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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
The Humane Society of Boulder Valley, Inc.:

Report on the Financial Statements

We have audited the accompanying financial statements of The Human Society of Boulder Valley, Inc.
which comprise the statement of financial position as of December 31, 2012, and the related statement
of activities, functional expenses and cash flow for the year then ended, and the related notes to the
financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
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Independent Auditor’s Report (Continued)

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of The Human Society of Boulder Valley, Inc., as of December 31, 2012, and the

changes in its net assets and its cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

JDS Professional Group

May 20, 2013
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ASSETS
Current Assets:
Cash and cash equivalents $ 271,395
Accounts receivable, net 36,526
Unconditional promises to give, net 52,220
Investments 356,902
Prepaid expenses 70,950
Inventories 100,554
Total Current Assets 888,547
Unconditional promises to give 15,000
Investments 2,927,959
Beneficial interest in trusts, at market 2,476,817
Property and equipment, net of accumulated depreciation of $2,637,894 3,855,286
Bond issuance costs, net of accumulated amortization of $63,815 41,087
TOTAL ASSETS $ 10,204,696
LIABILITIES AND NET ASSETS
Current Liabilities:
Accounts payable, trade $ 97,610
Accrued payroll and other liabilities 268,322
Accrued interest 4,100
Deferred income 46,520
Current portion of liability under split-interest 8,100
Current portion of bond payable 80,000
Total Current Liabilities 504,652
Liability under split-interest agreement 87,888
Bond payable 660,000
Total Liabilities 1,252,540
Net Assets:
Undesignated 3,100,120
Investment in facilities, property and equipment 3.115.286
Total Unrestricted 6,215,406
Temporarily restricted 1,044,454
Permanently restricted 1,692,296
Total Net Assets 8.952.156
TOTAL LIABILITIES AND NET ASSETS $ 10,204,696

The accompanying notes are an integral part of the financial statements.
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Temporarily Permanently
Unrestricted Restricted Restricted Total
Support And Revenue:
Contributions, grants and bequests $1,177,342 $ 115,261 $ $ 1,292,603
Special events 563,339
Direct benefit costs (97,948) 465,391 465,391
Adoption fees 822,883 822,883
Surrender fees 62,725 62,725
Humane education programs 93,941 93,941
Veterinary clinic 1,335,277 1,335,277
Pet training 177,116 177,116
Governmental service contracts 168,863 168,863
Impound fees 32,518 32,518
Retail sales 209,365
Direct costs of sales 124.,365). 85,000 85,000
Thrift and gift shop sales 511,204 511,204
Other income 99,809 99,809
Change in value of split-interest
agreement (6,422) (6,422)
Change in beneficial interest in trusts 86,941 5,519 92,460
Investment income, net 358,225 358,225
Net assets released from restrictions -
Satisfaction of time/purpose restrictions 73.366 (73.366)
Total Support and Revenue 5,544,179 47,414 5,591,593
Expenses:
Program Services -
Shelter, behavior and training 2,526,290 2,526,290
Veterinary clinic 1,650,935 1,650,935
Community outreach 250,600 250,600
Total Program Expenses 4,427,825 4,427,825
Supporting Services -
Thrift and gift shop 387,681 387,681
Development and fundraising 413,035 413,035
General and administrative 278,256 278,256
Total Supporting Expenses 1,078,972 1,078,972
Total Expenses 5,506,797 5,506,797
CHANGES IN NET ASSETS 37,382 47,414 84,796
Net Assets, Beginning Of Year 6,178,024 997,040 1,692,296 8,867,360
NET ASSETS, END OF YEAR $ 6,215,406 $1,044,454 $1,692,296 $ 8,952,156

The accompanying notes are an integral part of the financial statements.
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Statement Of Functional Expenses

For the Year Ended December 31, 2012

Salaries
Employee benefits
Payroll taxes
Total Salaries And Related Expenses

Advertising
Animal food
Bad debts
Bank and credit card service fees
Bond interest and fees
Contract services
Cost of special events
Depreciation and amortization
Dues and subscriptions
Equipment rental
Insurance
Legal and accounting
Miscellaneous
Office expense
Postage
Printing
Rent
Repair, maintenance and security
Supplies
Telephone
Travel and training
Uniforms
Utilities
Vehicle expense
Veterinary supplies
Total Expenses

Shelter,
Behavior Veterinary Community
and Training Clinic QOutreach
$§ 1,394,813 §$ 941,550 § 132,066
135,544 73,336 7,067
117,830 77,281 11,619
1,648,187 1,092,167 150,752
8,554 3,115
58,941
529 6,504
19,322 23,831 5,141
31,233 3,904
108,409 146,766 64,165
200,959 27,909 4,116
4,047 8,374 1,913
9,842 5,193 -
33,968 21,703 1,550
500
17,335 4,372 754
6,993 2,522 68
873 4,058 1,797
9,335 1,229 6,578
101,996 23,348
125,396 12,188 4,736
13,389 4,854 202
16,252 7,921 2,361
870 1,362
77,027 8,454
13,111 3,352
19,222 244,276
$ 2,526,290 $ 1,650,935 $§ 250,600

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

Thrift ~ Development General
Total And Gift And And Total Total
Programs Shop Fundraising Administrative Supporting Expenses
§ 2,468,429 § 111,595 § 184498 § 163,967 $§ 460,060 § 2,928,489
215,947 8,464 13,060 11,492 33,016 248,963
206,730 10,182 14,770 12,791 37,743 244,473
2,891,106 130,241 212,328 188,250 530,819 3,421,925
11,669 7,908 175 8,083 19,752
58,941 58,941
7,033 106 1,622 1,728 8,761
48,294 6,887 11,858 18,745 67,039
35,137 1,952 1,952 3,904 39,041
319,340 109,795 84,138 22,993 216,926 536,266
22,255 22,255 22,255
232,984 1,174 8,749 7,274 17,197 250,181
14,334 282 2,916 1,141 4,339 18,673
15,035 2,202 2,053 4,255 19,290
57,221 2,911 1,437 991 5,339 62,560
500 16,675 16,675 17,175
22,461 1,491 1,506 3,805 6,802 29,263
9,583 458 1,000 2,376 3,834 13,417
6,728 16,609 1,130 17,739 24,467
17,142 8,823 709 9,532 26,674
90,942 90,942 90,942
125,344 15,643 18,794 9,853 44,290 169,634
142,320 2,186 8,909 5,573 16,668 158,988
18,445 2,537 1,573 1,560 5,670 24,115
26,534 18 5,686 3,184 8,888 35,422
2,232 93 93 2,325
85,481 11,621 8,454 20,075 105,556
16,463 3,481 410 283 4,174 20,637
263,498 263,498
$ 4427825 § 387,681 § 413,035 $ 278,256 § 1,078,972 $ 5,506,797
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Cash flows from operating activities:
Changes in net assets $ 84,796
Adjustments to reconcile changes in net assets
to net cash provided by operating activities:
Depreciation and amortization expense 244,397
Amortization of bond issue costs 5,246
Net gain on investments (187,591)
Change in allowance for doubtful accounts 1,872
Change in beneficial interest in trusts (92,861)
Change in value of split-interest agreement 6,422
Changes in current assets and liabilities:
(Increase) in accounts receivable (12,089)
(Increase) in unconditional promises to give (24,062)
Decrease in prepaid expenses 11,400
Decrease in inventories 27,422
Increase in accounts payable 27,395
Increase in deferred income 21,720
(Decrease) in accrued interest (500)
Increase in accrued payroll, and other liabilities 19.484
Net cash provided by operating activities 133.051
Cash flows from investing activities:
Purchases of investments (1,610,519)
Sales of investments 1,587,373
Payments on split-interest agreement (8,100)
Purchases of property and equipment (43,003)
Net cash (used in) investing activities (74,249)
Cash flows from financing activities:
Payments on bond payable (80,000)
Net cash (used in) financing activities (80,000)
NET INCREASE IN CASH AND CASH EQUIVALENTS (21,198)
Cash And Cash Equivalents, Beginning Of Year 292,593
CASH AND CASH EQUIVALENTS, END OF YEAR S 271,395
Supplemental Cash Flow Information:
Cash paid for interest $ 25,112

The accompanying notes are an integral part of the financial statements.
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(1)  Nature Of The Society

@

The Humane Society of Boulder Valley, Inc. (the “Society”) serves Boulder, Colorado and the
surrounding areas. Its mission is to protect and enhance the lives of companion animals by
promoting healthy relationships between pets and people.

The Society is supported by contributions and grants; fees for services, such as: adoptions, lost

and found services, pet training, and veterinary clinic; and retail sales of donated items at the
thrift shop and of pet supplies.

Summary Of Significant Accounting Policies
Method Of Accounting

The accompanying financial statements have been prepared on the accrual basis of accounting in
accordance with generally accepted accounting principles.

Basis Of Presentation

The Society is required to report information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, temporarily restricted net assets,
and permanently restricted net assets. The Society also follows guidance on net asset classification
for donor restricted endowment funds subject to the enacted Colorado legislation, House Bill 08-
1173, which sets forth standards of conduct for managing and investing institutional funds,
appropriation for expenditure of accumulation of endowment funds, delegation of management
and investment functions and release or modification of restrictions on management, investment
or purpose of such funds.

Use Of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reported period. Actual results could differ from those
estimates.

Fair Value Measurements

The Society follows Fair Value Measurements, which among other things requires enhanced
disclosures about investments that are measured and reported at fair value and establishes a
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framework for measuring fair value. That framework provides a fair value hierarchy that
prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives the
highest priority to unadjusted quoted prices in active markets for identical assets or liabilities
(Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements).
The three levels of the fair value hierarchy under the standard are described below:

Level 1 Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Society has the ability to access.

Level 2 Inputs to the valuation methodology include:
* Quoted prices for similar assets or liabilities in active markets;
* Quoted prices for identical or similar assets or liabilities in inactive markets;
* Inputs other than quoted prices that are observable for the asset or liability;
* Inputs that are derived principally from or corroborated by observable
market data by correlation or other means.

If the asset or liability has a specified (contractual) term, the Level 2 input must
be observable for substantially the full term of the asset or liability.

Level 3 Inputs to the valuation methodology are unobservable and significant to the fair
value measurement.

The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on
the lowest level of any input that is significant to the fair value measurement. Valuation
techniques used need to maximize the use of observable inputs and minimize the use of
unobservable inputs.

Following is a description of the valuation methodologies used for assets measured at fair value.
Money markets: Reflected at cost which approximates fair value.

Equity mutual funds, equities, fixed income and other investments: Valued at the closing
price reported on the active market on which the individual securities are traded.

Real estate investment trust: Valued as reported by the Organization which issued the
investment.

Donated land and interest in time share: Reflected at fair market value at the date of the
donation.

The methods described above may produce a fair value calculation that may not be indicative of
net realizable value or reflective of future fair values. Furthermore, while the Society believes its
valuation methods are appropriate and consistent with other market participants, the use of
different methodologies or assumptions to determine the fair value of certain financial instruments
could result in a different fair value measurement at the reporting date.
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In general, investments are exposed to various risks, such as interest rate, credit and overall
market volatility risk. Due to the level of risk associated with certain investments, it is reasonably
possible that changes in the values of the investments will occur in the near term and that such
changes could materially affect the investment balances and the amounts reported in the balance
sheets.

The carrying amount reported in the statement of financial position for cash and cash equivalents,
accounts receivable, unconditional promises to give, accounts payable and accrued payroll and
other liabilities and accrued interest, approximate fair value because of the immediate or short-
term maturities of these financial instruments.

In general, investments are exposed to various risks, such as interest rate, credit and overall
market volatility risk. Due to the level of risk associated with certain investments, it is reasonably
possible that changes in the values of the investments will occur in the near term and that such
changes could materially affect the investment balances and the amounts reported in the statement
of financial position.

Cash And Cash Equivalents

The Society considers cash and cash equivalents to be cash on hand, demand deposits and
repurchase accounts with maturities of 90 days or less, except those held for long-term
investments.

Accounts Receivable
The Society uses the allowance method to record uncollectible accounts. The allowance is based
on past experience and on specific analysis of the collectability of individual accounts receivable.

Management believes receivables may not be fully collectible for the veterinary clinic and has
therefore established an allowance account for $7,500.

Unconditional Promises To Give

Unconditional promises to give are recognized as revenues or gains in the period received and as
assets, decreases of liabilities, or expenses depending on the form of the benefits received.
Management believes promises to give may not be fully collectible and has therefore established
an allowance account for $1,622.

Promises to give are recorded at net realizable value if expected to be collected within one year
and at fair value if expected to be collected in more than one year. As of the December 31, 2012,
the discount related to promises to give expected to be received in more than one year is
immaterial to the financial statements.
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Inventories

Inventories of pet supplies are stated at the lower of cost or market value with cost determined by
using the first-in, first-out (FIFO) method. Inventories also consist of materials donated to the
Thrift Shop and are valued at their estimated fair value.

Investments

Investment income and gains restricted by donors are reported as increases in unrestricted net
assets if the restrictions are met (either a stipulated time period ends or a purpose restriction is
accomplished) in the reporting period in which the income and gains are recognized.

Property And Equipment

Expenditures for property and equipment, in excess of $1,000, are stated at cost and depreciated
using straight-line methods based upon estimated useful lives as follows:

Buildings and improvements 10 to 40 years
Equipment 5 to 12 years
Automobiles 5 to 12 years
Furniture and fixtures 12 years
Software 3 years

Expenditures for maintenance and repairs are charged to the appropriate expense accounts as
incurred. Expenditures for renewals or betterments which materially extend the useful lives of
assets or increase their productivity are capitalized at cost. The costs and related allowances for
depreciation of the assets retired or otherwise disposed of are eliminated from the accounts. The
resulting gains or losses are included in the change in net assets. Construction in progress is not
depreciated until the asset is placed into service.

Bond Issuance Costs

Issuance costs related to the issuance of the bond payable are amortized over the life of the bond.
Contributions And Grants

Contributions and grants received are recorded as unrestricted, temporarily restricted, or
permanently restricted support, depending on the existence of any donor restrictions.

Support, including investment income, that is restricted by the donor is reported as an increase
in unrestricted net assets if the restriction expires in the reporting period in which the support is
recognized. All other donor-restricted support is reported as an increase in temporarily restricted
net assets. When a restriction expires (that is, when a stipulated time restriction ends or purpose
restriction is accomplished), temporarily restricted net assets are released in the Statement of
Activities as satisfaction of restrictions.
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3)

Donated Services, Materials, Facilities, And Property And Equipment

Donated services, materials (including goods donated to the Thrift Shop for resale), and facilities
that meet required criteria are reflected in the financial statements as contributions and expenses
at fair market value or rates estimated by management at the time of the donation. In addition,
many individuals volunteer their time and perform a variety of tasks that assist the Society. The
Society received 61,498 volunteer hours for the year ended December 31, 2012. Amounts
applicable to these donated services are not reflected in the accompanying financial statements
because the volunteers’ time does not meet the criteria for recognition.

Donations of property and equipment are recorded as support at their estimated fair value. Such
donations are reported as unrestricted support unless the donor has restricted the donated asset to
a specific purpose. Assets donated with explicit restrictions regarding their use and contributions
of cash that must be used to acquire property and equipment are reported as restricted support.
Absent donor stipulations regarding how long those donated assets must be maintained, the
Society reports expirations of donor restrictions when the donated or acquired assets are placed
in service.

Functional Allocation of Expenses

The costs of providing the various programs and activities have been summarized on a functional
basis in the statement of activities. Accordingly, certain costs have been allocated among the
program and supporting services benefitted.

Subsequent Events

The Society has performed an evaluation of subsequent events through May 20, 2013, which is
the date the financial statements were available to be issued, and has considered any relevant
matters in the preparation of the financial statements and footnotes.

Tax Exempt Status And Deferred Tax

The Society, a public charity, has previously received notice from the Internal Revenue Service
of exemption from income tax under Section 501(c)(3) of the Internal Revenue Code. Certain
portions of the Society’s operation are subject to unrelated business income tax. The Society has
a net operating loss carry forward of $152,496. The resulting deferred tax asset amounted to
$53,984 and has been fully allowed for as the Society does not expect to utilize it. Accordingly,
this has not been reflected in the financial statements. During the year ended December 31, 2012,
the valuation allowance decreased by $31,954. The net operating loss carryforward amounts
expire in varying amounts 2021 through 2030. During the year ended December 31, 2012, no
income tax expense was incurred. ‘

The Society follows Accounting for Uncertainty in Income Taxes which requires the Society to
determine whether a tax position (and the related tax benefit) is more likely than not to be
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“4)

S

sustained upon examination by the applicable taxing authority, based solely on the technical on
the technical merits of the position. The tax benefit to be recognized is measured as the largest
amount of benefit that is greater than fifty percent likely of being realized upon settlement,
presuming that the tax position is examined by the appropriate taxing authority that has full
knowledge of all relevant information. During the year ended December 31, 2012, the Society’s
management evaluated its tax positions to determine the existence of uncertainties, and did not
note any matters that would require recognition or which may have an affect on its tax-exempt
status.

The Society is no longer subject to U.S. federal tax audits on its Form 990 and Form 990-T for
years prior to 2009. Additionally, the Society is no longer subject to audits on its related state
return by taxing authorities for years prior to 2008. The years subsequent to these years contain
matters that could be subject to differing interpretations of applicable tax laws and regulations.
Although the outcome of tax audits is uncertain, the Society believes no issues would arise.

Unconditional Promises To Give

Unconditional promises to give consist of the following:

Amount due in less than one year $ 53,842
Amount due in one to five years 15,000
Total unconditional promises to give 68,842
Less: Allowance for doubtful accounts (1,622)

$  67.220

Investments And Concentration Of Credit Risk

The following table presents the Society’s fair value hierarchy and major categories for those
assets measured at fair value on a recurring basis as of December 31, 2012:

Level 1 Level 2 Level 3 Total
Money market funds $ 232,78 $ $ $ 232,786
Equity mutual funds 790,828 790,828
Fixed income 470,774 470,774
Equities
Small cap 53,989 53,989
Mid cap 164,136 164,136
Large cap 71,947 71,947
High yield 21,658 21,658
International 160,458 160,458
Emerging markets 65,579 65,579

Energy 18,901 18,901
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Goods and services 388,652 388,652
Financial 137,822 137,822
Bond funds 188,415 188,415
Technology 149,095 149,095
Commodities 168,658 168,658
Real estate investment trust 7,471 7,471
Donated land 190,692 190,692
Interest in time share 3,000 3,000

Total $ 3,083,698 $ $ 201,163 $ 3,284,861

The investments consist of numerous individual stocks in which no concentrations exist relative
to any sectors or geographic areas.

The valuation technique used to measure the fair value of the Level 3 investments for the donated
land and interest in time share was based upon the appraised value as of the date of donation.
Management has determined the fair value has not changed relative to the donated land as there
is no current interest in the vacant land.

The changes in the investments for which the Society has used Level 3 inputs to determine the fair
value are as follows:

Balance, January 1, 2012 $ 204,401
Investment income (3,238)
Balance, December 31, 2012 $ 201,163

The following schedule summarizes investment income for the year ended December 31, 2012:

Interest and dividend income $ 69,657
Investment advisor/trustee fees (19,836)
Net realized gain 120,117
Net unrealized gain 67,474
Income distributed by beneficial trusts 120,813
Investment income, net $ 358,225

The Society is required to maintain cash received under the bond agreement in a separate bank
account and is to be used for the payments on the bond payable. As of December 31, 2012, the
balance was $449,606 and is included in investments.

The Society’s cash demand deposits are held at financial institutions in which deposits are insured
by the Federal Deposit Insurance Corporation (“FDIC”). As of December 31, 2012, the
Society’s cash demand deposits did not exceed the FDIC insurance limit.

As of December 31, 2012, 80% of unconditional promises to give was from three donors.
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(6)  Beneficial Interest In Trusts

(7

The following table presents the Society’s fair value hierarchy and major categories for those
assets measured at fair value on a recurring basis as of December 31, 2012:

Level 1 Level 2 Level 3 Total
Money Market Funds $ 186,161 $ $ $ 186,161
Equity mutual fund 113,940 113,940
Equities
Large cap 305,248 305,248
Mid cap 76,119 76,119
Emerging markets 15,452 15,452
Real assets 82,820 82,820
Domestic 254,029 254,029
International 418,604 418,604
Fixed income 853,810 853,810
Other 140,741 29,893 170,634
Total $ 2,446,924 $ 29,893 § $ 2,476,817

The Beneficial Interests in Trusts are considered Level 1 and Level 2 based upon the underlying
investments. The trusts are maintained in separate investment accounts on behalf of the Society
and are not commingled with other funds by the Trustee. Accordingly, such investments are not
reflected as Level 3 as the investments fair market value represents the Society’s interest.

Endowments
General

The Society’s Endowment Fund was established by action of the Board of Directors (the “Board”)
to be maintained in perpetuity. The Endowment Fund may include both donor-restricted
endowment funds as well as funds designated by the Board to function as endowments. The
endowment funds may be established for either specific purposes or general operating use. As
required by generally accepted accounting principles, net assets associated with endowment funds,
including funds designated by the Board to function as endowments, are classified and reported
based on the existence or absence of donor-imposed restrictions.

Interpretation of Relevant Law

The Board of Directors of the Society (the “Board”) interpreted the Uniform Prudent Management
of Institutional Funds Act (“UPMIFA”) as requiring the preservation of the fair value of the
original gift as of the gift date of the donor-restricted endowment funds absent explicit donor
stipulations to the contrary. As a result of this interpretation, the Society classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment and (b)



THE HUMANE SOCIETY OF BOULDER VALLEY, INC.

Notes To Financial Statements Page -15-

the original value of subsequent gifts to the permanent endowment. The remaining portion of the
donor-restricted endowment fund that is not classified in permanently restricted net assets is
classified as temporarily restricted net assets until those amounts are appropriated for expenditure
by the Society in a manner consistent with the standard of prudence prescribed by UPMIFA. In
accordance with UPMIFA, the Society considers the following factors in making a determination
to appropriate or accumulate donor-restricted endowment funds:

(1) The duration and preservation of the fund

(2) The purposes of the Society and the donor-restricted endowment fund

(3) General economic conditions

(4) The possible effect of inflation and deflation

(5) The expected total return from income and the appreciation of investments

(6) Other resources of the Society

(7) The investment policies of the Society

Changes in Endowment Net Assets as of December 31, 2012:

Temporarily  Permanently

_Unrestricted  __Restricted  __ Restricted Total

Endowment net assets,

beginning of the year $ (111,629) $ 17,933  $ 1,692,296 $ 1,598,600
Investment return:

Interest income, net of fees 18,084 11,219 29,303

Net gain/loss on securities

(realized and unrealized) 120,594 120,594

Total investment return 138,678 11,219 149,897
Appropriation of endowment

assets for expenditures (76,253) (5,700) (81,953)

Endowment net assets,
end of the year $ (49,204) $§ 23,452 $1,692,296 $ 1,666,544




THE HUMANE SOCIETY OF BOULDER VALLEY, INC.

Notes To Financial Statements Page -16-

Funds held in Trust

Funds held in trust in perpetuity by designation of the donor for the benefit of the Society are also
subject to the restrictions of UPMIFA, and as such must be accounted for in a similar manner.
However, appropriations from funds held in trust are determined in accordance with provisions
of each individual trust. The Society is the trustee on the beneficial interest in trusts.

Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor-restricted endowment
funds may fall below the level that the donor or UPMIFA requires the Society to retain as a fund
of perpetual duration. In accordance with GAAP, deficiencies of this nature are reported in
unrestricted net assets. These deficiencies result from unfavorable market fluctuations that may
occur after the investment of permanently restricted contributions and appropriation that was
deemed prudent by the Board. As of December 31, 2012, such deficiencies amounted to $49,204.

Return Obijectives and Risk Parameters

An Investment Policy Statement (IPS) was adopted by the Board in May 2011. The Endowment
Fund is invested as a portion of the “Pooled Fund” which strives to provide a predictable stream
of funding to programs supported by its endowment while seeking to maintain the purchasing
power of the endowment assets. The Pooled Fund is invested with a long-term strategy with a
balanced portfolio of equity, fixed-income, alternative assets, and cash. The Pooled Fund’s stated
goal is to average an annual return of 5% over inflation, as measured by the Consumer Price
Index (CPI). Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the Society relies on a total return strategy in
which investment returns are achieved through both capital appreciation (realized and unrealized)
and current yield (interest and dividends). The Society targets a diversified asset allocation that
places a greater emphasis on equity-based investments to achieve its long-term return objectives
within prudent risk constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The Society has a policy of appropriating for distribution each year 5% of its endowment fund’s
average fair value over the prior eight quarters through the calendar year-end preceding the fiscal
year in which the distribution is planned. In establishing this policy, the Society considered the
long-term expected return on its endowment. Accordingly, over the long term, the Society expects
the current spending policy to allow its endowment to grow at an average of at least the CPI
annually. This is consistent with the Society’s objective to maintain the purchasing power of the
endowment assets held in perpetuity or for a specified term as well as to provide additional real
growth through new gifts and investment return. Appropriation may be made in the form of the
Society’s expenditure budget on an annual basis.
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The following summarizes property and equipment as of December 31, 2012:

Land $ 24,480

Buildings and improvements 5,294,569

Equipment 741,134

Automobiles 124,436
Furniture and fixtures 231,046
Software 77,515
6,493,180

Less: accumulated depreciation (2,637,894)
$ 3,855,286

Split-Interest Agreement

On August 21, 2006, the Society received property with a fair market value of $180,000 under
a charitable gift annuity agreement. Terms of the agreement call for quarterly payments to the
donor under a joint annuity arrangement based upon an annuity rate of 4.5% of the initial fair
market value of the property. The liability is discounted as 6.2% utilizing appropriate actuarial
assumptions. The liability as of December 31, 2012, was $95,988.

Bond Payable

On March 15, 2001, the Society entered into a bond payable agreement for $3,650,000 from the
proceeds of the issuance of Boulder County, Colorado, Variable Rate Demand Development
Revenue Bonds, Series 2001. The Society entered into an interest rate swap agreement with a
financial institution, the objective of which was to allow the Society to pay a fixed interest rate
rather than the variable rate included in the original bond agreement. Payments on the principal
balance are due annually commencing May 1, 2002 through May 1, 2020, with interest payments
due quarterly at a 3.13% fixed rate, until maturity. Interest expense incurred on this payable
amounted to $25,112 for the year ended December 31, 2012. The bond payable is secured by a
letter of credit held with Wells Fargo Bank, NA. The letter of credit expires on November 1,
2013, and provides for the renewal of such upon that date. Failure to renew the letter of credit
will result in the mandatory redemption of the bonds. Under the letter of credit agreement, the
Society is required to pay annual letter of credit fees and quarterly remarketing fees equal to 1%
and 0.125%, respectively, of the outstanding principal balance.

The annual letter of credit fees and quarterly remarketing fees amounted to $8,332 and $957
respectively, for the year, ended December 31, 2012.
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Future annual maturities of bond payable as of December 31, 2012, are as follows:

Year Ended

December 31,

2013 $ 80,000
2014 85,000
2015 85,000
2016 90,000
2017 95,000
2018 and thereafter 305,000
Total $ 740.000
Commitments

The Society has a lease agreement for the thrift and gift shop as well as an equipment lease.
Future minimum rent payments on these leases as of December 31, 2012, are as follows:

Year ended December 31,

2013 $ 102,085
2014 90,942
2015 90,942
Total $ 283,969
Restricted Net Assets

Donor imposed restrictions on net assets have been segregated into temporarily restricted and
permanently restricted net assets. Temporarily restricted net assets as of December 31, 2012, are
available for the following:

Grace Bennett Jones Trust, principal and income distributions available $ 933,899
Endowment fund earnings 23,452
Care of Great Danes and Wolfhounds 1,660
Anti-cruelty fund 5,890
Provide training for other humane organizations 5,000
Transfer program 5,833
Behavior modification 15,000

Time restricted contributions 53,720
$ 1,044,454
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Permanently restricted net assets as of December 31, 2012, consist of the following:

Virginia Christensen Trust, income distributions only for programs

and capital improvement $ 1,529,877
Anna Belle Morris Trust, income distributions only 61,839
Endowment Fund - SHARE program 6,000
Endowment Fund - Humane education 50,000
Endowment Fund - other 44,580

$ 1,692,296

(13) Expenses

Total expenses incurred are as follows:

Total expenses reported by function $ 5,506,797
Cost of retail sales 124,365
Cost of direct benefit to donors 97,948
Investment advisor/trustee fees 19,836

$ 5,748,946

(14) In-Kind Contributions

During the year ended December 31, 2012, the Society received $73,140 of donated services, of
which $6,440 was for pro-bono legal services. These services are included in the expense
functions on the statement of activities as follows:

Legal $ 6,440
Community outreach 36,685
Thrift and Gift shop 3,335
Development and fundraising 6,670
Shelter, behavior and training 13,340
Veterinary clinic 6,670

Total $ 73,140

(15) Advertising Costs

The Society expenses the costs of advertising the first time the advertising takes place. For the
year ended December 31, 2012, advertising expense amounted to $19,752.
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(16) Retirement Plan

In June 2006, the Society implemented an Internal Revenue Code Section 403(b) tax-deferred
plan. Employees scheduled to work at least 20 per week are eligible to participate in the plan.
Employees wishing to participate elect to defer any whole percentage of their compensation (up
to 75%) or a flat dollar amount per payroll period, provided they do not contribute more than the
maximum permitted by law. The Society’s plan includes discretionary employer matching or
profit sharing contributions. Employees meeting other minimum eligibility requirements are
eligible to receive employer contributions following one year of service. Pension expense totaled
$20,549 for the year ended December 31, 2012.



