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' Grant Thornton &

Accountants and Business Advisors

Report of Independent Certified Public Accountants

Board of Directots
‘The Humane Society of the United States

We have audited the accompanying consolidated statement of financial position of The Humane Society of
the United States (the Society) and its interrelated organizations as of December 31, 2005, and the related
consolidated statements of activities and changes in net assets, functional expenses and cash flows for the
year then ended. The consolidated financial statements are the responsibility of the Society’s management.
Our responsibility is to exptess an opinion on these consolidated financial statements based on our audit.

We conducted our andit in accordance with auditing standards generally accepted in the United States of
America, as established by the Auditing Standards Board of the American Institute of Certified Public
Accountants. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Society’s internal
control over financial reporting.  Accordingly, we €xpress no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used, and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financjal position of The Humane Society of the United States, as of December 31, 2005,
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.
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The Humane Society of the United States . .

Consolidated Statement of Financial Position

Decernber 31, 2005

Assers

Current Asscts
Cash and cash equivalents $ 19,769,233
Contributions and bequests receivable, net of allowance of $356,449 6,805,975
Miscellaneous receivables 3,501,593
Accrued interest receivable 214,909
Prepaid expenses and deferred charges 166,587
Deposits 36,176
Tortal current assets 30,494,473

Non-current Assets
Contributions and bequests receivable, net of current portion, allowance and discount of $442,120 8,393,311
Prepaid pension cost 1,606,918
Investments 140,117,158
Investments to fund deferred compeasation liability ) 598,445
Property and equipment, less accumulated depreciation of $11,132,604 14,575,860
Total non-current assets i 165,291,692

Total Assets $ 195,786,165

Liabilities and Net Assets

Current Liabilities
Accounts payable 3 14,188,280
Qther current liabilities 1,561,970
Total current liabilides 15,750,250
Non-current Liabilities
Annuities and unitrusts 5,741,588
Accrued severance obligation 1,045,404
Deferred compensation liability 598,445
Total non-current liabilites 7,391,437
‘Total Liabilities . 23,141,687
Net Assets
Unrestricted:
Board-designated 72,962,503
Undesignated ’ 43,676,308
Total unrestricred 116,638,811
Temporarily restricted 34,934,689
Permanently restricted 21,070,978
Total net assets 172,644,478
Total Liabilities and Net Assets $ 195,786,165

The accompanying notes are an integral part of this stattment.
4

L




'The Humane Society of the United States

Consolidated Statement of Activities and Changes in Net Assets

E‘.

Year ended Decensber 31, 2005
Temporarily Permanently
Unrestricted Restricted Restricted Total

Revenue _

Dues and contributions 60,807,479 § 43,116,858 § ) —_ 103,924,337

Grants and trust contributions 3,070,995 1,395,111 285,703 4,751,809

Bequests 18,869,956 4,544,618 — 23,414,574

Annuities and unitrsts 534,583 _— —_— 534,583

Change in valuation of annuities and unitrusts (666,526) 1,730 — (564,796)

Investment income 3,534,020 196,813 — 3,730,833

Rental income 195,579 — — 195,579

Sales of literature and publications 653,823 241,003 — 894,826

Other income 3,543,294 487,046 — 4,030,340

Net assets released from restrictions 28,099,118 (28,099,118) — —

Total revenue 118,742,321 21,884,061 285,703 140,912,085
Expenses

Program services 84,780,103 —_ — 84,780,103

Management and general 7,149,625 e —_ 7,149,625

Fundraising 14,691,139 — — 14,691,139

Total expenses 106,620,867 — -— 106,620,867
Change in Net Assets from Operations 12,121,454 21,884,061 285,703 34,291 218

Minimum pension liability adjustment 841,786 — — 841,786

Reali_zed and unrealized gain on investments 5,566,324 32,653 456 5,599,433

6,408,110 32,653 456 6,441,219

Change in Net Assets 18,529,564 21,916,714 286,159 40,732,437
Net Assets at January 1, 2005,

as previously reported 79,690,584 11,010,811 20,784,819 111,486,214
Adjustments to Reflect Change in Reporting

Entity-Fund for Animals (Note B) 18,418,663 2,007,164 — 20,425,827
Net Assets at January 1, 2005, as adjusted 98,109,247 13,017,975 20,784,819 131,912,041
Net Assets, end of year 116,638,811 § 34,934,689 § 21,070,978 % 172,644,478

The accompanying notes are an integral part of this statensent,
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‘The Humane Society of the United States

Consolidated Statement of Cash Flows

\

December 31, 2005

Inctease (Decrease) in Cash and Cash Equivalents

Cash Flows from Operating Activities

Change in net assets 40,732,437
Adjustments to reconcile change in net assets to net cash
from operating activities:
Depreciation and amortization 1,173,011
Loss on disposal of property and equipment 86,671
Net realized and unrealized gains on investment (3,599,433)
Donated stock (1,368,833)
Donated equipment (132,180)
Donated land (289,119)
Changes in operating assets and liabilities:
Contributions and bequests receivable (11,017,574
Miscellaneous receivables (1,239,421)
Accrued interest receivable 246,694
Prepaid expenses and deferred charges 113,485
Deposits 99
Prepaid pension cost (393,595)
Accounts payable 8,222,736
Other current liabilities (1,332,098)
Annuites and unitrusts 487,002
Accrued pension and severance obligation (888,587)
Net Cash Provided by Operating Activities 28,801,295
Cash Flows from Investing Activities
Proceeds from sales of investments 114,817,031
Purchases of investments (134,945,164
Proceeds from sale of property and equipment 172
Putchases of property and equipment (1,285,283)
Net Cash Used in Investing Activities (21,413,244)
Net Increase in Cash and Cash Equivalents 7,388,051
Cash and Cash Equivalents, beginning of year 12,381,182
Cash and Cash Equivalents, end of year 19,769,233

The accompanying notes are an integral part of this statement.
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The Humane Society of the United States

Notes to Consolidated Financial Staterments

December 31, 2005

NOTE A—ORGANIZATION

The Humane Society of the United States (the Society) is 2 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 are 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; Earth Voice; Association Humanitaria De Costa Rica; National
Humane Education Center; Meadow Creek, Inc.; Humane Society of the United States Wildlife Land
Trust; Humane Society Legislative Fund; and the Fund for Animals.

Effective January 1, 2005 , an asset acquisition agreement was executed between the Society and the Fund
for Animals, Inc. (the Fund), whereby the Fund transferred assets totaling approximately $18.4 million to
the Society, including, but not limited to, all of the Fund’s real and personal property, tangible and
intangible, of any type or kind and wherever situated, but excluding cash in the amount of $250,000 and
title to and other real property interests in the Fund’s unimproved propetty in Colebrook, Connecticut
and in the Fund’s facilities in Murchison, Texas (the Black Beauty Ranch) and Ramona, California (the
Wildlife Rehabilitation Center). :

In addition, the Fund’s Board members were assumed into the Society’s Board of Director’s, and the
Society took control of the Fund’s Board and voting membetship. The Fund continues to operate as an
animal welfare organization, coordinating its animal care facilities with the Society’s animal care programs.
Because of the resulting establishment of common Board control and econotnic interest, the
accompanying 2005 fnancial statements reflect the consolidation of the assets, liabilities, net assets and
activities of the Fund. Due to the 2005 change in consolidated reporting entity, the Society’s opening net
assets as of January 1, 2005, have been restated to reflect the net assets of the Fund at that date.

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 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.
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.

oo




The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

December 31, 2005 -

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Investments

Allocation of Joint Costs

All joint costs of informational materials or activities that include a fundraising appeal are allocated
between fundraising and the approptiate program or membership development function,

Cash and Cash Equivalents

assets at the rate of 20 percent and in the Board-designated investment fund net assets at the rate of 8(
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
1s to apportion individual bequests to the undesignated net assets over 2 five-year period.

Estimates




The Humane Society of the United States

Notes to Consolidated Financial Statements—Contnued

December 31, 2005

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
putposes 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.

Unrestricted net assets ate held by the following funds at December 31, 2005;

Board-designated:
Investment fund $ 65,551,270
Endowment fund : 250,000
Special purpose funds 653,265
Black Beauty Ranch 6,507,968
Total Board-designated 72,962,503
Undesignated 43,676,308
$ 116,638,811

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) suppott of particular operating activities, (b) investment for a specified term, (c)use in a
specified future period, or (d) acquisition of long-lived assets.

Temporarily restricted net assets are available for the following purposes at December 31, 2005:

Annuities and unitrusts $ 533,187
Education & training programs and disaster relief 24,694,051
Provide scholarships 74,135
Support of other humane organizations . 2,069,912
For the betterment of song birds 112,039
Wildlife Land Trust 048,262
Endangered species 1,758,033
Government affairs 329,046
Fund for Animals 4,416,024

$ 34,934,689

10




‘The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued
December 31, 2005

NOTE E—PERMANENTLY RESTRICTED NET ASSETS

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, 2005:

Income-producing assets; income is expendable to support

the following:

to defray building operating expenses $ 394,660
to award scholarships to Connecticut secondary school students 2,479
to use for the best interests of the otganization 14,042,959
to support other humane organizations 1,509,387

20 percent of income to be used to support the Norma Terris Hutmane
Education and Nature Center, and 80 percent of income to be used

for general purposes of the otganization 2,375,639
for the State of New Hampshire wildlife 127,820
for the bettetment of song birds 802,464

19,255,408

N on-income-producing assets:
Land and easements held to preserve natural habitats for wildlife 1,815,570

$ 21070978

accompanying consolidated statements of activities as increases in unrestricted, temporarily restricted, or
permanently restricted net assets, depending on the nature of donot-imposed restrictions on such
earnings. Earnings reported in the temporarily restricted net asset class are released from restriction when
such amounts are used for their donot-restricted putposes.

11




The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

December 31, 2005

NOTE F—NET ASSETS RELEASED FROM RESTRICTIONS

During 2005, assets were released from donot restrictions by the Society incurring expenses satisfying the
restricted purposes ot by occurrence of other events specified by donors.

2005
Purpose for which restrictions were accomplished:
Donot-specified program expenses of the organization $ 21,178,928
Gifts to other humane otganizations 6,831,034
Restricted fund investment expenses 89,156

$ 28,099,118

NOTE G—TAX STATUS

The Society qualifies under Section 501(c)(3) of the Internal Revenue Code and is classified as an
otganization 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 1ncome taxes.. .

NOTE H—DEFERRED COMPENSATION PLAN

In 1983, the Society established the HSUS Deferred Compensation Plan fot 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 are 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 secuted.
All income earned by the annuity contracts is added to the deferred compensation liability. The amounts
deferred by participants, which are included in the amounts reported in the accompanying financial
statements as salades, totaled $10,000 for 2005.

The annuity contract assets and the related liability at December 31, 2005, totaled $598,445.




‘The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

|

December 31, 2005

NOTE I—INVESTMENTS

The following sumtmary 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, 2005. Investments which do not

Decembet_ 31, 2005

Cost Market
At quoted market prices:

U.S. corporate stocks $ 56,196,208 § 68,431,641
Foreign corporate stocks 4,352,975 5,628,132
Government obligations 39,087,971 38,886,787
U.S. cotporate bonds 2,988,517 2,946,237
Foreign corporate bonds 420,815 411,836
Money market accounts 23,615,693. 23,615,693
126,662,179 139,920,326

At estimated market value:
Real property 149,373 149,373
Petsonal property 47,459 47,459
ManyOne 500,000 —_
696,832 196,832
Total $§ 127,359,011 § 140,117,158




The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

December 31, 2005

NOTE J—PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31, 2005:

Useful Life
Land — $ 7,522,190
Buildings and improvements 10 to 40 years 11,212,764
Office furniture and equipment 5years 5,661,520
Automobiles 5 years 1,311,990
25,708,464
Less: accumulated depreciation (11,132,604)
Net property and equipment $ 14,575,860

Commitments and Contingencies

HSUS leases certain office space and equipment under long-term non-cancelable operating leases. The
leases provide for payment of increases in operating expenses, sales and use taxes, and insurance. Rental
expense for the year ended December 31, 2005, was $207,130.

As of December 31, 2005, the future minimum lease commitments under non-cancelable operating leases
wete as follows:

Year ending December 31,
2006 143,333
2007 109,811
2008 70,531
2009 11,750
2010 . 5,000
Total minimum lease payments -3 340,425

14




The Humane Society of the United States

Notes to Consolidated Financial Staternents—Continued

December 31, 2005

NOTE K—ANNUITIES AND UNITRUSTS

The annuities and unitrusts liability represents the actuarally determined lLiability for future annuity
payments due under 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 petcent to 10.2
percent. A portion of the monies received from these split-interest agreements is required by law to be
teserved for making the annuity payments. At December 31, 2005, the Society has investments of
$17,030,479 reserved for paying annuities. The amount tequired to be reserved as calculated by the
actuary was $5,219,610.

Under the charitable remainder unitrusts, donors make contributions to the Society, which remain in trust
until a stipulated event, at which time the remaining trust balance conveys to the Society for unrestricted
use. The gifts are value_d at their fair market value at the time of the gift. In cox_lsic!eration of the gifts,

interest rates of 8.0 petcent to 11.6 percent. At December 31, 2005, the amounts of assets held in
chatitable remainder unitrusts, which are restricted for the payment of related annuities are $848,831. The
actuanally calculated liabilities at December 31, 2005, are $527,978. The net assets of the trusts of
$533,187 are included in temporarily restricted net assets in the accompanying consolidated statement of
financial position. '

NOTE L—PENSION PLAN FOR EMPLOYEES

The Society also has a Supplemental Executive Retirement Plan (SERP) that is a non-qualified defined
benefit plan under which the Society will pay supplemental pension benefits to its President in addition to
amounts received under the qualified retitement income plan.

15




The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

#

December 31, 2005

NOTE L—PENSION PLAN FOR EMPLOYEES—Continued

The following table summarizes the projected benefit obligations, the fair value of assets and the funded

status of the plans at December 31, 2005:

Accumulated Benefit Obligation

Change in Benefit Obligation
Benefit obligation at beginning of year:

Service cost ‘
Interest cost
Participant contributions
Benefit payments
Administrative expenses
Actuatial loss
Plan amendments
Settlements

Benefit obligation at end of year

Change in Plan Assets
Fair value of plan assets at beginning of year:
Employer contributions |
Participant contributions
Benefit payments
Administrative expenses
Actual return on plan assets
Settlements

Fair value of plan assets at end of yeat

Reconciliation of Funded Status at End of Year
Funded status
Unrecognized net transition or obligation
Unrecognized pror service cost
Unrecognized net loss

Net amount recognized

$

13,673,213

15,015,564
1,007,296
889,382
277,352
(114,913)
(98,963)
216,068

(512,065)

16,679,721

11,825,207
1,748,963
277,352
(114,913)
(98,963)
810,548
(512,065)

13,936,129

(2,743,592)

494,168
3,856,342

1,606,918

16




‘The Humane Society of the United States

Notes to Consolidated Financial Statemnents—Continued

December 31, 2005

NOTE L—PENSION PLAN FOR EMPLOYEES—Continued

Amounts Recognized at End of Yea
Prepaid benefit cost $ 1,606,918
Additional minimum pension Liability
Intangible asset
Minimum pension Liability

Net amount tecognized $ 1,606,918

The following assumptions were used by the actuaty in determining the Society’s benefit obligation:

a. Weighted-average discount rate 6.00%
b. Weighted-average rate of compensation increase 4.00%
¢. Expected long-tetm rate of return on plan assets 7.75%

The amounts of contrbutions and benefits from the plans are as follows:

Employer contributions $ 1,748,963
Benefit payments 114,913

Expected cash flow information for year after current fiscal year 1s as follows:

December 31, 2005

Expected employer contributions § 1,850,000
Year 1 expected benefit payments 493,622
Year 2 expected benefit payments 925,294
Year 3 expected benefit Payments 1,024,729
Year 4 expected benefit Payments 2,244,858
Year 5 expected benefit payments 1,321,225
Years 6-10 expected benefit payments - 12,738,140
17




The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

#

December 31, 2005

NOTE L—PENSION PLAN FOR EMPLOYEES—Continued

Weighted-average asset allocation at end of year:

December 31, 2005

Equity securities 65.6%
Debt secutities 27.1%
Cash equivalents and othet 7.3%
Total 100.0%

Justification of expected long-term rate of return on plan assets are as follows:

December 31, 2005

Year 1 (ptior to fiscal year) investment return ) 6.5%
Year 2 (prior to fiscal year) investment return 6.2%
Year 3 (pdor to fiscal year) investment return 20.5%
Year 4 (pror to fiscal year) investment retumn (8.5)%
Yeat 5 (prior to fiscal year) investment return 8.1%
S-year average 6.18%

The basis for the expected long-term rate of return on plan assets for the year is based on a five-year
rolling average of actual investment returns realized, further adjusted for anticipated futute rates of return.

NOTE M—FUTURE MINIMUM LEASE RECEIPTS

The Society, as lessor, leases space to other parties under vatious agreerments. Futute minimum rental
receipts due under non-cancelable leases with terms of one yeatr or more ate as follows:

Year ended December 31,
2006 $ 189,102
2007 195,999
2008 104,945
Total minimum lease payments % 490,046




‘The Humane Society of the United States

Notes to Consolidated Financial Statemcnts—Continued |
December 31, 2005 |

NOTE N—ALLOCATION OF JOINT COSTS

The Society has allocated the jomt costs of providing educational materials and activities that include a
draising appeal. For the years ended December 31, 2005, the allocation of the joint costs is
summarized as follows:

Membership development $ 1,133,034
Programs ‘ 28,441 344
Fundraising 8,193,434
Total joint costs $§ 37,767,812

NOTE O—CASH CONCENTRATION

The Society maintains its cash accounts primarily with a bank located in the Washington, D.C. area, which
at times may exceed the $100,000 insured by the Federal Deposit Insurance Corpotation FDIC).
Additionally, the Society maintains money market accounts, overnight sweep accounts, and other cash
equivalents, which are held at investment institutions. These amounts are not federally insured. The
Society has not experiénced any losses in such accounts and believes it is not exposed to any significant
credit risk on cash and cash equivalents. At December 31, 2005, the Society’s cash balances in excess of

the FDIC insurance limits were $9,226,679.

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 matters should not have g
matena] effect on the Society’s financial position.
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The Humane Society of the United States

Notes to Consolidated Financial Statements—Continued

December 31, 2005

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
ate paid from the general assets of the Society. Only employees hired before 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 years before 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, 2005,
of $1,045,404 atc reported as a liability in accrued pension and severance obligation on the consolidated
statements of financial position.

NOTE R—CONTRIBUTION RECEIVABLE

Conttibutions and bequests receivable, net of applicable allowance and discounts ate as follows as of
December 31, 2005:

Less than one year ' $  6,805975
One to five yeats 8,393,311

$ 15,199,286

NOTE S—IN-KIND SERVICES

The Society produces and distributes public setvice television, radio, and newspaper announcements that
focus attention on Companion Animal and Wildlife issues. There were five public service announcements
produced and distsibuted in 2005. These public service announcements are distributed to radio stations
and newspapers nationwide and run free of charge. The Society has contracted with an independent
outside agency to track the date and time that each public service announcement is run and the value of
the announcement is based on the date, ime, and market.

During 2005, the Society recorded $1,519,883 of contributed public service announcements.

The Society receives donations of in-kind services, as well as donations of equipment and supplies, in the
daily operations of its programs. In 2005, the Society received $1,065,422 in donated services, and
$178,071 in donated equipment and supplies.
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