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WEST RHODE & ROBERTS

INDEPENDENT AUDITOR'S REPORT ON THE FINANCIAL STATEMENTS

Board of Trustees
The San Diego Society of Natural History
San Diego, California

We have audited the accompanying financial statements of the San Diego Society of Natural History (a
nonprofit organization), which comprise the statement of financial position as of June 30, 2020, and the
related statements of activities, functional expenses and cash flows for the year then ended, and the related
notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the San Diego Society of Natural History as of June 30, 2020, 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.
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Board of Trustees
The San Diego Society of Natural History
Page 2

Report on Summarized Comparative Information

We have previously audited the San Diego Society of Natural History's June 30, 2019, financial statements,
and we expressed an unmodified audit opinion on those audited financial statements in our report dated
November 12, 2019. In our opinion, the summarized comparative information presented herein as of and for
the year ended June 30, 2019, is consistent, in all material respects, with the audited financial statements
from which it has been derived.

Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
Income/Expense Statement, City of San Diego TOT Funds on page 20 is presented for purposes of
additional analysis and is not a required part of the financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting and
other records used to prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the information is fairly stated in all material respects in relation to the financial statements as a whole.

e ke v 02k

WEST RHODE & ROBERTS
San Diego, California
October 8, 2020



THE SAN DIEGO SOCIETY OF NATURAL HISTORY
STATEMENT OF FINANCIAL POSITION

June 30, 2020

(With Summarized Financial Information for June 30, 2019)

ASSETS
Cash and cash equivalents
Receivables, net (Note 8)
Prepaid expenses and other assets
Investments (Note 7)
Funds held at San Diego Foundation
Beneficial interest in charitable remainder trust
Beneficial interest in perpetual trust
Property, equipment, and leasehold improvements, net
Collections and exhibits
Total assets

LIABILITIES AND NET ASSETS
Liabilities:
Accounts payable and accrued expenses
Deferred revenue
Paycheck Protection Program Loan
Economic Injury Disaster Loan
Total liabilities

Commitments & contingencies

Net assets:
Without donor restrictions
With donor restrictions
Total net assets
Total liabilities and net assets

2019
2020 (Note 19)

§ 5125283 $§ 2,678,171
1,817,307 1,638,420
65,084 159,670
15,933,522 16,358,874
1,813,037 1,878,369
6,182,203 6,176,664
2,325,009 2,435,170
18,601,577 19,261,121

1 1

$ 51,863,023 $ 50,586,460
$ 1,789,903 $§ 1,207,123
225,164 368,988
1,221,800 -
150,000 -
3,386,867 1,576,111
19,357,101 19,828,308
29,119,055 29,182,041
48,476,156 49,010,349

$ 51,863,023 $ 50,586,460

See Notes to Financial Statements.
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THE SAN DIEGO SOCIETY OF NATURAL HISTORY

STATEMENT OF ACTIVITIES
Year Ended June 30, 2020
(With Summarized Financial Information for the Year Ended June 30, 2019)

Without Donor With Donor 2019
Restrictions Restrictions Total (Note 19)
Operating Activities
REVENUE AND SUPPORT
Contributions § 1859392 $§ 2354340 $§ 4213732 $§ 3,072,943
Admissions and membership 2,146,664 - 2,146,664 2,821,437
Contracts and grants 3,067,461 - 3,067,461 2,746,667
Auxiliary activities 1,095,532 - 1,095,532 1,522,235
Net assets released from
restrictions for operations 2,709,473 (2,709,473) - -
Total revenue and support 10,878,522 (355,133) 10,523,389 10,163,282
EXPENSES
Program services
Science and research 3,880,600 - 3,880,600 3,470,590
Visitor experience 5,687,711 - 5,687,711 6,369,851
Total program services 9,568,311 - 9,568,311 9,840,441
Supporting services
Management and general 1,001,343 1,001,343 1,134,889
Fundraising 784,722 - 784,722 889,385
Total supporting services 1,786,065 - 1,786,065 2,024,274
Cost of direct benefits to donors (Note 2) - - - 66,040
Total expenses 11,354,376 - 11,354,376 11,930,755
Change in net assets from
operating activities (475,854) (355,133) (830,987) (1,767,473)
Non-operating Activities
Investment income 4,539 400,251 404,790 1,445,909
Net realized and unrealized gain (loss) 108 (108,104) (107,996) (413,023)
Total non-operating activities 4,647 292,147 296,794 1,032,886
Change in net assets (471,207) (62,986) (534,193) (734,587)
NET ASSETS AT BEGINNING OF YEAR 19,828,308 29,182,041 49,010,349 49,744,936
NET ASSETS AT END OF YEAR $ 19,357,101 $ 29,119,055 $§ 48,476,156 $§ 49,010,349

See Notes to Financial Statements. Page 4



THE SAN DIEGO SOCIETY OF NATURAL HISTORY

STATEMENT OF FUNCTIONAL EXPENSES
Year Ended June 30, 2020
(With Summarized Financial Information for the Year Ended June 30, 2019)

Supporting
Program Services Services
Total
Science and Visitor Program Management 2019
Research Experience Services and General Fundraising Total (Note 19)
EXPENSES

Salaries S 1963178 $ 2539347 S 4502525 $ 529,073 S 514295 $§ 5545893 $ 5,606,316
Payroll taxes and employee benefits 385,308 483,771 869,079 95,461 88,103 1,052,643 950,272
2,348,486 3,023,118 5,371,604 624,534 602,398 6,598,536 6,556,588

Depreciation 378,967 1,034,037 1,413,004 140,759 32,483 1,586,246 1,536,199
Occupancy 208,375 470,669 679,044 66,985 15,046 761,075 948,204
Contracted services 466,435 252,254 718,689 14,526 12,808 746,023 515,207
Equipment, materials and supplies 108,642 150,416 259,058 7,786 7,695 274,539 385,328
Information technology 74,408 146,805 221,213 15,083 12,066 248,362 266,031
Café, bar and kitchen expenses 6,361 200,668 207,029 - 7,999 215,028 291,249
Travel and conferences 160,737 32,094 192,831 3,768 16,492 213,091 241,818
Marketing 57,830 117,569 175,399 11,722 9,378 196,499 443,291
Fees for service 87 73,727 73,814 90,731 8,198 172,743 162,473
Insurance 37,580 102,538 140,118 13,958 3,221 157,297 191,520
Office expenses 31,215 76,760 107,975 7,868 31,513 147,356 186,002
In-kind expenses - - - - 25,229 25,229 34,202
Other expenses 1,477 7,056 8,533 3,623 196 12,352 106,603
Total expenses § 3880600 $§ 5687711 $§ 9568311 $ 1,001,343 § 784722 $ 11354376 S 11,864,715

See Notes to Financial Statements. Page 5



THE SAN DIEGO SOCIETY OF NATURAL HISTORY

STATEMENT OF CASH FLOWS
Year Ended June 30, 2020
(With Summarized Financial Information for the Year Ended June 30, 2019)
2019
2020 (Note 19)

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets S (534,193) $ (526,347)
Adjustments to reconcile change in net assets
to net cash from operating activities:

Depreciation 1,586,246 1,536,199
Allowance for uncollectability and discounts (50,000) (13,154)
Contributions restricted for endowments (5,000) (5,000)
Realized and unrealized loss on investments 107,996 413,023
Funds held at San Diego Foundation 65,332 17,221
Beneficial interest in charitable remainder trust (5,539) (266,492)
Change in operating assets and liabilities:
Receivables (128,887) 176,777
Prepaid expenses and other assets 94,585 (45,364)
Accounts payable and accrued expenses 582,780 (145,446)
Deferred revenue (143,824) 32,741
Net cash provided by operating activities 1,569,496 1,174,158
CASH FLOWS FROM INVESTING ACTIVITIES
Net proceeds (purchase) of investments 471,137 (623,474)
Purchase of property and equipment (926,702) (276,616)
Net cash used in investing activities (455,565) (900,090)
CASH FLOWS FROM FINANCING ACTIVITIES
Contributions restricted for endowments 5,000 5,000
Proceeds from Paycheck Protection Program Loan 1,221,800 -
Proceeds from Economic Injury Disaster Loan 150,000 -
Net cash provided by financing activities 1,376,800 5,000
Change in cash and cash equivalents 2,490,731 279,068
Cash and cash equivalents at beginning of year 2,701,028 2,421,960
Cash and cash equivalents at end of year § 5191,759 § 2,701,028
CASH AND CASH EQUIVALENTS CONSIST OF:
Cash and cash equivalents 5,125,283 2,678,171
Cash and cash equivalents included in investments 66,476 22,857

§ 5191,759 § 2,701,028

See Notes to Financial Statements. Page 6



THE SAN DIEGO SOCIETY OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS

Note 1. Organization and Nature of Operations

The San Diego Natural History Museum (the Museum) was founded in 1874 and operates with a mission to
interpret the natural world through research, education and exhibits; to promote understanding of the
evolution and diversity of southern California and the peninsula of Baja California; and to inspire in all a
respect for nature and the environment. Major Museum program areas include:

Public Programs

The Museum occupies a 150,000-square-foot facility that offers public access to exhibitions on five floors, a
3-D giant-screen theater, and education classrooms. In November 2019, the Museum debuted a new core
exhibition, Hidden Gems. This exhibition shares with visitors amazing gem and mineral specimens in their
natural and cut forms to demonstrate in part how the region’s geologic history resulted in a diverse and
mineral-rich terrain. This exhibition compliments the Museum’s mission-focused core exhibitions, joining
Fossil Mysteries, Coast to Cactus in Southern California, and Extraordinary Ideas from Ordinary People: A
History if Citizen Science.

Education Programs

Through the Environmental Science Education Center, the Museum offers programs for lifelong learning,
from pre-school through senior adults. Education programs are offered in the Museum, in schools and other
community locations, as well as outdoors locations throughout the region, to the total of 72,366 participants
annually. The range of K-8 programs includes Next Generation Science Standard and Common Core
Standards based hands-on science workshops, which are enlivened by encased and touchable specimens.

The Biodiversity Research Center of the Californias (BRCC)

For over 145 years, the Museum has served as a leader for the preservation and interpretation of scientific
specimens that document the biodiversity of our area. As the research and collections of the Museum,
BRCC continues this legacy by publishing high-quality scientific research on southern California and Baja
California. BRCC focuses on the biology, ecology, paleontology, and geology of this region and houses
nearly eight million research specimens. BRCC promotes the understanding of the evolution and diversity of
southern California and the peninsula of Baja California. Our research and publications are fundamentally
region-oriented, collection-based, and driven by evolutionary hypotheses.

Note 2. Basis of Presentation and Summary of Significant Accounting Policies

Method of Accounting
The financial statements of the Museum have been prepared utilizing the accrual basis of accounting.

Basis of Presentation — The financial statements of the Museum have been prepared in accordance with
U.S. generally accepted accounting principles ("US GAAP"), which require the Museum to report information
regarding its financial position and activities according to the following net asset classifications:

Net assets without donor restrictions: Net assets that are not subject to donor-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 Museum’s management and the board of directors.

Net assets with donor restrictions: Net assets subject to stipulations imposed by donors, and grantors.
Some donor restrictions are temporary in nature; those restrictions will be met by actions of the Museum
or by the passage of time. Other donor restrictions are perpetual in nature, where by the donor has
stipulated the funds be maintained in perpetuity.

Donor restricted contributions are reported as increases in net assets with donor restrictions. When a
restriction expires, net assets are reclassified from net assets with donor restrictions to net assets
without donor restrictions in the statements of activities.
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THE SAN DIEGO SOCIETY OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS

Measure of Operations — The statements of activities reports all changes in net assets, including changes
in net assets from operating and nonoperating activities. Operating activities consist of those items
attributable to the Museum’s ongoing programs. Nonoperating activities are limited to resources that
generate return from long-term investments and other activities considered to be of a more unusual or
nonrecurring nature.

Revenue Recognition

Contributions — Contributions are recognized as revenue when they are unconditionally pledged or when all
conditions have been met.

The Museum reports contributions as restricted if they are received with donor stipulations that limit the
use of the donated assets. When a donor restriction expires, that is, when a stipulated time restriction ends
or purpose restriction is accomplished, with restriction revenues are reclassified to without restriction
revenues and reported in the statement of activities as revenues released from restrictions. Contributions
with donor restrictions requiring the principal gift to be held in perpetuity are reported as donor restricted
endowments. The income and net gains earned from such assets is generally restricted to the purpose
designated by the donor. This recognition is in accordance with the Financial Accounting Standards Board
(FASB) Accounting Standards Codification No. 958-605.

Contributions of service are recognized if the services received (a) create or enhance non-financial assets
or (b) require specialized skills, are provided by individuals possessing those skills, and would typically need
to be purchased if not provided by donation. The Museum reports such contributions at their estimated fair
value when received. During the year ended June 30, 2020, no contributions of services were recorded.

Grants - The policy of the Museum is to recognize the revenue to the extent of eligible costs incurred, up to
the maximum subcontract or grant amount.

Contracts — The Museum recognizes revenue as services are provided.

Admissions and Education — The Museum records revenue when goods or services are provided.

Memberships — Membership fees are recognized as revenue ratably over the membership period. Amounts
received for subsequent year's fees are recorded as deferred membership revenue in the statement of
financial position.

Exhibition Costs — Exhibition costs are usually expensed when incurred or during the life of the exhibit;
however, traveling exhibition costs included in prepaid expense are expensed over the term of the
exhibition.

Auxiliary Activities — The Museum’s auxiliary activities include food and beverage services, education
activities, retail merchandise, facility rentals, and other similar support activities.

Cash and Cash Equivalents — The Museum considers all cash accounts that are not subject to withdrawal
restrictions or penalties, and certificate of deposits with an original maturity date of less than 90 days to be
cash equivalents.

Grants and Contracts Receivable - All receivables are reviewed for collectability and reserves for
uncollectible amounts are recorded based on the estimated collectability. Accounts are written off against
the allowance for doubtful accounts when deemed uncollectible. Management has determined that an
allowance of approximately $16,000 is needed for the year ended June 30, 2020.

Pledges Receivable — Pledges receivable are unconditional promises received and are recorded when the
promise to contribute is made. The Museum provides an allowance for estimated uncollectible amounts at
the time the pledges are recorded. The provision for uncollectible pledges is based, among other things, on
the Museum’s past collection experience and the changes in the current economic conditions. Pledges
receivable with payment terms in excess of one year have been discounted using an interest rate of 5%.
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THE SAN DIEGO SOCIETY OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS

Amortization of the discounts related to pledges receivable are recognized over the period of the promise
as contribution revenue. Management has determined that an allowance of $1,000 is needed for the year
ended June 30, 2020.

Investments — Investments in debt and equity securities with readily determinable fair values are reported
at fair values. Net realized and unrealized gains or losses are reflected as increases or decreases in
unrestricted net assets, unless the use is restricted by the donor.

Under the Museum’s bylaws, the Board of Trustees Finance and Investment Committees have overall
responsibility for the establishment of policies and general governance related to investments of the
Museum.

Beneficial Interest in Charitable Remainder Trusts — The Museum is the beneficiary of charitable remainder
trusts, which provide for payments of distributions to designated beneficiaries over the trusts’ terms
(usually the designated beneficiary's lifetime). At the end of a trust's term, the remaining assets are
available to the Museum for the purpose specified by the donor.

Assets held in the charitable remainder trusts are managed by donor designated trustees, and are not
accessible by the Museum until the end of the trusts’ terms. The assets are recorded as with donor
restriction contributions at their present value, calculated by the trustee using risk-free interest rates over
the estimated period until the Museum is to receive an irrevocable right to the assets.

Beneficial Interests in Perpetual Trusts — The Museum is named as beneficiary on a perpetual trust held by
a third party. This is an arrangement in which the donor established and funds a trust that is administered
by an outside third party. Under the terms of the trust, the Museum has the right to receive the income
earned on the trust’s assets in perpetuity, but never receives the assets held in trust. The trust is recorded
as with donor restrictions.

Physical Facilities — The Museum constructed the original building and the expansion it occupies. After
completion, the Museum transferred the title to the City of San Diego (the City). The Museum occupies the
building under a 35-year lease agreement with the City expiring in 2033, which permits the Museum use of
the structure at no charge. Under the terms of the lease, the City is responsible for the maintenance of the
exterior of the building.

In accordance with accounting principles generally accepted in the United States of America (US GAAP), the
original value of the building is to be reflected in the Museum's financial statements. However, if the
building had been reported at its fair market value at the date the agreement with the City originally
commenced, it would have been fully depreciated in prior years. Therefore, it is not reflected in the
accompanying statement of financial position. The cost of construction to expand and renovate the original
building has been capitalized in the statement of financial position as leasehold improvements and is being
amortized over the life of the lease.

The agreement with the City also provides for the Museum's free use of the land in Balboa Park on which
the structure is situated. No amounts have been reflected in the financial statements for use of the land, as
no objective basis is available to measure its value.

Property, Equipment and Leasehold Improvements — Property, equipment and leasehold improvements are
carried at cost for items purchased or improvements made, or fair value at the date of the gift for donated
items. Items which cost or have a fair value at the date of the gift of $5,000 or more are capitalized.
Depreciation is provided using the straight-line method over the estimated useful lives of the assets as
follows:

Leasehold improvements 30 years

Furniture and equipment 5to 20 years

Depreciation expense totaled $1,586,246 for the year ended June 30, 2020.
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THE SAN DIEGO SOCIETY OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS

Collections — The Museum houses over eight million natural history specimens in collections dating back
as far as the 1870s. Specimens include plants, birds, mammals, insects, reptiles, amphibians, marine
invertebrates, fossils, and minerals mainly from the Western United States and Baja California, Mexico. In
addition, the Museum's library includes some 25,000 titles in 56,000 volumes with many significant and rare
volumes on natural history. The Museum's collections are expensed when acquired. In accordance with the
practice generally followed by museums, the value of the collections housed by the Museum are excluded
from the financial statements and are reflected on the statements of financial position at the nominal value
of §1, as there is no objective basis for establishing value. Contributed collections are not reflected in the
financial statements. There were no proceeds from deaccessions during the year ended June 30, 2020.

Advertising Costs — Advertising costs are expensed as incurred and totaled $183,028 and $428,017 for the
years ended June 30, 2020 and June 30, 2019, respectively.

Functional Allocation of Expenses — The statement of functional expenses presents expense by function
and natural classification. Expenses directly attributable to a specific functional area of the Museum are
reported as expenses of those functional areas. A portion of costs that benefit multiple functional areas
(indirect costs) have been allocated across programs and supporting services based on the full-time
employee equivalents of a programs or supporting service. Depreciation, contracted services, occupancy,
insurance, and miscellaneous other expenses are allocated based on a square footage basis.

Cost of Direct Benefits to Donors — The costs of special events that represent a direct benefit to donors are
separately reported. For the year ended June 30, 2020, there were no special event costs due to Covid-19.

Use of Estimates - The preparation of financial statements, in conformity with US GAAP, requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of support, revenue, and expenses during the reporting period. Actual results could differ from
those estimates.

Income Tax Status — The Museum is exempt from federal income tax pursuant to Section 501(c)(3) of the
Internal Revenue Code and is also exempt from state income tax. The Financial Accounting Standards
Board (FASB) issued Accounting Standards Codification No. 740-10, Accounting for Uncertainties in Income
Taxes, which sets a minimum threshold for financial statement recognition of the benefit of a tax position
taken or expected to be taken in a tax return. The Museum has reviewed its positions for all open tax years
and has determined that it has no uncertain tax positions requiring accrual or disclosure.

New Accounting Pronouncement — In May 2014, FASB issued Accounting Standards Update (ASU) 2014-
09, Revenue from Contracts with Customers (Topic 606), which is a comprehensive new revenue recognition
standard that supersedes existing revenue recognition guidance. The core principle of the guidance is that
an entity should recognize revenue to depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods and services. The Museum adopted the new standard, Accounting Standard Codification 606,
effective July 1, 2019, using the modified retrospective approach. See Note 3 for effect on financial
statements due to change in accounting policy.

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (ASU 2016-18). This update
requires that a statement of cash flows explain the change during the period in the total of cash, cash
equivalents, and amounts generally described as restricted cash or restricted cash equivalents. Therefore,
amounts generally described as restricted cash and restricted cash equivalents should be included with
cash and cash equivalents when reconciling the beginning-of-period and end-of-period total amounts shown
on the statement of cash flows.
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THE SAN DIEGO SOCIETY OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS

In June 2018, the FASB issued ASU 2018-08, Not-for-profit Entities, Clarifying the Scope and Accounting
Guidance for Contributions Received and Contributions Made, this update to clarifies and improves the scope
and the accounting guidance for contributions received and contributions made. The update assists in
demining if transactions should be accounted for as exchange transaction or a contribution and
determining if a contribution is conditional.

Subsequent Events — Subsequent events are events or transactions that occur after the statement of
financial position date but before financial statements are available to be issued. The Museum recognizes
in the financial statements the effects of all subsequent events that provide additional evidence about
conditions that existed at that date, including the estimates inherent in the process of preparing financial
statements. The Museum'’s financial statements do not recognize subsequent events that provide evidence
about conditions that did not exist at the date of the statement of financial position, but arose after that
date and before the financial statements are available to be issued.

The Museum has evaluated subsequent events through October 8, 2020, which is the date the financial
statements are available for issuance, and concluded that that the following event required disclosure.

In March 2020 the COVID-19 virus was declared a global pandemic. Business continuity, including supply
chains and consumer demand across a broad range of industries and countries could be severely impacted
for months or beyond as governments and their citizens take significant and unprecedented measures to
mitigate the consequences of the pandemic. The ultimate disruption which may be caused by the pandemic
is uncertain; however, it may result in a material adverse impact on the Museum'’s financial position,
operations, and cash flows. Possible effects may include but are not limited to disruptions or restrictions on
our employees’ ability to work, decline in value of assets held, including equipment and marketable
securities and changes to the current regulatory environment. We are actively working to mitigate the
impact of these and other unforeseen potential disruptions to our operations.

The Museum has responded to the Covid-19 outbreak through planned intermittent closures of the Museum
to the public from March 16, 2020 through December 31, 2020. It is anticipated that fiscal year ending June
30, 2021 attendance will decrease by 71% compared to fiscal year ending June 30, 2020. Management has
taken steps to reduce operating costs for fiscal year ending June 30, 2021.

On September 1, 2020, the Museum paid off the Economic Injury Disaster Loan in full. See Note 12.
Note 3. Change in Accounting Policy

The Museum adopted the Accounting Standards Codification (ASC) 606, using the modified retrospective
method and applied to all membership dues as of July 1, 2019. The Museum recorded a net change in the
beginning net assets of $208,240 as of July 1, 2019 due to the cumulative effect of adopting ASC 606. The
Museum previously recorded member dues when received and not ratably over the membership period
before the adoption of ASC 606. The transition adjustment includes $208,240 impact to deferred revenue
and net assets as of July 1, 2019.
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THE SAN DIEGO SOCIETY OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS

Note 4. Liquidity and Availability of Resources

The Museum’s financial assets available for general expenditure, that is without donor restrictions limiting
their use within one year of the statement of position date, are as follows:

Financial Assets

Cash and cash equivalents S 5125283
Accounts receivable 1,513,462
Investments 15,933,522

Total financial assets available within one year 22,572,267

Less amounts unavailable for general expenditures
within one year, due to:

Restricted by donors with purpose restrictions (2,187,363)
Restricted by donors in perpetuity (16,405,631)
Total amounts unavailable for general
expenditures within one year (18,592,994)
Total financial assets available to management for general
expenditure within one year § 3979273

The Museum maintains policies of structuring its financial assets to be available as its general
expenditures, liabilities, and other obligations come due.

Note 5. Concentration of Credit Risk

Financial instruments, which potentially subject the Museum to credit risk, consist primarily of cash,
receivables, and investments.

Cash - The Museum maintains its cash in bank accounts, which at times may exceed federally insured
limits. The Museum has not experienced any losses in such accounts and believes it is not exposed to
any significant credit risk related to cash.

Pledges Receivable - Pledges receivable include charitable remainder trusts, which are exposed to
various risks such as interest rates and donor life expectancies. Changes in the near term are not
expected to materially affect the amounts reported in the financial statements. Pledges are subject to
credit risk.

Investments — The Museum maintains its short-term investments in several different instruments with
various investment firms. Marketable securities are exposed to various risks, such as interest rate,
market, and credit risk. It is reasonably possible, given the level of risk associated with marketable
securities that changes in the near term could materially affect the amount reported in the financial
statements.

Note 6. Fair Value Measurements

Due to the short-term nature of cash equivalents, receivables, prepaid expenses, accounts payable and
deferred revenue, fair value approximates carrying value. In accordance with Financial Accounting
Standards Board Codification No. 820 (FASB ASC 820), fair value is defined as the price that the Museum
would receive upon selling an asset or transferring a liability in an orderly transaction to an independent
buyer in the principal or most advantageous market of the asset.
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THE SAN DIEGO SOCIETY OF NATURAL HISTORY
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FASB ASC 820 also establishes a three-tier hierarchy which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs and to establish the classification of fair
value measurements for disclosure purposes. Inputs refer broadly to the assumptions that market
participants would use in pricing the asset or liability, including assumptions about risk. Inputs may be
observable or unobservable. Observable inputs are inputs that reflect the assumptions market participants
would use in pricing the asset or liability developed based on market data obtained from sources
independent of the reporting entity. Unobservable inputs are inputs that reflect the reporting entity’s own
assumptions about the assumptions market participants would use in pricing the asset or liability
developed based on the best information available.

The standard describes three-tier hierarchy of inputs that may be used to measure fair value as follows:
Level 1: Quoted prices of identical assets or liabilities in active markets.

Level 2: Significant other observable inputs other than Level 1 prices (such as quoted prices for similar
assets or liabilities, interest rates, prepayment speeds and credit risk).

Level 3: Significant unobservable inputs that reflect the Museum'’s own assumptions in determining the
fair value of assets.

Assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at June 30, 2020, Using:

Quoted Prices  Significant

in Active Other Significant
Markets for Observable  Unobservable
Identical Assets Inputs Inputs

(Level 1) (Level 2) (Level 3) Total
Assets
Equity funds $ 12,173,649 $ - $ - $ 12,173,649
Bond funds 2,647,177 - - 2,647,177
Money market funds 66,476 - - 66,476
Other investments - 8,000 - 8,000
Private equity funds - - 1,038,220 1,038,220
Funds held at San Diego Foundation - 1,813,037 - 1,813,037
Beneficial interest in charitable remainder trust - 6,182,203 - 6,182,203
Beneficial interest in perpetual trust - 2,325,009 - 2,325,009

§ 14,887,302 § 10,328,249 $§ 1,038220 § 26,253,771

For the valuation of money market funds and mutual funds as of June 30, 2020, the Museum used quoted
prices in principal active markets for identical assets as of the valuation date (Level 1).

For the valuation of other assets as of June 30, 2020, the Museum used quoted prices in principal active
markets for certain underlying fund positions and significant other observable inputs (Level 2). The
Museum also has a beneficial interest in a perpetual trust and charitable remainder trust which is based
upon significant inputs as performed by their respective trustee (Level 2).

For the valuation of private equity funds at June 30, 2020, the Museum used significant unobservable
inputs, including information from fund managers or general partners based on quoted market prices, if
available, or other valuation methods. The Museum reviews and evaluates the values provided by the fund
managers and general partners and agrees with the valuation methods and assumptions used in
determining the fair value of these investments (Level 3).
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The changes in assets by asset class measured at fair value for which the Museum used Level 3 inputs to
determine fair value for the year ended June 30, 2020, are as follows:

Balance, July 1, 2019 S 118,772
Purchases 883,750
Distributions (520)
Investment income 38,718
Fees (2,500)
Balance, June 30, 2020 $ 1,038,220

The Museum uses the net asset values (NAV) as a practical expedient to determine the fair value of all the
underlying investments which do not have a readily determinable fair value.

The following summarizes the nature and risk of those investments that are reported at estimated fair value
utilizing net asset value as of June 30, 2020:

Unfunded Redemption Redemption
Fair Value Commitments Frequency Notice Period
Private equity (a) $ 1,038220 S 510,908 Notredeemable N/A

(a) The private equity funds are invested in venture capital, growth equity and buyout sector funds. The
funds in this category do not permit redemptions.

The management of the Museum is responsible for making the fair value measurements and disclosures in
the financial statements. As part of fulfilling this responsibility, the management of the Museum has
established an accounting and financial reporting process for determining the fair value measurements and
disclosures, which identifies and adequately supports the valuation methods and assumptions used and
ensures that the presentation of the fair value measurement is in accordance with US GAAP.

Note 7. Investments

Investments, at fair value, consist of the following as of June 30, 2020:

Equity funds $ 12,173,649
Bond funds 2,647,177
Private equity funds 1,038,220
Money market funds 66,476
Other 8,000

$§ 15,933,522

The Museum'’s investment activities for the year ended June 30, 2020 resulted in interest and dividend
income of $484,760, net realized and unrealized losses of $107,996 and management fees of $79,970.
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Note 8. Receivables
Receivables consist of the following at June 30, 2020:

Due in less than one year

Contracts $ 1,427,900
Pledges 19,086
General 52,390
Grants 30,932
Less allowance for doubtful accounts (16,846)
1,513,462
Due in one to five years

Charitable remainder trusts 437,381
Less discounts to net present value at 4% (133,536)
303,845

Total receivables, net $ 1,817,307

Note 9. Property, Equipment, and Leasehold Improvements

Property, equipment, and leasehold improvements consist of the following at June 30, 2020:

Leasehold improvements S 40,212,086
Furniture, fixtures, and equipment 7,698,852
Construction in progress 714,041
48,624,979
Less accumulated depreciation (30,023,402)
Total property, equipment, and leasehold
improvements, net $ 18,601,577

Note 10. Line of Credit

The Museum has a line of credit for $500,000 maturing in May 2021 that allows the Museum to borrow at a
variable rate based on the prime rate. As of June 30, 2020, there was no amount outstanding.

Note 11. SBA Paycheck Protection Loan Program

In April 2020, the Museum received $1,221,800 loan under the Paycheck Protection Program created as part
of the relief efforts related to COVID-19 and administrated by the Small Business Administration (SBA). The
loan accrues interest at 1% but payments are not required until the lender has notified the Museum that the
SBA has approved the Museum'’s application for loan forgiveness and has determined the loan forgiveness
amount, at which time the SBA will provide the date the first payment is due. The Museum is eligible for loan
forgiveness of up to 100% of the loan, upon meeting certain requirements. The loan is uncollateralized and
is fully guaranteed by the Federal government.

Note 12. Economic Injury Disaster Loan

In June 2020, the Museum received $150,000 towards Economic Injury Disaster Loan (EIDL) under the
Disaster Recovery Loan Program from Small Business Administration. The CARES Act expanded the existing
EIDL program in response to the Coronavirus pandemic. The monthly payment on the loan is $641, beginning
12 months from the date of the promissory note, which is on June 3, 2021. The loan has an interest rate of
2.75% and matures in June 2051. The outstanding balance on the loan as of June 30, 2020 is $150,000. The
EIDL was repaid on September 1, 2020.
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Note 13. Commitments

Operating Leases — The Museum entered into an agreement to lease copier and printer equipment under a
lease agreement expiring April 2025. The Museum’s two prior lease agreements for copier and printer
equipment expired on or before June 2020.

In addition, the Museum entered into an agreement to lease warehouse space under a lease agreement
expiring in June 2023.

Future minimum lease payments required under the operating lease agreements are as follows:

Operating

Years Ending June 30, Leases
2021 S 90,492
2022 93,996
2023 97,644
2024 2,820
$ 284952

For the year ended June 30, 2020, lease expense for these leases totaled approximately $132,734.

Employment Contracts - The Museum has an employment contract with the CEO for an annual salary
through June 30, 2022.

Note 14. Net Assets With Donor Restrictions
Net assets with donor restrictions represent contributions and other inflows received by the Museum, which

are limited in their use by the donor-imposed stipulations. Net assets with donor restrictions at June 30,
2020 are available for the following purposes:

Charitable remainder trusts S 6,486,049
Legacy campaign 410,089
150th Anniversary campaign 457,314
Science, research and education 1,319,959

§ 8673411

Endowments, subject to the Museum'’s spending policy and appropriations, the income from which is
expendable for:

Endowments held at the Museum

Science, research and education S 8642752
General operations 5,302,056
CEO endowment 2,460,823
16,405,631

Beneficial interest in perpetual trust 2,325,009
Endowments held at San Diego Foundation 1,715,004
$ 20,445,644

Total net assets with donor restrictions at June 30, 2020 is $29,119,055.
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Note 15. Net Assets Released from Restriction

Net assets were released from donor restrictions by incurring expenses satisfying the restricted purposes
or by occurrence of other events specified by the donors.

Net assets released from restriction consist of the following at June 30, 2020:

Science, research and education S 984,468
Museum programs and supporting services 786,477
Special projects campaign 868,487
Distribution from perpetual trust 70,041

$ 2709473

Note 16. Endowment
Endowment Funds

The net assets associated with the endowment funds are classified and reported based on the existence or
absence of donor-imposed restrictions. The Museum’s endowment funds consist of only donor-restricted
endowment funds.

Interpretation of Relevant Law

The State of California enacted the Uniform Prudent Management of Institutional Funds Act (“UPMIFA”) in
2008. The Board of Directors of the Museum has interpreted the UPMIFA as requiring the long-term
preservation of the original gift of the donor-restricted endowment funds absent explicit donor stipulations
to the contrary. As a result of this interpretation, the Museum classifies with donor restricted net assets as
(a) the original value of gifts donated to the permanent endowment, (b) the original value of subsequent
gifts to the permanent endowment, and (c) accumulations to the permanent endowment made in
accordance with the direction of the applicable donor gift instrument at the time the accumulation is added
to the fund. Unless otherwise stipulated by the donor, the Museum classifies its donor- restricted fund net
assets with donor restrictions held in perpetuity, using the original value of the gift when it was donated to
the permanent endowment. Accumulated earnings to the permanent endowment are classified as net
assets with donor restricted that are program or time restricted in accordance with UPMIFA.

From time to time, the fair value of the assets associated with donor—restricted endowment funds may fall
below the level that the donor requires the Museum to retain as funds of perpetual duration. These
deficiencies generally result from unfavorable market fluctuations that may occur. At June 30, 2020, the
Museum had no endowment funds with fair values below the original gift amount.

Endowment Investment and Spending Policies

In accordance with UPMIFA, the Board of Directors considers the following factors in making a
determination to appropriate or accumulate endowment funds:

. The duration and preservation of the endowment fund.

. The purposes of the Museum and the endowment fund.

. General economic conditions.

. The possible effect of inflation or deflation.

. The expected total return from income and the appreciation of investments.
. Other resources of the Museum.

. The investment policy of the Museum.
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The Museum has adopted investment and spending policies for endowment assets that attempt to provide
a predictable stream of funding to programs supported by its endowment while seeking to maintain the
purchasing power of the endowment assets. Endowment assets include those assets of donor-restricted
funds that the Museum must hold in perpetuity. The Museum expects its endowment funds, over time, to
provide an average rate of return.

The investment objectives for the Endowment’s assets are to earn long-term returns that match or exceed
annual income requirements of the San Diego Natural History Museum, to provide for asset growth at a rate
in excess of the rate of inflation, to diversify the Endowment’s assets in order to reduce the risk of wide
swings in market value from year-to-year, or of incurring large losses, and to achieve investment results over
the long-term that compare favorably with those of other endowments and of appropriate market indexes.
The committee uses a return objective which is measured over a full market cycle (5 years), and is expected
to outperform a custom index which reflects the target asset allocation of the portfolio. The 5-year custom
index was 7.5% as of June 30, 2020.

The Museum has a policy of appropriating for distribution each year 4.5% of its endowment fund’s average
value over the previous three calendar years. In establishing this policy, the Museum considered the long-
term expected return on its endowment. This is consistent with the Museum'’s objective to maintain the
purchasing power of the endowment assets held in perpetuity or for a specified term as well as to provide
additional real growth through new gifts and investment return.

Donor-restricted endowment net asset composition as of June 30, 2020, is as follows:

With Donor
Restriction
Endowment net assets, beginning of year $ 21,005,015
Investment return:
Investment income 400,251
Net depreciation (M (108,104)
Total investment return 292,147
Appropriation of assets for expenditure (856,518)
Contributions 5,000
Endowment net assets, end of year § 20,445,644

(1) Includes realized and unrealized gains and losses, and other fees or expenses
Note 17. Retirement Plan

Defined Contribution Plan — The Museum maintains a 403(b) defined contribution plan (the Plan) covering
employees who meet certain age and service requirements. The Plan provides for voluntary employee
contributions and employer matching contributions. Employees regularly scheduled to work at least 20
hours per week are eligible to participate in the Plan. Eligible employees may elect to contribute a portion of
their earnings to the Plan at any time after employment commences subject to certain IRS limitations. For
the year ended June 30, 2020, the Museum made matching contributions of $47,195.

Note 18. Contingencies

Grants and Contracts — The Museum has grants and contracts with government agencies which are subject
to audit. No provision has been made for any liabilities that may arise from such audits since the amounts,
if any, cannot be determined. Management believes that any liability which may result from these audits
would not have a material impact on the Museum's financial statements.
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Note 19. June 30, 2019 Financial Information

The financial statements include certain prior year summarized comparative information in total, but not by
net asset class. Such information does not include sufficient detail to constitute a presentation in
conformity with accounting principles generally accepted in the United States of America. Accordingly, such
information should be read in conjunction with the Museum's financial statements for the year ended June
30, 2019, from which the summarized information was derived.

Certain reclassifications have been made to the summarized 2019 financial information to conform to the
classifications adopted for the 2020 financial statements. These reclassifications had no effect on the
change in net assets.
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SUPPLEMENTARY INFORMATION
INCOME/EXPENSE STATEMENT, CITY OF SAN DIEGO TOT FUNDS
Year Ended June 30, 2020

Budget Actual TOT Funds
EXPENSE CLASSIFICATION
Operating income $ 12,085,081 $ 10,897,666 $ 392,101
Operating expense (12,085,081) (11,354,376) (392,101)
Net loss $ - §  (456,710) § -
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WEST RHODE & ROBERTS

REPORT ON COMPLIANCE WITH THE REQUIREMENTS OF THE CITY OF SAN DIEGO COMMISSION FOR
ARTS AND CULTURE ALLOCATIONS PROGRAM

Board of Trustees
The San Diego Society of Natural History

We have audited, in accordance with auditing standards generally accepted in the United States of America,
the statement of financial position of the San Diego Society of Natural History (the Museum) as of June 30,
2020, and the related statements of activities and cash flows for the year then ended, and have issued our
report thereon dated October 8, 2020.

In connection with our audit, nothing came to our attention that caused us to believe that the San Diego
Society of Natural History failed to comply with the requirements of the City of San Diego Commission for
Arts and Culture Allocations Program. However, our audit was not directed primarily toward obtaining
knowledge of such non-compliance. Accordingly, had we performed additional procedures, other matters
may have come to our attention regarding the Museum’s non-compliance with the requirements of the City
of San Diego Commission for Arts and Culture Allocations Program.

This report is intended solely for the information and use of the Board of Trustees and management of the
San Diego Society of Natural History, and the City of San Diego Commission for Arts and Culture Allocations
Program, and is not intended to be and should not be used by anyone other than these specified parties.
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WEST RHODE & ROBERTS

San Diego, California
October 8, 2020
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