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' Grant Thornton &

Accountants and Business Advisors

Report of Independent Certified Public Accountants

Board of Directors
The Humane Society of the United States

We have audited the accompanying consolidated statements of financial position of The Humane Society of
the United States (the Society) and its interrelated organizations as of December 31, 2003, and the related
consolidated statements of activities and changes in net assets, functional expenses and cash flows for the
year then ended. These consolidated financial statements are the responsibility of the Society’s management.
Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

2] statements of The Humane Society of the United States as of and for the year

The consolidated financt
ended December 31, 2002, were audited by other auditors whose report dated March 22, 2003, expressed an

unqualiﬁed opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America. Those standards require that we plan and petform the audit to obtain reasonable assurance about
erial misstatement. An audit includes

whether the consolidated financial statements are free of mat
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial
statements. An audit also includes 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 a reasonable basis for out opinion.

ncial statements referred to above present fairly, in all material respects,

the consolidated financial position of The Humane Society of the United States, as of December 31, 2003,
and the changes in its net assets, functional expenses and cash flows for the year then ended, in conformity

with accounting principles generally accepted in the United States of America.

In our opinion, the consolidated fina

Our audit was made for the purpose of forming an opinion on the 2003 consolidated financial statements

taken as 2 whole. The additional information on pages 21 and 22, which is the responsibility of the Society’s
alysis and is not 2 required part of the basic financial

management, is presented for purposes of additional an:
statements. The additional information has been subjected to the auditing procedures applied in the audit of

the consolidated financial statements and, in our opinion, is faitly stated in all material respects in relation to
the 2003 consolidated financial statements taken as a whole.

(G rod="[ horor—

Vienna, Virginia
March 5, 2004

Suite 300

2070 Chain Bridge Road
Vienna, VA 22182-2536

T 703.847.7500

F 703.848.9580

W www.granttharnton.com

Grant Thornton LLP
US Member of Grant Thormton International




The Humane Society of the United States

Consolidated Statements of Financial Position

M

December 31, 2003 2002
Assets
Current Asscts
Cash and cash equivalents $ 5,082,758 % 7,200,698
Contdbutions and bequests receivable, net of allowance of $138,284 and $74,728 at
December 31, 2003 and 2002, respectively 1,184,932 2,031,322
Miscellancous receivables 1,830,427 771,220

Accrued tnterest receivable 266,232 285,793
Prepaid expenses and deferred charges 1,767,956 1,905,970
Deposits 30,752 28,747
Total current assets 10,163,057 12,223,750
Non-current Assets
Contnbutions and bequests receivable,
net of current porton and discount 2,164,598 T 529522
Prepaid pension cost 793,546 553,410
Investments 92,937,715 76,778,364
Invesunents to fund deferred compensation liability 594,471 438,558
Property and equipment, less accumulated
depreciation of $8,316,213 and $7,572,940, respectively 9,552,495 o 9,817,932
Intangible pension asset -— 867,119
Total non-current assets 106,042,825 88,984,905
Total Assets ' $ 116,205,882 § 101,208,655
Liabilities and Net Assets
Current Liabilitics
Accounts payable $ 5,674,839 § 5,329,592
Other current liabilities 1,068,685 778,857
Total current liabilitics ’ 6,743,524 6,108,449
Non-current Liabilities
Annuities and unitrusts 5,081,225 4,252,320
Accrued severance obligation 1,090,079 949,830
Accrued pension obligaton — 1,318,325
Deferred compensation liabiliry 594,471 438,558
Total non-current liabilities 6,765,775 6,959,033
Total Liabilides 13,509,299 13,067,482
Net Assets
Unrestacted:
Board-designated 47,950,646 42,132,104
Undesignated 24,179,041 19,399,721
Total unrestricted 72,129,687 61,531,825
Temporasly restricted 9941440 - 6,031,018
Permanently restdeted 20,625,456 20,578,330
Total net assets 102,696,583 88,141,173
Total Liabilities and Nct Assets $ 116,205,882 § 101,208,655

The accompanying notes are an iniegral part of these statements.
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The Humane Society of the United States

Consolidated Statements of Cash Flows

w

December 31, 2003 2002
Increase (Decrease) in Cash and Cash Equivalents
Cash Flows from Operating Activities
Change in net assets $ 14,555,410 $ (8,437,595)
Adjustmeants to reconcile change in net assets to net cash
from operating activities:
Depreciation and amortization 761,012 825,008
Loss on disposal of property and equipment 1,426 8,413
Net unrealized (gains) loss on investment (12,045,218) 11,839,288
Donated stock (812,257) (271,592)
Donated equipment (1,800) —
Donated land (61,225) ——
Changes in operating assets and liabilities:
Contrbutions and bequests receivable (788,686) (2,567,366)
Miscellaneous receivables (1,059,207) {495,341)
Accrued interest receivable 19,561 122,196
Prepaid expenses and deferred charges 138,014 (886,407)
Deposits (2,005) 995
Prepaid pension cost (240,136) (218,097)
Intangible pension asset 867,119 (867,119)
. Accounts payable 345,247 2,047,928
Contributions payable — (163,356)
Other current liabilities 289,828 200,832
Annuities and unitrusts 828,905 T (44,864)
Accrued pension and severance obligation (1,178,076) 1,369,926
Net Cash Provided by Operating Activities 1,617,912 2,462,849
Cash Flows from Investing Activities
Proceeds from sales of investments 51,792,244 62,835,348
Purchases of investments (55,095,743) (65,840,980)
Proceeds from sale of property and equipment 195 407 -
Purchases of property and equipment (432,548) (681,033)
Net Cash Used in Investing Activities (3,735,852) (3,686,258)
Net Decrease in Cash and Cash Equivalents (2,117,940) (1,223,409)
Cash and Cash Equivalents, beginning of year 7,200,698 8,424,107
Cash and Cash Equivalents, end of year $ 5,082,758 % 7,200,698

The accompanying notes are an integral part of these statements.
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The Humane Society of the United States

Notes to Consolidated Financial Statements

#
December 31, 2003 and 2002

NOTE A—ORGANIZATION

The Humane Society of the United States (the Society) is a not-for-profit otganization whose primary
purpose is the worldwide advancement of humane treatment of animals through public education and
awareness programs.

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying consolidated financial statements include the assets, liabilities, net assets and activities
of the Society’s financially interrelated organizations that ate controlled by the management of the Society.
The interrelated organizations are Humane Society International, Humane Society International
Australian Office, Inc., National Association for Humane and Environmental Education, Center for the
Respect of Life and Environment, Farth Voice, World Wide Network, Inc., Association Humantaria De
Costa Rica, National Humane Education Center, Meadow Creek, Inc., Humane Society of the United
States Wildlife Land Trust and, effective August 2002, the Ark Trust, Inc. All balances and transactions
among the organizations included in the consolidated financial statements have been eliminated.

Method of Accounting

The consolidated financial statements have been prepared on the accrual basis of accounting.

Net Assets

In accordance with accounting principles generally accepted in the United States of America, the Society
" is requited to report information regarding its financial position and activities according to three classes of
net assets: unrestricted net assets, temporardly restricted net assets, and permanently testricted net assets.
Classification of net assets into classes is based on existence or absence of donor-imposed restrictions.
Additional information concerning these three classes of net assets is presented in Notes C, D and E.

Investnents

Investments in securities that have readily determinable fair values are recorded at fair value. All other
investments, which do not have a readily determinable fair value, are estimated to have a fair value that
approximates the original cost of the investments. Interest and dividends earned on investments are
included in the determination of the change in net assets from operations. Gains and losses attributable
to changes in the fair value of investments are reported as other changes in net assets in the statement of
actvites.




The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

R e
December 31, 2003 and 2002

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Allocation of Joint Costs

All joint costs of informational materials or activities that include a fundraising appeal ate allocated
between fundraising and the approptiate progtam or membership development function.

Cash and Cash Equivalents

For the purposes of the consolidated statement of cash flows, cash is considered as amounts available for
immediate withdrawal from bank accounts and highly liquid cash investments such as money market
accounts. The Society regards certificates of deposit, regardless of their maturity dates, as short-term

investments rather than cash equivalents.
Bequests

Individual unrestricted bequests in excess of $25,000 are recognized as revenue in the undesignated net
assets at the rate of 20 petcent and in the Board-designated investment fund net assets at the rate of 80
percent in the year of receipt. The 80 percent reported as revenue in the Board designated net assets is
transferred to the undesignated net assets equally over the following four years. The effect of this policy
is to apportion individual bequests to the undesignated net assets over a five-year period.

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 certain
reported amounts and disclosures. Actual results could differ from those estimates.

"Property and Equipment

The Sodiety capitalizes property and equipment having an acquisition cost greater than $1,000. Donated
property is recorded .at fair value or donor’s basis at the time of donation if fair value cannot be
‘reasonably estimated. Donated land conservation easements are tecorded at §1. Improvements to fixed
assets which extend the useful lives of the assets are also capitalized. Depteciation is computed using the
straight-line method over the estimated useful lives of the assets. :

Reclassification

Certain amounts pteviously reported in the 2002 financial statements have been reclassified to conform to
the 2003 presentation.

10




The Humane Society of the United States

Notes to Consolidated Financial Statements——Continued
e
Decernber 31, 2003 and 2002 |

NOTE C—UNRESTRICTED NET ASSETS

Unrestricted net assets are available to finance the general operations of the Society. The only limits on
the use of unrestricted net assets are the broad limits resulting from the nature of the Society, the
environment in which it operates, and the purposes specified in its articles of incorporation. Voluntary
resolutions by the Society’s directors to designate a portion of its unrestricted net assets for specified
purposes-do not result in restricted funds. Since designations are voluntary and may be reversed by the
governing board at any time, designated net assets are included with unrestricted net assets.

Unzestricted net assets are held by the following funds at December 31:

2003 2002

Board-designated
Investment fund $ 47,061,010 41,389,912
Endowment fund 255,416 255,083
Special purpose funds 634,220 487,109
Total Board-designated 47,950,646 42.132,104
Undesignated 24,179,041 19,399,721
$ 72,129,687 61,531,825

NOTE D—TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets result from gifts of cash and other assets with donot-imposed restrictions

as to (a) support of particulat operating activities, (b) investment for a specified term, () use in a specified

future period, or (d) acquisition of long-lived assets.

Temporarily _rcstticted net assets are available for the following purposes at December 31:

2003, 2002

Annuities and unitrusts $ 1,943,829 781,535
Education and training programs 3,517,373 3,360,059
Provide scholarships 65,270 63,309
Support of other humane organizations 744,680 470,889
For the betterment of song birds 793,980 322,657
Wildlife Land Trust 1,339,868 1,032,569
Endangered species 1,536,440 —

$ 9,941,440 6,031,018

11




The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

ot

Decerber 31, 2003 and 2002

NOTE E—PERMANENTLY RESTRICTED NET ASSETS

Permanently restricted net assets result from gifts of cash and other assets with the stipulation that they
(2) be used for a specified purpose, be presetved, and not be sold, or (b) be invested in petpetuity to
provide a permanent source of income. The latter result from gifts and bequests that create permanent
endowment funds.

Permanently restricted assets (endowment funds) are restricted to investment in perpetuity, the income
from which is to be used for the following purposes at December 31:

2003 . 2002
Income-producing assets; income 1s expendable to support
the following: .
To defray building operating expenses 3 405,464 § 419,565
To award scholarships to Connecticut secondary school ‘
students 2,479 2,479
To use for the best interests of the organization 14,042,959 14,042,959
To support other humane organizations 1,509,387 1,509,387
20 percent of income to be used to support the Norma
Terns Humane Education and Nature Center and
80 percent of income to be used for general purposes of
the organization 2,375,639 2,375,639
For the State of New Hampshire wildlife 127,820 127,820
For the betterment of song birds 802,464 802,464
19,266,212 19,280,313
Non-income-producing assets:
Land and easements held to preserve natural habitats
for wildlife 1,359,244 1,298,017

$ 20625456 $ 20,578,330

Income earned on investments in the permanently restricted net asset class are treported in the
accompanying consolidated statements of activities as increases in untestticted, temporarily restricted, or
petmanently restricted net assets, depending on the nature of donor-imposed restrictions on such
earnings. Earnings reported in the temporarily restricted net asset class ate released from restriction when
such amounts are used for their donor-restricted putposes.




The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

Decemnber 31, 2003 and 2002

NOTE F—NET ASSETS RELEASED FROM RESTRICTIONS

During 2003 and 2002, assets were released from donor restricions by the Society incurnng expenses
satisfying the restricted purposes or by occurrence of other events specified by donots.

2003 2002
Purpose for which restrictions wete accomplished:
Donor-specified program expenses of the otrganization $ 5682798 § 5,180,280
Gifts to other humane otganizations 465,074 615,248
Restricted fund investment expenses 95,822 91,389

$ 6,243,694 § 5,886,917

NOTE G—TAX STATUS

The Socicty qualifies under Scction 501(c)(3) of the Internal Revenue Code and is classified as an
organization which is not a private foundation. Therefore, the Society is generally not subject to tax
under present income tax laws; however, any unrelated business income may be subject to federal and
state income taxes.

NOTE H—DEFERRED COMPENSATION PLAN

In 1983, the Society established the HSUS Deferred Compensation Plan for certain executive employees.
The Society and the participants may elect to defer a portion of the compensation which the participants
would otherwise be entitled to receive in cash; those deferrals ate invested in annuity contracts offered by
an insurance company. The annuity contracts are owned by the Society, subject to the claims of its
general creditors. The obligation of the Society under this plan is purely contractual and is not secured.
All income earned by the annuity contracts is added to the deferred compensation liability. The amounts
deferred by participants during 2003 and 2002, which are included in the amounts reported in the
accompanying financial statements as salaties, totaled $17,000 for both years.

The annuity contract assets and the related liability at December 31, 2003 and 2002 totaled $594,471 and
$438,558, respectively. :
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]
Decernber 31, 2003 and 2002

NOTE I-INVESTMENTS

The following summary presents the cost or value at date of gift and market value, as determined by
quoted market price, for each investment category at December 31, 2003 and 2002. Investments which
do not have a readily available quoted market price are estimated to have market value that approximates
the original cost of the investment.

' December 31, 2003 . December 31, 2002

Cost ot Value

Cost ot Value Market Market
at Date of Gift Value at Date of Gift Value
At quoted market prices: . ‘
U.S. corporate stocks  § 43,042,575 52,669,121 28,774,598 27,825,736
Foreign corporate stocks 2,891,520 3,492,000 2,790,153 2,557,852
Government obligations 18,257,574 18,272,667 20,015,019 20,705,382
U.S. corporate bonds 5,308,150 5,643,450 4,450,771 4,665,881
Foreign corporate bonds 114,605 113,590 83,983 96,682
Mutual funds — — 12,047 10,803
Money market accounts 12,069,492 12,069,492 20,734,533 20,734,533
Investment in ManyOne 500,000 500,000 — —
82,183,916 92,760,320 76,861,104 76,596,869
At estimated market value:
Real property 163,872 163,872 167,973 167,973
Personal property 13,523 13,523 13,522 13,522
177,395 177,395 181,495 181,495
$ 82,361,311 92,937,715 77,042,599 76,778,364
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December 31, 2003 and 2002

NOTE J—PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31:

~ Useful Life 2003 2002

Land — $ 5139591 § 5078363
Buildings and itnprovements 10 to 40 years 7,701,651 7,562,574
Office furniture and equipment 5 years 4,888,044 4,622,968
Automobiles 3 yeats 139,422 126,967

_ _ 17,868,708 17,390,872
Less: accumulated depreciation (8,316,213) (7,572,940)
Net property and equipment $ 9,552,495 § 9,817,932

NOTE K—ANNUITIES AND UNITRUSTS

The annuities and unitrusts liability represents the actuarially determined liability for future annuity
payments due undet charitable gift annuities and charitable remainder unitrusts.

Under the charitable gift annuities, donors make contributions to the Society, for which they receive an
annuity from the Society. Contribution revenue is recognized as the excess of the fair value of assets
received over the net present value of the future annuity payments due. The liability was actuarially
determined using the Annuity Table of Mortality 90CM and assumed interest rates of 3.0 percent to 10.2
percent. A portion of the monies received from these split-interest agrecments is required by law to be
reserved for making the anpuity payments. At December 31, 2003 and 2002, the Society has investments
of $13,485,095 and $1 0,833,291, respectively, reserved for paying annuities. The amounts required to be
reserved as calculated by the actuary ate $4.500,728 and $3,907,007, respectively.
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December 31, 2003 and 2002

NOTE M—FUTURE MINIMUM LEASE RECEIPTS

The Society, as lessor, leases space to other parties under various agrecments. Future minimum rental
receipts due under non-cancelable leases with terms of one year or more are as follows:

Year ended December 31,
2004 $ 295,934
2005 157,001
2006 65,643
2007 67,940
2008 5,678

$ 592,196

NOTE N—ALLOCATION OF JOINT COSTS

The Society has allocated the joint costs of providing educational materials and activities that include a
fundraising appeal. For the years ended December 31, 2003 and 2002, the allocation of the joint costs is

summatzed as follows:

2003 2002
Membership development $ 1,075,287 § 1,297,728
Programs 12,735,518 12,469,841
Fundraising 14,249,935 13,779,447
Total joiat costs § 28060740 § 27547016

NOTE O—CASH CONCENTRATION

The Society maintains its cash accounts ptimarly with a bank located in the Washington, D.C. area, which
at times may exceed the $100,000 insured by the Federal Deposit Insurance Cotporation (FDIC).
Additionally, the Society maintains money market accounts, overnight sweep accounts, and other cash
equivalents, which ate held at investment institutions. These amounts are not federally insured. The
Society has not experienced any losses in such accounts and believes it is not exposed to aoy significant
credit Hsk on cash and cash equivalents. At December 31, 2003 and 2002, the Society’s cash balances in
_excess of the FDIC insurance limits were $1,1 30,819 and $573,000, respectively.
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e
December 31, 2003 and 2002

NOTE P—CONTINGENCIES

The Society is a party to a number of lawsuits. Liability, if any, associated with these matters is not
presently determinable. In the opinion of management, resolution of these mattets should not have a
material effect on the Society’s financial position.

NOTE Q—SEVERANCE PLAN

The Society established the Humane Society of the United States Severance Pay Plan (the Plan) on
September 13, 1997, to provide severance pay to eligible employees. These benefits and related expense
are paid from the general assets of the Society. Only employees hited befote January 1, 1998, who have
completed a minimum of 15 years of continuous full-time employment, are eligible to become

~ participants. Upon termination of employment, a participant receives a lump sum equal to 2 percent of
the average of his or her base annual salary for the three calendar ~ars befote cessation of employment,
multiplied by the number of years of continuous full-time employment.

The actuarial present values of the projected benefit obligations under the Plan as of December 31, 2003
and 2002, of $1,090,079 and $949,830, tespectively, are reported as a liability in accrued pension and
severance obligation on the consolidated statements of financial position.

NOTE R—CONTRIBUTION RECEIVABLE

Contrbutions and bequests receivable are as follows as of December 31:

2003 . 2002
Less than one year $ 1,203,100 § 2,036,572
One to five yeats 2,344,393 596,000
3,547,493 2,635,572
Less: allowance for uncollectible amounts (138,284) (38,050)
Less: discount to net present value (59,679) (36,678)

$ 3,349,530 § | 2,560,844
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The Humane Society of the United States Wildlife Land Trust
(Interrelated Organization Only)

Schedules of Financial Positon

December 31, 2003 2002
Assets
Cash and cash equivalents $ 1,067,780 $ 2,926,246
Cash restricted to land acquisition 80,468 84,448
Property, easements and equipment 1,311,525 _ 1,247,099
Prepaid expenses 369,853 347,805
Accrued interest receivable 9,042 —
Total Assets $ 2,838,668 $ 4,605,598
Liabilities and Net Assets
Liabilities
Accounts payable 3 9,695 § 16,209
Advance from The Humane Society of the United States 129,861 2,258,803
Total liabilities 139,556 2,275,012
Net Assets
Unrestricted 1,318,865 1,014,505
Temporarily restticted 21,003 18,064
Permanently restricted ' 1,359,244 1,298,017
Total net assets 2,699,112 2,330,586
Total Liabilities and Net Assets $ 2,838,668 $ 4,605,598
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