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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Blue Mountain Humane Society
Walla Walla, Washington

Opinion

We have audited the accompanying financial statements of Blue Mountain Humane Society (a
nonprofit organization), which comprise the statement of financial position as of December 31, 2021,
and the related statements of activities and changes in net assets, functional expenses, and cash
flows for the year then ended, and the related notes to the financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Blue Mountain Humane Society as of December 31, 2021, 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.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report. We are required to
be independent of the Organization and to meet our ethical responsibilities in accordance with the
relevant ethical requirements relating to our audit. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for
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.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the
Organization’s ability to continue as a going concern within one year after the date that the
financial statements are available to be issued.



Auditors’ Responsibility for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditors’
report that includes our opinion. Reasonable assurance is a high level of assurance but is not
absolute assurance and therefore is not a guarantee that an audit conducted in accordance with
generally accepted auditing standards will always detect a material misstatement when it exists.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if
there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted accounting standards, we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.
o Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and

disclosures in the financial statements.

¢ Obtain an understanding of internal control relevant to the audit 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 Organization’s internal control. Accordingly, no such
opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as, evaluate the overall
presentation of the financial statements.

¢ Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Organization’s ability to continue as a
going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control related matters that we identified during the audit.

MoprioesT CPA GRooP PLLc

Tri-Cities, Washington
November 7, 2022



Blue Mountain Humane Society
Statement of Financial Position
December 31, 2021

ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 262,860
Accounts receivable 16,733
Pledges receivable, current 4,500
Prepaid expenses 27,423
Total current assets 311,516
PROPERTY AND EQUIPMENT:
Buildings and improvements $ 2,894,353
Vehicles and equipment 223,402
3,117,755
Less accumulated depreciation 1,149,375
1,968,380
Land 145,156
2,113,536
OTHER ASSETS:
Investments 3,671,077
Pledges receivable, noncurrent, net of discount 12,635
3,683,712
$ 6,108,764
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable $ 8,963
Payroll liabilities 24,094
Accrued vacation 15,164
Prepaid dog licenses 24,500
Total current liabilities 72,721
NET ASSETS:
Without donor restrictions
Board designated $ 2,575,592
Undesignated 2,337,831
4,913,423
With donor restrictions 1,122,620
Total net assets 6,036,043
$ 6,108,764

See accompanying notes to financial statements. 4



Blue Mountain Humane Society
Statement of Activities and Changes in Net Assets
Year Ended December 31, 2021

Without Donor With Donor
Restrictions Restrictions Total
REVENUES AND SUPPORT:
Public support:
Contributions $ 670,020 $ 10,000 $ 680,020
Contributions, in-kind 163,524 163,524
Grants 124,500 124,500
Legacies and bequests 46,865 46,865
Fundraising 3,660 - 3,660
Total public support 1,008,569 10,000 1,018,569
Special event revenue:
Special event revenue 78,517 78,517
Less costs of direct benefits to donors 4,109 4,109
Net special event revenue 74,408 74,408
Other revenue:
Contracts 100,989 100,989
Animal operations 305,630 305,630
Animal control fees 63,531 63,531
Total other revenue 470,150 470,150
Total revenues and support 1,553,127 10,000 1,563,127
Net assets released from restrictions 47,916 (47,916) -
1,601,043 (37,916) 1,563,127
EXPENSES:
Program services 1,418,799 1,418,799
Management and general 120,041 120,041
Fundraising 94,914 94,914
Total expenses 1,633,754 1,633,754
CHANGES IN NET ASSETS
BEFORE OTHER INCOME (32,711) (37,916) (70,627)
OTHER INCOME:
Paycheck Protection Program loan
forgiveness 335,268 335,268
Interest income 58 - 58
Net investment return 370,549 219,964 590,513
Total other income 705,875 219,964 925,839
CHANGES IN NET ASSETS 673,164 182,048 855,212
NET ASSETS, BEGINNING OF YEAR 4,240,259 940,572 5,180,831
NET ASSETS, END OF YEAR $ 4,913,423 $ 1,122,620 $ 6,036,043

See accompanying notes to financial statements.



Blue Mountain Humane Society
Statement of Functional Expenses
Year Ended December 31, 2021

Program Management
Services and General Fundraising Total

Salaries, payroll taxes,

and benefits $ 849,595 $ 67,739 $ 79,541 $ 996,875
Animal care 231,426 - 231,426
Depreciation 107,573 8,897 849 117,319
Veterinary services and

supplies 64,601 - - 64,601
Utilities 44,801 2,358 - 47,159
Professional fees - 32,913 - 32,913
Supplies 16,831 1,870 - 18,701
Dues and subscriptions 7,645 3,822 3,822 15,289
Computer maintenance 14,104 - - 14,104
Staff development and training 12,756 - - 12,756
Advertising 12,642 - - 12,642
Repairs and maintenance 11,732 - 11,732
Bank charges 9,296 - 2,324 11,620
Insurance 8,867 2,442 - 11,309
Rent 7,397 - - 7,397
Fundraising - 7,043 7,043
Vehicle 7,003 - - 7,003
Postage 5,338 - 1,335 6,673
Taxes and licenses 5,367 - 5,367
Special event, cost of direct

benefit to donors - 4,109 4,109
Animal control 672 - 672
Miscellaneous 1,153 - - 1,153

1,418,799 120,041 99,023 1,637,863

Less expenses included with
revenue on the statements

of activities:
Special event, cost of direct
benefit to donors - - 4,109 4,109

Total expense included in
expense section of the
statements of activities $ 1,418,799 $ 120,041 $ 94,914 $ 1,633,754

See accompanying notes to financial statements. 6



Blue Mountain Humane Society
Statement of Cash Flows
Year Ended December 31, 2021

INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from operations and donors
Cash paid to suppliers and employees
Interest received
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment
Purchase of investments
Proceeds from sales of investments
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Paycheck Protection Program proceeds received

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

Reconciliation of Changes in Net Assets to
Net Cash Provided by Operating Activities:
Changes in net assets
Adjustments to reconcile changes in net assets
to net cash provided by operating activities:
Depreciation
Realized gain on investments
Unrealized gain on investments
Interest and dividends reinvested
Investment fees paid
Paycheck Protection Program loans forgiven
Decrease (increase) in assets:
Accounts receivable
Pledges receivable
Prepaid expenses
Increase (decrease) in liabilities:
Accounts payable
Payroll liabilities
Accrued vacation
Prepaid dog licenses
Total adjustments

Net cash provided by operating activities

(1,575)
(418,656)
132,281

$ 1,409,121

(1,345,030)

58

117,319
(29,804)
(463,755)
(102,527)
5,573
(335,268)

(2,039)
4,076
11,992

8,577

(7,765)

(814)
3,372

64,149

(287,950)

188,045

(35,756)
298,616

262,860

855,212

(791,063)

$

64,149

See accompanying notes to financial statements.



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 1- ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES:

Organization:

Blue Mountain Humane Society (the Organization) is a not-for-profit charitable organization that
provides support services for animals in Walla Walla, Washington, and surrounding areas. The
Organization’s primary purpose is to prevent cruelty and promote kindness to animals in their
community. This is accomplished through the operation of an animal shelter, education programs,
and cruelty and neglect investigations. Funding sources include the following:

e Shelter fees
e Municipal contracts for housing animals
¢ Donations from caring individuals and businesses

Summary of Significant Accounting Policies:

Basis of presentation — The accompanying financial statements have been prepared on the accrual
basis of accounting in accordance with accounting principles generally accepted in the United States
of America.

Cash and cash equivalents — The Organization considers all highly liquid investments, with an
original maturity of three months or less, to be cash equivalents. The Organization maintains its
cash in bank deposit accounts with financial institutions. Cash balances may exceed amounts
insured by the Federal Deposit Insurance Corporation at various times during the year;
management does not consider this to be a significant credit risk.

Accounts receivable — Receivables are carried at their original amount, less an estimate made for
doubtful accounts based on a review of all outstanding amounts on an annual basis. Management
determines the allowance for doubtful accounts by identifying troubled accounts and by using
historical experience applied to an aging of accounts. Receivables are written off to the allowance
when deemed uncollectible. No allowance was deemed necessary at December 31, 2021. Recoveries
of receivables previously written off are recorded when received.

Pledges receivable — Unconditional promises to give are included in the accompanying financial
statements as pledges receivable and contribution revenue. Promises to give are written off to the
allowance when considered uncollectible. No allowance was deemed necessary at December 31, 2021.

Property and equipment — Property and equipment are stated at cost or, if donated, at their
approximate fair value at the date of donation. Depreciation is computed on a straight-line basis
over the estimated useful lives of the assets ranging from 5 to 39 years. The Organization
capitalizes all property and equipment acquired in excess of $1,000.




Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 1- ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued):

Summary of Significant Accounting Policies (continued):

Investments — Investments are reported at cost, if purchased, or at fair value, if donated.
Thereafter, investments are reported at their fair values in the statement of financial position.
Investment securities consist of a highly-diversified portfolio of equity securities and mutual funds.
Net investment return/(loss) is reported in the statements of activities and consists of interest and
dividend income, realized and unrealized gains and losses, and investment expenses. The
investments in marketable securities are subject to market risk.

Financial instruments — At December 31, 2021, the carrying value of the Organization’s financial
instruments approximated fair value.

Net assets — Net assets, revenues, gains, and losses are classified based on the existence or absence
of donor- or grantor-imposed restrictions. Accordingly, net assets and net asset changes are
classified and reported as follows:

Net assets without donor restrictions: Net assets that are not subject to donor- or grantor-
imposed restrictions and may be expended for any purpose in performing the primary objectives
of the Organization. These net assets may be used at the discretion of the Board of Directors.

Net assets with donor restrictions: Net assets that are subject to stipulations imposed by donors
and grantors. Some donor restrictions are temporary in nature; those restrictions will be met by
actions of the Organization or by the passage of time. Other donor restrictions are perpetual in
nature, whereby the donor has stipulated the funds be maintained in perpetuity. When a
restriction expires, that is, when a stipulated time restriction ends or a purpose restriction is
accomplished, net assets with donor restrictions are reclassified to net assets without donor
restrictions and reported in the statement of activities as net assets released from restrictions.
Donor-restricted contributions whose restrictions are met in the same reporting period are
reported as net assets without donor restriction support.

Revenue recognition — contributions:

Contributions — Contributions are recognized when cash, securities or other assets, an
unconditional promise to give, or notification of a beneficial interest is received. Conditional
promises to give, that is, those with a measurable performance or other barrier, and a right of
return, are not recognized until the conditions on which they depend have been substantially met.

In-kind contributions — Donated goods are recorded at their estimated fair value when received.
Contributions of services are recognized if the services received create or enhance nonfinancial
assets or require specialized skills, are provided by individuals possessing these skills and would
typically need to be purchased if not provided by donation. Gifts of property and equipment, and
gifts of cash to be used to acquire property and equipment, are reported as restricted support, and
classified to net assets without donor restrictions when placed into service.




Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 1- ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued):

Summary of Significant Accounting Policies (continued):
Revenue recognition — contracts:

Contracts — The Organization has been contracted by city and county municipalities to
perform shelter services. Shelter services are primarily based on a contracted fee that is
billed monthly. The fees are recognized as revenue ratably throughout the contract period
since management feels that this is the best way to measure the progress of the contracted
services.

Animal operations — The Organization derives revenue from the adoption of animals to
individuals within the community and from spay and neuter services. Revenues for
adoptions are recognized when an animal’s adoption is finalized. Revenues from spay and
neuter services are recognized when the surgery is performed. These services are recognized
at a point in time.

Animal control fees — The Organization has been contracted by city and county
municipalities to perform licensing and impound services. Impound services are based on a
contracted fee per month or per animal, depending on the jurisdiction. Revenue is recorded
monthly in both cases. Licensing of dogs is required on an annual basis and related revenue
1s recorded in the calendar year that the license is valid.

Accounts receivable and prepaid dog licenses consisted of the following at December 31,

2021:
Accounts Pre-Paid
Receivable Dog Licenses
Beginning of year $ 14,694 $ 21,128
End of year 16,733 24,500

Allocation of expenses — The costs of program and supporting service activities have been
summarized on a functional basis in the statement of activities. The statement of functional
expenses presents the natural classification detail by function. Accordingly, certain costs have been
allocated among the programs and supporting services benefited. Salaries have been allocated
based on estimated time spent; depreciation, supplies, postage, dues, and subscriptions have been
allocated based on estimated usage of materials or services; utilities are allocated based on square
footage; insurance is specifically allocated based on policies; and all other expenses are allocated
based on the actual costs.

10



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 1- ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued):

Summary of Significant Accounting Policies (continued):

Advertising — Advertising cost is expensed as incurred. Advertising expense for the year ended
December 31, 2021, was $12,642.

Use of estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America 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 reporting period. Actual
results could differ from those estimates.

Income taxes — Under the provisions of Section 501(c)(3) of the Internal Revenue Code, the
Organization is exempt from federal income taxes, except for net income from unrelated business
activities. For the year ended December 31, 2021, the Organization had no unrelated business
activities subject to federal income tax. Management has evaluated the Organization’s tax positions
and concluded that the Organization had taken no uncertain tax positions that require adjustments
to the financial statements.

New Accounting Pronouncements — In February 2016, the Financial Accounting Standards Board
(FASB) issued Accounting Standards Update (ASU) 2016-02, Leases (Topic 842). This update
increases transparency and comparability among organizations by recognizing lease assets and
lease liabilities on the combined balance sheet and disclosing key information about leasing
arrangements. ASU 2016-02 will be effective for fiscal years beginning after December 15, 2021.
The Organization’s management is currently in the process of evaluating the impact of the adoption
of this ASU on the financial statements.

NOTE 2 - AVAILABILITY AND LIQUIDITY:
The Organization receives significant unrestricted contributions and shelter program revenues to
meet cash needs and to fund general operating expenditures. The Organization manages liquidity

and cash reserves following two guiding principles:

1. Operating within a prudent, board-approved budget which maintains adequate liquid assets
to meet cash needs for the current year.

2. Building and maintaining reserves and long-term investments to insure the sustainability of
the Organization.

11



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 2 - AVAILABILITY AND LIQUIDITY (continued):

The Organization maintains the following policies to facilitate the above guiding principles:

Investment policy governing the endowment and board restricted savings:

The Organization partially funds cash needs for operations from draws of endowments and
board-designated savings. The finance committee meets quarterly to oversee the cash needs
and investments of the organization, and presents a recommendation to the full board
regarding the draw rate (spending rate) during the budgeting process. The draw rate ranges
from 4% to 6% of the 3-year average balance of the endowments and investment accounts.

Sweep savings account policy: To meet seasonal cash fluctuations the organization also
maintains a $50,000 reserve in a sweep savings account. The reserve is used at the direction
of the Treasurer and replenished, when possible, throughout the year, and always after the
fundraising event in October.

Building reserve policy: To meet future capital replacement needs and expenditures, the
board maintains a separate Building Reserve account, for use at the direction of the
Treasurer and replenished, when possible, throughout the year.

The Organization’s financial assets available for general expenditure within one year of the balance
sheet date are as follows:

Cash and cash equivalents $ 262,860
Accounts receivable 16,733
Pledges receivable 17,135
Investments 3,671,077

Total financial assets 3,967,805

Less amounts not available to be used within one year:
Donor-imposed restrictions:

Funds subject to purpose restrictions 10,000
Funds subject to time restrictions 12,635
Endowment investments not available over next 12 months 1,050,004
Internal designations:
Board designated investments not available over next 12 months 2,430,232
Financial assets available to meet cash needs
for general expenditures within one year $ 464,934

12



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 3 - PLEDGES RECEIVABLE:
During the year ended December 31, 2016, the Organization entered into a ten-year land lease that
has an estimated fair value of $6,000 per year. The lease requires annual payments of $1,500. The

remaining in-kind donation was recorded as a pledge receivable, using a discount rate of 2%.

The Organization’s pledges receivable consisted of unconditional promises to give and are due as
follows as of December 31, 2021:

In-Kind Rent

Receivable in less than one year $ 4,500
Receivable in one to five years 13,500
Receivable in six to ten years -
18,000

Less:
Discount to net present value 865
$ 17,135

NOTE 4 - SELF INSURANCE:

The Organization has elected to opt-out of participation in the Washington State Employment
Security Program. The Organization is self-insured for unemployment claims through 501(c)
Agencies Trust. Contributions to 501(c) Agencies Trust are accumulated and used to pay future
claims. The Organization could be required to make additional payments if claims exceed the
accumulated contributions. At December 31, 2021, $11,734 was held on deposit with 501(c)
Agencies Trust, and is included in prepaid expenses. The ultimate costs of claims are accrued when
incidents occur that give rise to claims.

13



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 5 - FAIR VALUE MEASUREMENTS:

FASB has established a fair value measurement standard, which establishes a three-level hierarchy
for disclosure of assets and liabilities recorded at fair value. The classification of assets and
liabilities within the hierarchy is based on whether the inputs to the valuation methodology used for
measurement are observable or unobservable. Observable inputs reflect market-derived or market-
based information obtained from independent sources while unobservable inputs reflect estimates
about market data.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value
into three broad levels:

Level 1 — Quoted prices are available in active markets for identical investments as of the
measurement date. The Organization does not adjust the quoted price for these investments.

Level 2 — Pricing inputs are observable for the investments, either directly or indirectly, as of
the measurement date, but are not the same as those used in Level 1. Fair value is
determined through quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data.

Level 3 — Pricing inputs are unobservable for the investment and include situations where
there is little, if any, market activity for the investment. The inputs into the determination
of fair value require significant management judgment or estimation.

In many cases, a valuation technique used to measure fair value includes inputs from multiple
levels of the fair value hierarchy. The lowest level of significant input determines the placement of
the entire measurement in the hierarchy.

The following is a description of the valuation methodologies used for assets measured at fair value.
There have been no changes in the methodologies used at December 31, 2021.

Mutual Funds and Exchange Traded Funds: Valued daily at the closing price as reported by
the fund. Mutual funds held by the Organization are open-ended mutual funds that are
registered with the Securities and Exchange Commission. These funds are required to
publish their daily net asset value and to transact at that price. The mutual funds and
exchange traded funds held by the Organization are deemed to be actively traded.

Common Stocks: Valued at the closing price reported on the active market on which the
individual securities are traded.

Preferred and fixed rate cap securities: Valued at the closing price reported on the active
market on which the individual preferred trades. Preferred generally pay a fixed rate
coupon, but may also have a floating structure. Individual bonds are valued at the last
accepted bid for such bond. A current bid should be requested in the event of liquidation and
may vary from the last accepted bid.

14



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 5 - FAIR VALUE MEASUREMENTS (continued):

The following table discloses by level, within the fair value hierarchy, the Organization’s fair value
measurements at December 31, 2021:

Fair Value
Level 1 Level 2 Total Cost
Mutual Funds:
Growth $ 314,553 $ - $ 314,553 $ 249,375
Aggressive 98,217 - 98,217 87,985
Income 403,755 - 403,755 410,652
Growth and income 413,929 - 413,929 327,074
Mid cap growth 205,001 - 205,001 65,533
Common Stocks:
Growth 714,840 - 714,840 292,715
Growth and income 665,493 - 665,493 306,375
Exchange traded and
closed-end funds:
Income 79,067 - 79,067 79,805
Growth and income 302,076 - 302,076 167,692
Preferred and fixed rate
cap securities:
Income - 340,102 340,102 321,545
Cash and cash equivalents 134,044 - 134,044 134,044

$ 3,330,975 $ 340,102 $ 3,671,077 $ 2,442,795

There were no Level 3 investments at December 31, 2021.

The endowment fund consists of marketable securities valued at $1,095,485 at December 31, 2021.
Absent donor stipulations to the contrary, investment return from marketable securities retained in
perpetuity are subject to appropriation for expenditure by the Board of Directors in a manner

consistent with the standard of prudence prescribed by Uniform Prudent Management of
Institutional Funds Act (UPMIFA).

Investment return consisted of the following for the year ended December 31, 2021:

Interest and dividends $ 102,527
Realized gain 29,804
Unrealized gain 463,755
Investment fees (5,573)
$ 590,513

15



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 6 - ENDOWMENTS:

The Organization’s endowments consist of donor-restricted funds established to provide continuing
resources for the Organization’s mission. As required by accounting principles generally accepted in
the United States of America, net assets associated with endowment funds, including funds
designated by the Board of Directors 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 has interpreted the Washington State 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 Organization classifies net assets with donor restrictions as:

e The original value of initial and subsequent gift amounts donated to the endowment; and
e Any accumulations to the endowment made in accordance with the direction of the applicable
donor gift instrument at the time the accumulation is added.

Donor-restricted amounts not retained in perpetuity are subject to appropriation for expenditure by
the Board of Directors in a manner consistent with the standard of prudence prescribed by
UPMIFA. In accordance with UPMIFA, the Organization considers the following factors in making
a determination to appropriate or accumulate donor-restricted endowment funds:

¢ General economic conditions;
The possible effect of inflation and deflation;

e The role that each investment or course of action plays within the overall investment
portfolio of the fund;
The expected total return from income and the appreciation of investments;

e Other resources of the Organization;

e The needs of the Organization, or a particular fund within the Organization, to make
distributions and to preserve capital; and

e An asset’s special relationship or special value, if any, to the Organization’s purposes.

Endowment funds as of December 31, 2021, are as follows:
Without Donor With Donor

Restrictions Restrictions Total
Donor-restricted endowment funds:
Original and donor-restricted gift amount
and amounts required to be maintained
in perpetuity by the donor $ - $ 614,481 $ 614,481
Accumulated investment gains - 481,004 481,004
$ - $ 1,095,485 $ 1,095,485

16



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 6 - ENDOWMENTS (continued):
Changes in the endowment funds for the year ended December 31, 2021, are as follows:

Without Donor With Donor

Restrictions Restrictions Total
Endowment funds,

December 31, 2020 $ - $ 909,361 $ 909,361
Investment return, net - 219,964 219,964
Appropriations of endowment assets

pursuant to spending-rate policy - (33,840) (33,840)
Endowment funds,
December 31, 2021 3 - $ 1,095,485 $ 1,095,485

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 Organization to retain as a
fund of perpetual duration (underwater endowments). The Organization has interpreted UPMIFA
to permit spending from underwater endowments in accordance with prudent measures required
under the laws. There are no funds that have a deficiency as of December 31, 2021.

Return objective and risk parameters:

The Organization has adopted investment and spending policies for endowment assets with the
long-term goal of preserving the asset size and for providing the same level of support in real
dollars. The second long-term goal is to modestly grow the asset size of the investment portfolio by
realizing a real rate of total return of 10% after administrative and management expenses. Actual
results in any given year may vary from this amount.

Strategies employed for achieving objectives:

The goal of the Endowment Committee is to realize investment appreciation, consistent with safety
of principal. The Organization will use an asset allocation model to define the optimum portfolio
mix that relates an expected rate of total return with an expected risk profile of each investment
category as well as the overall portfolio. The Organization has adopted the following asset
allocation: large cap domestic stocks (25% - 45%), small/mid cap domestic stocks (10% - 30%),
international stocks (0% - 20%), domestic fixed income (20% - 40%), alternative investments (0% -
10%), and cash equivalents (0% - 15%).

Spending policy and how the investment objective relates to spending policy:

The Organization periodically reviews the appropriate investment goal for the annual total return of
assets. This goal is expressed in terms of a five-year rolling average and is net of investment fees
paid to investment managers and for custodial services. The appropriate total return goal shall be
established to supporting an annual spending rate of 4% to 6%.

17



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 7- NET ASSET DESIGNATIONS AND RESTRICTIONS:

At December 31, 2021, a portion of the Organization’s net assets without donor restrictions was
designated by the Board of Directors for specific purposes, as follows:

Board restricted reserve $ 2,525,454
Building maintenance reserve 50,138
$ 2,575,592

Net assets with donor restrictions as of December 31, 2021, consisted of the following:

Subject to expenditure for specified purpose:
Shade trees and yard equipment $ 10,000
Subject to passage of time:
Pledges receivable 17,135
Endowments:
Original donor-restricted gift amount
required to be held in perpetuity $ 614,481
Earnings subject to Organization
endowment policy and appropriation,
available for general use 481,004
Total endowments 1,095,485
$ 1,122,620

See Note 6 for further details on the endowment account.

Net assets were released from donor restrictions by incurring expenses satisfying the restricted
purpose or by the occurrence of the passage of time or other events specified by the donors as follows
for the year ended December 31, 2021:

Expiration of time restrictions
Pledges receivable $ 4,076
Restricted-purpose spending-rate distributions
and appropriation:

General use 33,840
Surgery suite 10,000
3 47,916

18



Blue Mountain Humane Society
Notes to Financial Statements
Year Ended December 31, 2021

NOTE 8 - DONOR-DESIGNATED FUNDS:

The Organization has been named a beneficiary of donor-designated funds maintained by the Blue
Mountain Community Foundation (the Foundation). The designated funds are subject to the
Foundation's variance power, which allows their Board of Directors to modify any restriction or
condition placed on the gifts to the Foundation. Due to this variance power, the Organization does
not record an asset or recognize revenue related to these funds until received. During the year
ended December 31, 2021, the Organization received $144,267 from the donor-designated funds that
1s included in contributions in the statement of activities. As of December 31, 2021, balances in
donor-designated funds for the Organization that are maintained by the Foundation were
$2,039,086.

NOTE 9 - IN-KIND CONTRIBUTIONS:

The Organization receives a significant amount of donated goods and services from volunteers.
Contributions of services are recognized if the services received create or enhance nonfinancial
assets, require specialized skills, are provided by individuals possessing these skills, and would
typically need to be purchased if not donated. The fair value of these services was estimated to be
$1,864 for the year ended December 31, 2021.

In-kind contributions other than contributed services are valued at the item’s fair market value and
are held for use within the organization or its programs.

In-kind contributions consisted of the following during the year ended December 31, 2021:

Animal care supplies $ 128,581
Animal enrichment supplies 32,645
Professional services 1,864
Office supplies 434

$ 163,524

NOTE 10 - SIMPLE IRA RETIREMENT PLAN:

The Organization sponsors a Simple IRA retirement plan covering qualified employees, as defined.
Employees who receive salary of at least $5,000 are eligible to participate in the plan. The
Organization matches the employee’s contribution up to a maximum of three percent of the eligible
employee’s compensation. The Organization contributed $14,692 in matching Simple IRA
contributions for the year ended December 31, 2021.
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NOTE 11 - NONCASH INVESTING ACTIVITIES:

Each year, the Organization purchases and sells within its investment account, with no resulting
cash activity. In addition, income is also automatically reinvested and investment fees are
automatically paid. The following summarizes the noncash investing transactions for the year
ended December 31, 2021:

Interest and dividends reinvested $ 102,527
Investment fees (5,5673)

NOTE 12 - OPERATING LEASE COMMITMENTS:

In 2016, the Organization entered into an operating lease for land. The lease requires annual
payments of $1,500 through December 2025. The annual fair value of the lease is $6,000. The
difference between the fair value and required lease payments has been recorded as an in-kind
contribution during the year ended December 31, 2016. Also, see Note 3. Rent expense for the year

ended December 31, 2021, was $7,397.

Future minimum lease payments (excluding in-kind rent) are as follows:

Years Ending

December 31, Amount
2022 $ 1,500
2023 1,500
2024 1,500
2025 1,500

NOTE 13- PAYCHECK PROTECTION PROGRAM FORGIVABLE LOAN:

In response to the coronavirus disease (COVID-19) outbreak, the United States government
responded with relief legislation. The Coronavirus Aid, Relief, and Economic Security (CARES) Act,
as amended and expanded until later legislation, among other things, authorized emergency loans
to businesses by establishing and providing funding for, forgivable bridge loans under the Paycheck
Protection Program (PPP). Under the terms of the PPP, up to 100% of the loan (and related
interest) may be forgiven if the proceeds are used for covered expenses and certain other
requirements are met related to wage rates and maintenance of full-time equivalents. Any
unforgiven portion of a PPP loan, if any, is payable over two years, which can be extended to five
years by mutual agreement of the Organization and the lender, at an interest rate of 1%, with a
deferral of payments until ten months after the Organization’s covered period.
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NOTE 13- PAYCHECK PROTECTION PROGRAM FORGIVABLE LOAN (continued):

On April 17, 2020, the Organization received $147,223 from Banner Bank under the PPP. The
Organization applied for and received forgiveness for the entire amount on May 10, 2021. On
February 11, 2021, the Organization received $188,045 from Banner Bank under a second PPP loan.
The Organization applied for and received forgiveness for the entire amount on September 1, 2021.

PPP loans forgiven have been reported as a component of other income for the year ended
December 31, 2021.

After the SBA reviews and approves the forgiveness amounts, they have the right to audit the
Organization’s compliance for a period of up to six years. The timing and outcome of any SBA
review is not known.

NOTE 14 - RISKS AND UNCERTAINTIES:

In March 2020, the federal government and the state of Washington issued guidelines for
businesses to limit personal working conditions due to the virus COVID-19. The impact of these
guidelines is widespread and specific impacts on the Organization, its donors, customers, and
vendors cannot be predicted. Management is closely monitoring the situation and is limiting any
potential negative impacts and disruptions to operations within their control. However, COVID-19
may affect the future revenue and expenses, as well as the recognition and measurement of assets
and liabilities of the Organization.

NOTE 15 - SUBSEQUENT EVENTS
Line of Credit:

On September 2, 2022, the Organization obtained a $250,000 revolving line of credit from Banner
Bank. The line of credit bears interest at prime plus 2%, with a floor of 4.25%. The interest rate
can be reduced by 1% if the Organization maintains certain qualifications for a preferred rate
reduction. Monthly interest only payments are due through maturity on September 15, 2025. This
line is secured by inventory, accounts receivable, equipment, and general intangibles.

Other:

Subsequent events have been evaluated by management through November 7, 2022, which is the
date the financial statements were available to be issued.
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