Cost Basis Tracking

Tracking cost basis is important to ensure that the Foundation is picking up all income/loss items in a given year. In addition, the Foundation still needs to track cost basis over the life of each investment in order to be able to calculate the tax gain/loss on the disposition of the investment. 

Each year, during preparation of the Foundation’s tax returns, the staff enters information from K-1s into one of the cost basis tracking spreadsheets. There is a separate spreadsheet for each of the following: the Legacy private equity portfolio, the Cambridge private equity portfolio, managers, and the timber portfolio. Note that the managers cost basis tracking spreadsheet is only used for managers that provide tax reporting to the Foundation on Schedule K-1 each year. Attached is one page of the cost basis calculation spreadsheet for the Legacy private equity portfolio for the year ended 12/31/2011.

The first section of the cost basis spreadsheet rolls forward the tax basis of the investment. The tax basis of the investment at the end of the year is calculated using the beginning of year tax basis along with entry of the year’s contributions, distributions and taxable income and loss items. Non-tax items are included in the columns for annual unrealized gain/(loss), annual income/(loss), annual miscellaneous, or annual unknown gain/(loss). The book ending capital is then calculated and tied to the capital statement provided by the private equity investment as of the end of the year, which should also tie to what is reported in Private i. Any differences are investigated and either resolved or explained. 

There are a couple of reasons why the ending capital balance per the K-1 reporting might not tie to the ending capital balance reported on the capital statement for the year. The most common reason is that the K-1 is prepared using a non-GAAP method. Because financial statements are prepared using GAAP, a K-1 that is prepared using a method other than GAAP will not match those financial statements. For the year ended 12/31/2011, the Foundation had two investments in its Legacy portfolio and eight investments in its Cambridge private equity portfolio that provided K-1s prepared using non-GAAP. The most common alternatives used are Section 704(b), tax basis, and IFRS.
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Another reason why ending capital balances may not tie is differing foreign exchange rates. The Foundation has a few investments that are reported in foreign currencies, and capital calls are made in foreign currencies. Private i reports the foreign currency amount and an equivalent United States dollar amount using the exchange rate that was actually used for the capital call or distribution. However, the investment may use a slightly different exchange rate as of that date, or the investment may use an average exchange rate over the year in converting from the foreign currency to USD for its tax reporting. Because of the exchange rate differences, amounts may be slightly different. In simple cases in which it is obvious that the difference between tax reporting and Private I is due to small differences in foreign exchange rates, Foundation staff may enter a foreign currency exchange difference in the unknown gain/(loss) column of the cost basis tracking spreadsheet. In more complicated cases, such as the Bain Europe investment, the staff does a side calculation rolling forward contributions and distributions in the foreign currency to ensure that all pieces are accounted for, and that items in the capital statement and tax reporting tie to what is shown in Private i. The basis tracking spreadsheet is then completed in USD using the exchange rates provided by the investment.  

Regular Domestic LPs
Information is entered into the cost basis tracking spreadsheet according to the process described above, using the K-1 received from the investment. 

Alternative Investment Vehicles (AIVs)
Entry of tax information for AIVs into the cost basis tracking spreadsheet depends on what type of reporting is received from each AIV. The type of reporting received is determined by the structure of the AIV, and the AIV information may be entered in the manners described under Regular Domestic LPs, Foreign Corporations, or Foreign Limited Partnerships. 

When an investment includes AIVs, cost basis information for the main investment is entered in one section, to arrive at a cost basis for the main investment as a standalone investment. Each AIV is reported separately, and a section is included on the spreadsheet that consolidates all of the separate basis calculations, in order to tie the total investment value to the end of year capital balance reported in Private i. In most cases, Private I does not track AIVs separately.

Regular Domestic LPs with Interest in Foreign LPs and/or Foreign Corporations
Information is entered into the cost basis tracking spreadsheet according to the process described above, using the K-1 received from the investment. 

The K-1 also includes information regarding foreign investments. Contributions, income items, and distributions associated with each investment triggering a Form 8621 filing requirement are tracked alongside the main cost basis tracking schedule. This is maintained in addition to the more comprehensive Form 8621 tracking spreadsheet discussed in Appendix B. 

Foreign Corporations
Foreign corporations typically provide a PFIC Annual Information Statement, which is used to complete the cost basis tracking spreadsheet. PFIC statements do not always include contribution information, so contribution information from Private i is used. PFIC statements do include distribution information, as well as taxable income. The end of year capital statement is used to fill in the lines for non-tax items, and to arrive at the ending capital balance.

Foreign Limited Partnerships
Some foreign limited partnerships provide a K-1 or a Pro Forma K-1, which is then used according to the process described above to enter cost basis tracking information. 

For additional information regarding the tax reporting received for the specific investments described below, please see Appendix A-2. 

Form 5471 is provided to the Foundation for two foreign partnership investments that are treated as corporations. Because Form 5471 does not provide the information necessary to complete the cost basis calculation, the Foundation uses the audited financial statements and the Foundation’s ownership percentage to calculate amounts in the cost basis tracking schedule. More information regarding these investments, Sankaty Credit Opportunities (Offshore) III, LP and Sankaty Credit Opportunities (Offshore) IV, LP, is available in the Tax Permanent File.   

Munich Venture Partners Fund II GmbH & Co. will be included on the cost basis schedule for the first time during reporting for the 2012 tax year. MVP provides a summary of interest, expenditures, and taxable income. This summary, combined with the audited financial statements and the capital statement for the year ended 6/30/2012 will be utilized to complete the cost basis calculation. 

Coller International Partners V-B, LP does not provide tax reporting information because it is the investment’s policy that all distributions are considered return of capital, and there have been no taxable distributions to date. When Coller begins making taxable distributions, we anticipate that the Foundation will receive tax reporting to prepare its return. Because no tax reporting is provided by Coller, the statement of changes in partners’ capital account is used to complete the basis schedule. 

Hedge Funds
For the 2012 tax year, the Foundation had two hedge funds organized as partnerships, which provided K-1s for the Foundation to use in completing its tax return. In addition, one hedge fund in liquidation provided a trust grantor letter. Cost basis is not tracked for these hedge fund investments on an ongoing basis, but will be calculated upon disposal. 

The majority of the Foundation’s hedge fund investments are organized as corporations. Because of their structure, the cost basis of these investments is not tracked on a separate spreadsheet like the private equity investments. Rather, hedge fund investments’ cost basis is reported by the Foundation’s custodian bank and reviewed by Foundation staff on an annual basis. Cost basis is adjusted for contributions, reinvested income, and redemptions, which occur relatively infrequently.  When a hedge fund investment is liquidated, the cost basis used to calculate the gain/loss on disposal is reviewed by Foundation staff. 
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