

Investments
Investments in publicly traded debt and equity secutities are recorded at fair value generally determined on
the basis of quoted market values. Investment income is presented net of investment

advisory/management fees in the accompanying consolidated statement of activities. All investment
income is repotted as a change in unrestricted net assets unless otherwise restricted by the donor.

Fixed Assets

Furniture, fixtutes, equipment, and other capitalized assets are recorded at cost and ate depreciated using
the straight-line method over the estimated useful lives of the respective assets, which range from three to
seven years. Leasehold improvements are amottized using the straight-line method over the lesser of the
terms of the lease or the expected useful lives of the improvements.

Inventory

Inventories are stated at the lower of cost ot market determined on a fitst-in, first-out basis and average
cost methods.
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United Service Otganizations, Inc.

Notes to Consolidated Financial Statements—Continued

Decerber 31, 2010 and 2009

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Contributed Materials and Facilities

Donated facilities, equipment use, supplies and materials received from the United States Government
and other donots are reflected in the accompanying consolidated financial statements as suppott to the
USO at the estimated fait value when received of when an unconditional pledge to contribute has been
made.

Contributed Setvices

USO recognizes contributions of setvices received if such setvices (a) create or enhance non-financial
assets or (b) require specialized skills, ase provided by individuals possessing those skills and would
typically need to be purchased if not conttibuted.

USO receives contributions of services from celebrities in order to carty out its progtam of providing free
celebrity entertainment touts for military personnel around the wosld, USO also receives contributions of
media air time to promote its Public Service Announcements. These contributions of services are
reflected in the accompanying consolidated financial statements as suppott to USO at the estimated fait
value when received. As these contributions of setvices are expended in the year that the services are
provided, a corresponding expense equal to the estimated fair matket value of the setvices provided is
recognized in the accompanying consolidated financial statements.

In addition, USO teceives services from a large number of voluntects who give significant amounts of
time to USO’s progtams. No amounts have been teflected for these types of donated setvices, as they do
not meet the criteria outlined above.

Contributions

All contributions ate considered to be available for untestricted use, unless specifically restricted by the
donor. Contributions with temporary, donor-imposed time ot puipose restrictions are recorded as
temporatily restricted support. A donor restriction expites when a stipulated time restriction ends or
when a putpose resttiction is accomplished. Upon expiration, temporarily restricted net assets are
reclassified to untestricted net assets and repotted in the consolidated statement of activities as net assets
released from restrictions. Restricted contributions teceived in the same year in which the restrictions are
met are recorded as an increase to temporatily restricted support at the time of receipt and as net assets
released from restrictions. The principal and any donor restricted income from permanently restricted
contributions ate classified as permanently restricted net assets. Income on those assets, not permanently
restricted by the donor, is classified as temporarily restricted.

Unconditional promises to give that are expected to be collected within one year are recorded at theit net
realizable value. Unconditional promises to give that are expected to be collected in future years ate
recorded at the present value of their estimated future cash flows. The discounts on those amounts are
computed using risk-free interest rates applicable to the years in which the promises are received. The
discount rate used in 2010 was 1.8 percent. Amottization of the discounts is included in contribution
revenue in the accompanying consolidated statement of activities.

i1




United Setvice Organizations, Inc.

Notes to Consolidated Financial Statements—Continued
|
Decerber 31, 2610 and 2009

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Grants and Sponsorships

Grant revenue on cost-teimbursement grants or contracts is recognized when USQO fequests
reimbursement from granting agencies after the program expenditutes have been incutted. Billed and
unbilled receivables of the government grants ate expected to be collected within one year and are
recotded at net realizable value as grant receivables in the consolidated statement of financial position,
Such grant programs are subject to independent audit under the Office of Management and Budget
Circular A-133 and review by grantor agencies. Such review could result in the disallowance of

~expenditures under the terms of the grant or reductions of future grant funds. Based on ptior experience, ..
USO’s management believes that costs ultimately disallowed, if any, would not matetially affect the
consolidated financial position of USO. '

SO Center Revenite

USO Center Revenue represents amounts collected for cultural tours, canteen operations, gift shops and a
vatiety of other activities of USO Centers located at military installations wotldwide. Revenue is recorded
when earned.

Concentration of Credit Risk

Financial instruments that potentially subject USO to a concentration of credit risk include cash deposits
with commercial banks. USO’s cash management policies limit its exposure to a concentration of credit
tisk by maintaining cash accounts at financial institutions whose deposits ate insured by the Federal
Deposit Insurance Cotporation (FDIC). Cash deposits may exceed the FDIC insutable limit of $250,000
at times throughout the yeatr due to anticipated large expenses under various projects. As of
December 31, 2010, the amount in excess of the FDIC insurable limit was approximately $11,500,000.
Management does not consider this to be a significant credit risk. Amounts in foreign bank accounts total
apptoximately $686,000 at December 31, 2010.

Functional Allocation of Expenscs

The costs of providing various programs and supporting setvices have been summatized on a functional
basis in the accompanying consolidated statement of functional expenses. Certain costs have been
allocated among the program and suppotting services benefited.

Income Taxes

USO is exempt from federal income tax under Section 501(a) of the Internal Revenue Code (IRC) of
1986, as amended, as an organization described in IRC Section 501(c)(3). However, income generated
from activities unrelated to USO’s exempt purpose is subject to tax under TRC Section 511. USQ did not
have any matetial unrelated business income tax liability fot the years ended December 31, 2010 and 2009.
Therefore, no tax liability has been provided in the accompanying consolidated financial statements.

12




United Service Organizations, Inc.

Notes to Consolidated Financial Statements—Continued
R —_———————.———————————————

December 31, 2010 and 2009

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

US GAAP requites that a tax position be recognized or derecognized based on a “more likely than not”
threshold, "This applies to positions taken ot expected to be taken in a tax teturn. USO does not believe
its consolidated financial statements include any uncertain tax positions for the open tax yeats.

Prior Year Summatized Information

The consolidated financial statements include certain prior year summatized comparative information in
total but not by asset class. Such information does not include sufficient detail to constitute a
-~ presentation in conformity with accounting principles genetally accepted.in. the United States .of America. . .
Accordingly, such information should be read in conjunction with USO's consolidated financial
statements for the yeatr ended December 31, 2009, from which the summarized information was derived.

Subsequent Events

USO evaluated its December 31, 2010 consolidated financial statements for subsequent events through
April 11, 2011, the date the consolidated financial statements were available to be issued, noting no events
which affect the consolidated financial statements as of December 31, 2010,

USO Foundation

USO Foundation (Foundation) was incorporated as a supporting otganization on Match 22, 2007 to carty
out and support the general chatitable putposes of USO. On January 20, 2010 and February 2, 2010, the
funds constituting the corpus of the “Spitit of Hope Endowment,” which amounted to $47.2 million
aggregate, were transferred by USO Aslington to the Foundation. The Foundation’s accounts are
included in the consolidated financial statements.

Reclassifications

Cettain teclassifications have been made to the December 31, 2009 amounts to conform to the
December 31, 2010 presentation.

13




United Service Organizations, Inc.

Notes to Consolidated Financial Statements—Continued
T e
Decepaber 31, 2010 and 2009

NOTE C—CONTRIBUTIONS RECEIVABLE, NET

Conttibutions receivable, net consist of the following unconditional promises to give as of Deceimber 31,
2010:

Temporatily
Untestricted Restricted ~ Total
Less than one year $ 4,660,537 $ 2,357,950  § 7,018,487
4,705,537 3,727,950 8,433,487
Discount (969) _ (54,055) (55,024)

$ 4704568 $ 3,673,895 § 8378463

An allowance for uncollectable accounts totaling $2,165 existed at Decembet 31, 2010.

Unconditional, untestricted promises to give at December 31, 2009 amounted to $3,939,005 which was
due in less than one year. Temporarily testricted promises to give at December 31, 2009 amounted to
$1,083,502 which was due in less than one year. There was no allowance for uncollectable accounts at
December 31, 2009.
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United Setvice Organizations, Inc.
Notes to Consolidated Financial Statements—Continued
e =

Degember 31, 2010 and 2009

NOTE D—INVESTMENTS

At December 31, investments consist of the following:

2010 2009

Cotporate and commercial obligations $ 7,817,584 § 8,787,504
U.S. Treasury securities 6,735,454 618,516
Cotporate equity securities 46,841,359 36,449,847
Managed futures — 2,328,279

§ 65774602 $ 57,524,642

USO has adopted guidance that defines fair value, establishes a framework for measuring fair value,
establishes a fair value hierarchy based on the inputs used to measure fair value and enhances disclosure
requirements for fait value measurements. The guidance maximizes the use of obsetvable inputs and
minimizes the use of unobservable inputs by requiting that the observable inputs be used when available.

Obsetvable inputs are inputs that matket participants would use in pricing the asset or liability based on
market data obtained from independent sources. Unobservable inputs reflect assumptions that market
patticipants would use in pricing the asset or liability based on the best information available in the
circumstances. The hietarchy is broken down into three levels based on the transparency of inputs as
follows:

Level 1 — Quoted prices are available in active markets for identical assets or liabilities as of the
tepot date. A quoted price for an identical asset or liability in an active matket provides the most
reliable fair value measutement because it is directly obsetvable to the market.

Level 2 — Pricing inputs are other than quoted prices in active markets, which are either directly ot
indirectly observable as of the report date. The nature of these securities include investments for
which quoted prices ate available but traded less frequently and investments that ate fait valued using
other secusities, the parametets of which can be directly observed.

Level 3 — Secutities that have little to no pricing obsetvability as of the report date. These sccurities
are measured using management’s best estimate of fair value, where the inputs into the determination
of fair value are not observable and requite significant mariagement judgment ot estimation.

Inputs are used in applying the vatious valuation techniques and broadly refer to the assumptions that
matket patticipants use to make valuation decisions, including assumptions about risk. Inputs may include
ptice information, volatility statistics, specific and broad credit data, liquidity statistics, and other factots.
A financial insttument’s level within the fair value hierarchy is based on the lowest level of any input that
is significant to the fair value measurement. However, the determination of what constitutes “observable”
requites significant judgment by the entity.

15




United Service Organizations, Inc.

Notes to Consolidated Financial Statements—~Continued

[

Decernber 31, 2010 and 2009

NOTE D—INVESTMENTS—Continued

USO considers observable data to be market data that is readily available, regulatly distributed or updated,
reliable and verifiable, not ptoptictary, and provided by independent sources that are actively involved in
the relevant matket. The categorization of a financial instrument within the hierarchy is based upon the
pricing transparency of the instrument and does not necessatily cortespond to the entity’s perceived risk

of that instrument.

Investments wete recorded at fair value as of December 31, 2010 based on the following level of

hierarchy:

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Obsetvable Unobsetvable
Assets Inputs Inputs
Amount (Level 1) (Level 2) (Level 3)
Cotporate and commercial
obligations $ 7,817,584 § 7,148,078 669,506 §$ —
U.S. Treasury secutities 6,735,454 6.399,679 335,775 —
Cotporate equity secutities 46,841,359 46,841,359 — —
Money tnarket holdings 4,380,205 4,380,205 — —
$ 65774602 $§ 64,769,321 § 1,005,281 § —

16




United Service Organizations, Inc.

Notes to Consolidated Financial Statements—Con

tinued

%

December 31, 2010 and 2009

NOTE D—INVESTMENTS—Continued

Investments were recorded at fair value as of December 31, 2009 based on the following level of

hierarchy:
Quoted Prices
in Active Significant

Markets for Other Significant

Identical Observable Unobservable
Assets Inputs Inputs
. Amount- ... (Level®) ... . (Level2). . .. .(Leveld) .
Cotporate and commercial -
obligations $ 8,787,564 § 6,001,857 § 2,785,707 $ —
U.S. Treasury secutities 618,516 618,516 — —
Corporate equity securities 36,449,847 36,449,847 — —
Managed futures 2,328,279 — 2,328,279 —
Money matket holdings 0,340,436 9,340,436 — —
§ 57,524,642 § 52,410,656 $ 5,113,986 $ —
The following schedule summatizes investment return:
2010 2009

Interest and dividends $ 1,719,035  § 1,469,437

Net untealized gains 4,092 427 11,630,960

Net realized gains (losses) 1,553,107 (2,997,682)

Less: investment expenses (228,000) (198,452)

$ 8,036,569 & 9,904,263

17




United Service Organizations, Inc.

Notes to Consolidated Financial Statements—Continued

December 31, 2010 and 2009

NOTE E—COMMITMENTS AND CONTINGENCIES

The USO leases office space under long-term lease agreements which expire in 2014. The office leases
provide for scheduled rent increases and increases in operating expenses and real estate taxes attributable
to the leased property. As part of a lease agreement, USO received eight months of free rent on a portion
of the space and reimbursement for cettain leasehold improvements as lease incentives, which are
recorded as deferred rent in the accompanying consolidated statement of financial position. Scheduled
tent increases and these incentives ate being recognized over the term of the lease on a straight-line basis.
Future minimum payments under this operating lease and other equipment opetating leases are as follows:

2011 $ 948,035
2012 965,198
2013 977,787
2014 : 478,091

$ 3,369,111

For the yeats ended December 31, 2010 and 2009, total rental expense under all operating leases was
$848,713 and $786,624, respectively (excluding related in-kind support).

USO is subject to claitns and suits arising in the ordinary course of its operations. In the opinion of

management, the ultimate tesolution of any outstanding legal proceedings will not have a matetial effect
on USO’s financial position, change in net assets, or cash flows.
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United Service Organizations, Inc.

Notes to Consolidated Financial Statements—Continued

[

Decenber 31, 2010 and 2009

NOTE F—FIXED ASSETS

At December 31, fixed assets consist of the following:

2010 2009
Furnitﬁre, fixtures, and equipment $ 8,514910 8§ 6,333,931
Leasehold improvements 7,548,010 5,138,487
Construction in progtress 1,289,307 650,884
17352227 12123302
Less: accumulated depteciation and amortization (6,899,877) (4,880,232)
$ 10452350 § 7,243,070

NOTE G—NET ASSETS RELEASED FROM RESTRICTIONS

Net assets wete released from temporaty donot testrictions by incutting expenses satisfying the restricted
putposes specified by the donots ot by the passage of time duting the years ended December 31, 2010
and 2009, as follows:

2010 2009
Desert Storm Education Fund k) 75,548 § 113,400
Time Restricted 85,000 248,356
Ongoing Program Activities 8,777,831 12,978,892
Capital Projects 1,416,581 —
USO Councils and others — 35,478

$ 10,354,960

$ 13,376,126
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United Service Otganizations, Inc.

Notes to Consolidated Financial Statements—Continued
PETIIIINIIINhAA————

Deceraber 31, 2010 and 2009

NOTE H—ALLOCATION OF JOINT COSTS

USO conducts direct response campaigns that include fund-raising appeals, as well as program and
management and general components. The costs of conducting those joint activities were allocated as
follows in 2010 and 2009:

2010 2009
Programs §$ 8425128 $ 8575956
~ Management and general 5,614,160 4,922,818

$ 31,307,648 §  25974,652

NOTE I—CONTRIBUTED MATERIALS, FACILITIES AND SERVICES

A summaty by category of in-kind suppozt donated for the yeats ended December 31, is as follows:

2010 2009
Materials and facilities $ 15997490 § 18,887,384
Public Service Announcements 116,089,778 80,732,724
Celebrity entertainment 76,879,200 48,836,506

$ 208,966,468 § 148,456,614

NOTE J—RETIREMENT PLAN

USO maintains a defined contribution tetitement plan which provides for the purchase -of annuity
contracts for patticipants upon their retitement. USO contributes 7.8 percent of each covered employee’s
annual salary, Bmployees ate 100 percent vested upon five yeats of service once cligible.

USO’s policy is to fund retirement plan costs as accrued. Retirement plan expense was $1,437,267 and
$1,299,079 for the yeats ended December 31, 2010 and 2009, trespectively.
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United Service Organizations, Inc,
Notes to Consolidated Financial Statements—Continued
R

Decermber 31, 2010 and 2009

NOTE K—ENDOWMENT

The Spitit of Hope endowment includes both donot-testricted endowment funds and funds designated
by the Board of Governots to function as endowments. As requited by GAAP, net assets associated with
endowment funds, including funds designated by the Boatd of Governots to function as endowments, are
classified and reported based on the existence or absence of donor-imposed restrictions,

Duting 2008, the District of Columbia enacted into law the Uniform Prudent Management of
Institutional Funds Act (UPMIFA). Management of USO has interpreted the District of Columbia law as
tequiring the preservation of the fait value of the original gift as of the gift date of the donor-restricted

endowment funds absent explicit-donor stipulations fo the contrary. - As.a result.of this interpretation, . ..

USO classifies as permanently restricted net assets (a) the original value of gifts donated to the permanent
endowment, (b) the original value of subsequent gifts to the permanent endowment, and (c)
accumulations to the permanent endowment made in accordance with the direction of the applicable
donor gift instrament at the time the accumulation is added to the fund. The temaining postion of the
donor-restricted endowment fund that is not classified in permanently testicted net assets is classified as
temporarily restricted net assets until those amounts are appropriated for expenditure by the organization
in a manner consistent with the standard of prudence prescribed by UPMIFA. As of December 31, 2010,
there ate no plans for the earnings of the endowment to be spent.

USO has adopted an investment policy for the endowment fund. This investment program is based on
growing the endowment fund to provide financial stability for USQ in perpetuity with no shott term plans
for withdraws from the fund. USO’s ability to toletate risk and volatility should be consistent with that of
a consetvative growth portfolio, with investments made in companies that demonstrate consistent growth
over time, Asset allocations ate developed in accordance with this long-term, conservative growth
strategy.
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United Setvice Organizations, Inc.

Notes to Consolidated Financial Statements—Continued
M
Deceraber 31, 2010 and 2009

NOTE K—ENDOWMENT—Continued

The following illustrates endowment net asset composition by type of fund and the changes in
endowment net assets for the year ended December 31:

Temporatily Permanently

2010 Untestricted  Restricted =~ Restticted Total
Donot-testricted endowment funds  § — 3 9,550,130 § 25,597,923 § 35,148,053
Total funds $ 29714630 § 9,550,130 $ 25,597,923 § 64,802,083

Temporatily Permanently
2010 Untestricted  Restricted Restricted Total

Endowment net assets, beginning of

yeat $ 26,064,567 § 5235710 § 25,597,923 § 56,898,200
Investment retuti:

Investment income 673,347 795,906 — 1,469,253

Net appreciation 2,976,716 3,518,514 — 6,495,230
Total investment retun 3,650,063 4,314,420 — 7,964,483

Endowment net assets, end of year § 29,714,630 § 9550,130 § 25,597,923 § 64,862,683
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United Setvice Organizations, Inc.
Notes to Consolidated Financial Statements—Continued
|

Decernber 31, 2010 and 2009

NOTE K—ENDOWMENT—Continued

The following illustrates endowment net asset composition by type of fund and the changes in
endowment net assets for the year ended December 31:

: Temporarily Permanently
2009 Unrestricted  Restricted Restricted Total

Donot-testricted endowment funds ~ $ — % 5235710 $ 25597923 $ 30,833,633
" Board-desipnated endowiment fards 26,064,867 - - - e o oo o= - 26,064,567

Total funds $ 26064567 § 5235710 § 25597923 § 506,898,200

Temporatily Permanently
2009 Untestricted Restricted Restricted Total

Endowment net assets, beginning of

yeat : $ 21,607,520 § — § 25597923 § 47205443
Investment retutn: :

Investment income 570,365 674,178 — 1,244 543

Net appreciation 3,871,754 4,576,460 — 8,448,214
Total investment return 4442119 5,250,638 — 9,692,757

Adjustment from (to) Unrestricted '
net assets o 14,928 (14,928) — —

Endowment net assets, end of year $ 26,064,567 § 5235710 § 25,597,923 § 56,898,200
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