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CITY OF PACIFIC GROVE

300 Forest Avenue, Pacific Grove, California 93950

AGENDA REPORT

TO: City Council
FROM: John Pearse, Museum Board Chair
MEETING DATE: February 3, 2016

Museum Board transmittal of 2014-2015 Financial Statements with

SUBJECT: Independent Auditors’ Report, June 30 2015 and 2014
CEQA This does not constitute a “project” under California Environmental Quality
Act (CEQA) guidelines.
RECOMMENDATION

No action necessary; Council is receiving the report only.

DISCUSSION

In compliance with Section 5.09 (a) of the Lease and Operating Agreement between the Pacific
Grove Museum of Natural History and the City of Pacific Grove, the Museum annually provides a
copy of audited financial statements for the most recent fiscal year, ending June 30.

The Museum Board has reviewed the statements for 2014-2015 (Titled "Financial Statements with
Independent Auditors’ Report, June 30 2015 and 2014").

The Board notes that auditors issued a clean report.

OPTIONS
1. Request additional actions by the Museum Foundation, the Museum Board, or staff.

FISCAL IMPACT
None.

ATTACHMENTS
1. The Pacific Grove Museum of Natural History Financial Statements with Independent Auditors’
Report, June 2015 and 2014

RESPECTFULLY SUBMITTED,

John Pearse, Chair
Museum Board
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COMSULTANTS & CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

Board of Directors

Museum Foundation of Pacific Grove, Inc.
dba Pacific Grove Museum of Natural History

Pacific Grove, California

We have audited the accompanying financial statements of Museum Foundation of Pacific Grove,
Inc. dba Pacific Grove Museum of Natural History (a California nonprofit public benefit corporation)
which comprise the statements of financial position as of June 30, 2015 and 2014, and the related
statements of activities and changes in net assets and cash flows for the years 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.

Auditors’ Responsibility

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

An audit involves performing procedures to obfain audit evidence about the amounis and
disclosures in the financial statements. The procedures selected depend on the auditors’ judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the organization’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 organization’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

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

100 Clock Tower Flace, Suite 120 « Carmei, C4 93623
tel (834} 825-5111 +fax {831) 625-8208

PrREOHELIN DONOVAN, LLP A MEMBER OF RUSSELL BECFORD IRTERNATIONAL WWW.PMBRD.COM
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CONSULTANTS & CERTIFIED PUBLIC ACCOUNTANTS

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Museum Foundation of Pacific Grove, Inc. dba Pacific Grove Museum of Natural
History as of June 30, 2015 and 2014, and the changes in its net assets and its cash flows for the
years then ended in accordance with accounting principles generally accepted in the United States
of America.

Other-Matter

Our audits were conducted for the purpose of forming an opinion on the financial statements as a
whole. The schedules of functional expenses on page 16 are presented for purposes of additional
analysis and are 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 fo prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audits 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 {o 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.

AR ﬁl_@éwu Domevere, 0.7

PMB Helin Donovan, LLP
Carmel, California
December 17, 2015
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MUSEUM FOUNDATION OF PACIFIC GROVE, INC.
dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY
STATEMENTS OF FINANCIAL POSITION
JUNE 30, 2015 AND 2014
2015 2014
ASSETS
CURRENT ASSETS
Cash $ 547,698 $ 351,454
Accounts receivable 100,415 55,547
Grants receivable 79,268 250,600
Prepaid expenses 3,360 3,139
Inventory 8,425 10,262
Total current assets 739,166 670,402
BENEFICIAL INTEREST IN ASSETS HELD AT
COMMUNITY FOUNDATION 316,188 334,030
HELEN JOHNSON MONARCH ENDOWMENT FUND 808,068 -
PROPERTY AND EQUIPMENT, net 218,412 75,363
Total assets $ 2,081,834 $ 1,079,795
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable $ 8,570 $ 19,556
Accrued expenses 47,822 38,719
Total current liabilities 56,392 58,275
NET ASSETS
Unrestricted 770,489 779,771
Temporarily restricted 446,943 241,749
Permanently restricted 808,000 -
Total net asseis 2,025,442 1,021,520
Total liabilities and net asseis $ 2,081,834 $ 1,079,795

The notes are an integral part of these financial statements.
-3-
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MUSEUM FOUNDATION OF PACIFIC GROVE, INC.
dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014
2015 2014
CASH FLLOWS FROM OPERATING ACTIVITIES
Change in net assets $ 1,003,922 $ 263,952
Adjustments to reconcile change in net assets to cash
provided (used) by cperating activities
Depreciation 17,082 15,050
Change in value of beneficial interest in assets held at
community foundation 3,105 (44,847)
Change in operating assets and liabilities
Accounts receivable (44,868) (45,572)
Grants receivable 170,732 (250,000)
Prepaid expenses (221) (3,139)
Inventory 1,837 1,013
Accounts payable (10,986) 19,486
Accrued expenses 9,103 4373
Net cash provided {used) by operating activities 1,149,706 (39,684)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of securities (808,068) -
Distribution of beneficial interest in assets heid at
community foundation 14,737 15,135
Purchases of property {160,131) {1,836)
Net cash provided (used) by investing activities {953,462) 13,299
Net change in cash 196,244 (26,385)
CASH
Beginning of year 351,454 377,839
End of year $ 547,698 $ 351,454

The notes are an integral part of these financial statements.

-5-
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dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014

NOTE 1 - NATURE OF OPERATIONS

The Museum Foundation of Pacific Grove, Inc. dba Pacific Grove Museum of Natural History
(Foundation), a California nonprofit public benefit corporation, was formed on October 3, 2008 to
operate, manage and care for and use the collections of the Pacific Grove Museum of Natural History
(Museum), owned by the City of Pacific Grove (City), for the benefit of the City, its residents and
visitors, and the users of the Museum. Revenues for the Foundation are derived mainly from the City
based upon an operating agreement, and donations.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of accounting and presentation — The financial statements have been prepared on the
accrual basis of accounting in accordance with accounting principles generally accepted in the United
States of America, under which revenues are recognized when they are earned and expenses are
recognized when the related lability is incurred.

Description of net assets — The Foundation reports information regarding its financial position and
activities according to the following three classes of net assets: unrestricted net assets,
temporarily restricted net assets and permanently restricted net asseis.

Unrestricted net assets — Net assets that are not subject to donor-imposed stipulations.

Temporarily restricted net assets — Net assets subject to donor-imposed stipulations that may
or will be met either by actions of the Foundation and/or the passage of time. Temporarily
restricted net assets are reclassified to unrestricted net assets when the restrictions are met or
have expired. These reclassifications are reporied in the statements of activities as net assets
released from restrictions.

Permanently restricted net assets — Net assets subject to donor-imposed stipulations that they
be maintained permanently by the Foundation. income from permanently restricted net assets is
generally subject to donor-imposed stipulations and is considered temporarily restricted until
resirictions are met.

Use of estimates — Preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of any contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Accordingly, actual results could differ from those estimates.
Significant estimates include the fair value of beneficial interest in net assets of community foundation
and the depreciable lives of property and equipment.

Cash — Cash includes cash on hand and bank checking accounts. Cash on deposit occasionally
exceeds federally insured limits. The Foundation believes it mitigates the risk of concentration by
depositing at major financial institutions. The Foundation has not experienced any losses in such
accounts.
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dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Inventory — Inventory is valued at the lower of cost or market, except for donated inventory which is
recorded at fair value on the date received. Cost is determined by the first-in, first-out method.

Grants receivable — Grants receivable consist of amounts that have been promised to the Foundation
but have not yet been paid. They are stated at the amount management expects to collect from
balances outstanding. Management closely monitors outstanding balances throughout the year, and
writes off all balances that are considered uncollectible. All balances are due within one year and are
considered collectible at June 30, 2015.

Beneficial interest in assets held at community foundation ~ The Foundation has a stewardship
fund held and administered by the Community Foundation for Monterey County, {Community
Foundation) with the acquisition of the Pacific Grove Natural History Museum Association on July 1,
2010. Under the terms of the agreement, the Foundation has the right to receive distributions from the
fund made at the request of the Foundation’s board of directors. The fair value of the beneficial interest
was recognized as an asset and a contribution at the date it was acquired. The assets of the fund are
not subject to the control or direction of the Foundation. Gains and losses, which are not distributed, are
reflected as change in value of beneficial interest in assets held at community foundation.

Property and equipment, net — The City owns the Museum and the related property, plant and
equipment. The Foundation purchases certain tangible assets to support managing the facility. The
City has reversionary rights to facility improvements and exhibitions purchased by the Foundation.

Property and equipment purchased are recorded at cost and donated property and equipment are
recorded at estimated fair value on the date contributed to the Foundation. Assets donated with
explicit restrictions regarding their use and coniributions of cash that are restricted to property and
equipment purchases are reported as temporarily restricted support. Absent donor stipulations
regarding how long those donated assets are to be maintained, the Foundation reports expirations of
donor restrictions when the donated or acquired assets are in their specified service, at which time the
temporarily restricted net assets are reclassified as unrestricted. Additions to property and equipment
in excess of $1,000 with an estimated useful life of greater than one year are capitalized. Depreciation
is computed using the straight line method over the estimated useful fives of the assets ranging from
three to seven years.

Museum Collection — The Museum Collection (Collection) is comprised of artifacts owned by the City
and therefore, the Collection is not recognized as assets on the Foundation's statement of financial
position. The Collection refers to all artifacts owned by the City and maintained at the Museum, as
identified in the Collection survey conducted in February 2010, including those exhibited, stored and
located within the City's Point Pinos Lighthouse. All collection items which are acquired by the
Foundation through purchases and contributions since the Foundation’s inception, are not recognized
as assefs on the statements of financial position. Purchases of collection items are recorded as
decreases in net assets in the year in which the items are acquired. Contributed collection items are
not reflected on the financial statements. Proceeds from decisions or insurance recoveries are
reflected as increases in the appropriate net asset classes. The Collection is protected and cared for
in accordance with the Museum’s management policy.

-7-
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dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Donated services and materials — The Foundation may receive services, equipment and material
without payment or compensation. When the value of such contributions is ascertainable and meets
the criteria for recognition in the statement of activities, it is reflected in the accompanying financial
statements as revenue and expense. Donated services are recorded if such services create or
enhance nonfinancial assets or require specialized skills and are so essential that they would be
purchased if not provided by donation. Materials and other noncash donations are recorded at
estimated fair value determined at the date of donation. Donations of services and materials for
special events aggregated $6,777 and $7,463 for the years ended June 30, 2015 and 2014,
respectively. Donations of materials for programs and management and general aggregated $0 for
the years ended June 30, 2015 and 2014.

Volunteers donated hours to the Foundation during the period, however, these donated services are not
reflected in the financial statements since the services do not require specialized skills as specified by
accounting standards for recognition.

Financial instruments — Financial instruments included in the Foundation’s statements of financial
position include cash, beneficial interest in assets held at community foundation, accounts payable and
accrued expenses. For cash, accounts payable and accrued expenses, the carrying amounts represent a
reasonable estimate of the comesponding fair values. Beneficial interest in assets held at community
foundation and the Helen Johnson Monarch Fund are reflected in the accompanying balance sheets at
their estimated fair values using methodologies described below.

Fair value measurements — Fair value is the price that would be received from selling an asset or
paid to transfer a liability in an orderly fransaction between market participants at the measurement
date. When determining fair value, the Foundation considers the principal or most advantageous
market in which it would transact, and considers assumptions that market participants would use
when pricing the asset or liahility.

The three-level hierarchy for fair value measurements is defined as follows.

Level 1 — Valuation is based on observable inputs using quoted prices in active markets for
identical assets or liabilities that are accessible at the measurement date.

Level 2 — Valuation is based on inputs from sources other than quoted prices in active markets
that are either directly or indirectly observable as of the reporting date. This may include quoted
prices for similar assets in an active market, quoted prices for similar assets in a market that is not
active or valuation methods using models, interest rates and yield curves as observable inputs.

Level 3 — Valuation is based on unobservable inputs for the assets, reflecting the Foundation’s
consideration about the assumptions that a market participant would use in pricing the asset or
liability, to the extent that observable inputs (Levels 1 and 2) are not available. Level 3 assets and
llabilities include situations where there is little or no market activity for the asset or liabilities, and
significant management judgment or estimates are required.
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dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ({continued)

Beneficial interest in assets held at community foundation are classified as Level 2 because they are
valued using quoted prices in active markets, however, the Foundation records their aliocated share
of the values based on the statements received from the Community Foundation.

During the current year, the Foundation received funds from a bequest that were permanently
restricted. The funds received were classified as Level 1 and Level 3. Level 1 assets represent funds
received and held in a temporary cash account with an investment advisor. The funds were deposited
just prior to year end and will be invested as determined by the Foundation investment policy. The
Foundation received shares in InvenTrust Properties Corporation as the remainder of the bequest,
The shares are classified as Level 3. The shares are classified as Level 3 since observable inpuis are
minimal. Refer to Note 3 below.

While the Foundation believes its valuation methods are appropriate and consistent with those used
by other market participants, the use of different methodologies or assumptions to determine the fair
value of certain financial instruments could result in a different estimate of fair value at reporting date.
Those estimated values may differ significantly from the vaiues that would have been used had a
readily available market for such assets and liabilities existed, or had such assets and liabilities been
liquidated, and these differences could be material to the financial statements.

Revenue recognition — Contributions received are recognized as revenue when received or
unconditionally promised. Contributions of assets other than cash are recorded at their estimated fair
values. All contributions and grants are considered to be available for unrestricted use unless
specifically restricted by the donor or grantor. Amounts received that are designated for future periods
or restricted by the donor or grantor for specific purposes are reported as temporarily restricted or
permanently restricted support that increases those net asset classes. However, if a restriction is
fulfilled in the same time period in which the contribution is received, the Foundation reports that
support as unrestricted.

Functional expense allocation — The costs of providing program services and other activities have
been presented on a functional basis in the statement of activities. Accordingly, certain cosis have
been allocated among the programs and supporting services benefited.

Advertising costs — Advertising costs are expensed as incurred. Advertising expenses were $11,087
and $7,312 for the years ended June 30, 2015 and 2014, respectively.

Income tax status — The Foundation is exempt from income tax under Section 501(c)(3) of the
Internai Revenue Code and Section 23701d of the California Revenue and Taxation Code but is
subject to taxes on unrelated business income when earned.

The Foundation has adopted the provisions related to accounting for uncerfainty in income taxes,
which defines a recognition threshold and measurement atiribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax retum. The
Foundation’s management has considered its tax positions and believes that all of the positions taken
by the Foundation in its federal and state tax returns are more likely than not to be sustained upon
examination. The Foundation’s returns are subject to examination by federal and state taxing
authorities, generally for three years after they are filed.

-9-
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dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014

NOTE 3 — INVESTMENTS AND FAIR VALUE DISCLOSURES

The following tables present the fair value of investments on the accompanying statements of financial
position, as of June 30, 2015 by fair value hierarchy.

2015 Level 1 Level 2 Level 3 Total
UBS cash accounts $ 748,000 § - $ - $ 748,000
InvenTrust Properties - - 60,000 60.000
$ 748000 $ - $§ 60000 $ 808,000

During the current year, the Foundation received a bequest to establish a permanent endowment.
The bequest was received just pricr to year end. The Foundation established an investment account
with a financial advisor at UBS Financial Services, Inc (UBS). The amount classified as Level 1
represents cash on deposit with UBS. The level 3 investment represents shares received to close out
the bequest in InvenTrust Properties Corporation. These shares were received on June 30, 2015, The
shares represent ownership in real estate assets transferred to the Foundation. These shares are
valued by the corporation and are not currently fraded on a national securities exchanges. The
Foundation is working with their investment advisor 1o liguidate these shares.

NOTE 4 - BENEFICIAL INTEREST IN ASSETS HELD AT COMMUNITY FOUNDATION AND FAIR
VALUE DISCLOSURES

The Museum has established a stewardship fund with the Community Foundation for the benefit of
the Museum. The Museum granted variance power to the Community Foundation, thus the
Community Foundation has full authority and discretion as to the investment and reinvestment of the
assets.

The following tables present the fair value of beneficial interest in assets held at Community Foundation
on the accompanying statements of financial position, as of June 30, by fair value hierarchy.

2015 Level 1 Level 2 Llevel3 Total
Beneficial interest in assets held
at Community Foundation $ - $ 316,188 $ - $ 316,188
2014 l.evel 1 Level 2 _Level 3 Total
Beneficial interest in assets held
at Community Foundation $ - $ 334,030 % - $ 334,030

-10 -
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MUSEUM FOUNDATION OF PACIFIC GROVE, INC.

dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014

NOTE 5 - FUNDS HELD AT COMMUNITY FOUNDATION

The Community Foundation holds an endowment fund in which the Foundation has been designated
as the income beneficiary. The Foundation does not have variance power over this fund and thus the
assets in the fund are not included in the Foundation’s financial statemenis. The balance in this
account was $130,479 and $141,612 as of June 30, 2015 and 2014, respectively. The income
distribution from the fund to the Foundation amounted to $9,846 and $7,054 for the years ended
June 30, 2015 and 2014, respeclively, and is reported in contributions in the accompanying
statements of activities and changes in net assets.

NOTE 6 - PROPERTY AND EQUIPMENT

Property and equipment consist of the following as of June 30.

2015 2014
Improvements $ 69221 $ 69,221
Equipment 39,720 33,029
Furniture and fixtures 12,989 12,989
Exhibits 95,667 19,181
Construction in progress 76,954 -
Website 4.250 4,250

298,801 138,670
Accumulated depreciation (80,389) {63,307)

$ 218412 $ 75363

Depreciation expense was $17,082 and $15,050 for the years ended June 30, 2015 and 2014,
respectively.

NOTE 7 — ACCRUED EXPENSES

Accrued expenses consist of the following as of June 30.

2015 2014
Accrued sales tax $ 337 $ 468
Accrued wages 16,331 13,434
Accrued compensated absences 31,154 24 817

$ 47822 $ 38719

-11 -
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dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014
NOTE 8 - TEMPORARILY RESTRICTED NET ASSETS
Temporarily restricted net assets consist of the following as of June 30.
2015 2014
LIMPETS $ 42084 $ 5,353
Adopt A Bird 7,185 500
Special exhibitions 972 4,500
Monarch sanctuary 10,423 -
Helen Johnson Monarch Fund — income 68 -
Permanent exhibitions
Butterfly experiences 7,907 7,907
Monarch gallery 23,022 28,552
Butterfly pavilion 354,687 192,437
First inhabitants 595 2,500

$.446943  $ 241749

NOTE 9 - PERMANENTLY RESTRICTED NET ASSETS

Permanently restricted net assets as of June 30, 2015 of $808,000 is restricted in perpetuity, the
income from this fund is expendable to support the monarch education program and te support the
creation, operation and maintenance of the Butterfly Pavilion.

NOTE 10 - ENDOWMENT FUND

The Foundation’s endowment includes a donor-resfricted endowment fund to support the monarch
education program and to support the creation, operation and maintenance of the Butterfly Pavilion.

The Board of Directors of the Foundation has interpreted the Uniform Prudent Management of
Institutional Funds Act (UPMIFA) as requiring the preservation of the fair value of the original gift as of
the date of gift of donor-restricted endowment funds absent explicit donor stipulations to the contrary.
As aresult of this interpretation, the Foundation classifies as permanently restricted net assets (a) the
original value of gifts donated to the permanent endowment, (b) the original value of subsequent gifts
to the permanent endowment, and (¢) 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. The remaining portion of the donor-restricted endowment fund that is not classified
as permanently restricted net assets is classified as temporarily restricted net assets until those
amounts are appropriated for expenditure by the Education Fund in a manner consistent with the
standard of prudence prescribed by UPMIFA.

-12-
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dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014

NOTE 10 - ENDOWMENT FUND {continued)

In accordance with UPMIFA, the Foundation considers the following factors in making a determination
to appropriate or accumulate donor-restricted endowment funds:

{1) The duration and preservation of the fund

(2) The purposes of the Foundation and the donor-restricted endowment fund
(3) General economic conditions

(4) The possible effect of inflation and deflation

(5) The expected total return from income and the appreciation of investments
{6) Other resources of the Foundation

(7) The investment policies of the Foundation

Return Objectives and Risk Parameters

The Foundation has adopted investment and spending policies for endowment assets with the
objective of ultimately providing 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 Foundation must hold in perpetuity.
Under this policy, as approved by the Board of Directors, the endowment assets are invested in a
manner that, at a minimum, maintains the purchasing power of the original Endowment corpus and
shall be consistent with: i) the risk deemed appropriate by the Investment Committee; ii) the mission
and programs of the Foundation, and iii} the projected cash needs of the Foundation which may
require a constant and reliable flow of income to the annual operating budget.

Strategies Employed for Achieving Objectives

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

Spending Policy and How the investment Objectives Relate to Spending Policy
The Foundation will determine an annual spending rate based on the average fair market value of the
endowed assets. Over the long term, the Foundation expects the current spending policy to aliow its

endowment fo 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.
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MUSEUM FOUNDATION OF PACIFIC GROVE, INC.
dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014
NOTE 10 - ENDOWMENT FUND (continued)
Endowment net assets composition by type of fund as of June 30, 2015:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor restricted endowment funds
Cash - restricted (level 1) b - 8 68 § 748,000 % 748,068
InvenTrust Properties (level 3) - - 60,000 60,000
Total endowment funds at 6/30/15  § - % 68 $ 808,000 % 808,068
Temporarily Permanently
Unrestricted Restricted Restricted Total
Endowment net assets at 6/30/14  § - % - 8 - % -
Contribution 808,000 808,000
Investment return
Interest and dividends - 68 - 68
Net appreciation (realized and
unrealized) - - - -
Appropriation of endowment
assets for expenditure - - - -
Endowment net assets at 6/30/15 $ - § 68 % 808,000 §$ 808,068

NOTE 11 - OPERATING AGREEMENT AND LEASE

An operating agreement and iease (Agreement) was signed by the Foundation and the City and
accepted by the city council on June 29, 2009, The Agreement was amended on July 29, 2010 and then
again on August 8, 2010. It is further amended effective May 21, 2014. The Agreement states that
responsibility for management of the Museum was transferred {o the Foundation on August 1, 2009 fora
term of thirty years and eleven months ending June 30, 2040. Commencing on June 30, 2010 and
continuing on June 30™ of each year of the term thereafter, the term shall be extended by one year;
provided, that either party may, in its sole discretion, give written notice to the other party, not later than
thirty days prior to June 30" of any term year that it wishes to terminate the automatic one year extension
provided for above, in which case the term of this Agreement shall be fixed at thirty years from the end of
the term year in which such notice is given. Under the Agreement, the City retains ownership of the
Museum facility and the Collection. The City also retains responsibility for major repairs and
maintenance of the faclility and for basic maintenance and janitorial services. In addition, the City has
agreed to make an annual contribution to the Foundation to assist with Museum operating costs which is
included as state and local funding on the statement of activities and changes in net assets. The
Foundation will be responsible for all Museum operations including managing the Collection, developing
new Museum exhibits, both permanent and special, planning and conducting educational and scientific
programs and special events,

-14 -
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MUSEUM FOUNDATION OF PACIFIC GROVE, INC. """

dba PACIFIC GROVE MUSEUM OF NATURAL HISTORY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2015 AND 2014

NOTE 12 - ECONOMIC DEPENDENCY

Approximately $169,000 and $170,000 or 9% and 17% of the Foundation’s total support and
revenues were provided by the City for the years ended June 30, 2015 and 2014, respecftively.

Approximately $808,000 and $330,000 or 45% and 33% of the Foundation’s total support and
revenues were provided by one donor as of June 30, 2015 and 2014, respectively.
NOTE 13 - SUBSEQUENT EVENTS

The Foundation has evaluated subsequent events for potential recognition and/or disclosure through
December 17, 2015, the date which the financial statements were available {o be issued.
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