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INDEPENDENT AUDITOR’S REPORT

The Board of Directors
Southern Poverty Law Center, Inc.
Montgomery, Alabama

Report on the Financial Statements

We have audited the accompanying statement of financial position of Southern Poverty Law Center,
Incorporated (the Center) as of October 31, 2014, which comprise the related statements of activities,

cash flows, and functional expenses for the year then ended, and the related notes to financial
statements,

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair pfesentation 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 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 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 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 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 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,



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Southern Poverty Law Center, Inc. as of October 31, 2014, and the results of its

operations and its cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

gmgmmm. Pr

Montgomery, Alabama
December 19, 2014



SOUTHERN POVERTY LAW CENTER, INC,
MONTGOMERY, ALABAMA

STATEMENT OF FINANCIAL POSITION
OCTOBER 31, 2014

OPERATING FUND

ASSETS:
Cash and cash equivalents
Contributions receivable
Other receivables
Inventory
Prepaid expenses
Investments of gift annuity program and pooled income fund
Other investments
Land, buildings, and equipment, net

Total operating fund assets

LIABILITIES AND NET ASSETS:
Accounts payable and accrued Habilities
Line of credit
Gift annuity and pooled income fund Liability
Long-term debt
Total operating fund Habilities

Unrestricted net assets - operating fund
Temporarily restricted net assets - operating fund

Total net assets - operating fund

Total operating fund liabilities and net assets

$

994,441
3,295,618
1,544,715

510,092
1,757,000
9,009,114
5,478,398

15,182,534

37,771,912

2,273,374
2,500,000
6,075,992
15,000,000

25,849,366

9,772,431
2,150,115

11,922,546

37,771,912

Continued on next page.



SOUTHERN POVERTY LAW CENTER, INC.
MONTGOMERY, ALABAMA

STATEMENT OF FINANCIAL POSITION

OCTOBER 31, 2014
ENDOWMENT FUND
ASSETS:
Investments
NET ASSETS:

Unrestricted net assets - endowment fund
Permanently restricted net assets - endowment fund

Total endowment fund net assets

$ 302,825,586

II

$ 299,253,687
3,571,899

$ 302,825,586

Continued on next page.



SOUTHERN POVERTY LAW CENTER, INC.
MONTGOMERY, ALABAMA

STATEMENT OF FINANCIAL POSITION

OCTOBER 131, 2014
TOTALS
ASSETS: .
Total operating fund (including land, buildings, and equipment)
Total endowment fund |
Total assets
LIABILITIES AND NET ASSETS:
Total operating fund liabilities
Total liabilities

Unrestricted net assets:
Operating fund
Endowment fund _
Total unrestricted net assets

Temporarily restricted net assets:
Operating fund

Permanently restricted net assets:
Endowment fund

Total net assets

Total liabilities and net assets

The accompanying notes are an integral part of these financial statements.

$ 37,771,912
302,825,586

$ 340,597,498

$ 25,849,366

25,849,366

9,772,431
299,253,687

309,026,118

2,150,115

3,571,899

314,748,132

$ 340,597,498




SOUTHERN POVERTY LAW CENTER, INC.
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED OCTOBER 31,2014
OPERATING FUND

CHANGES IN UNRESTRICTED NET ASSETS FROM OPERATING FUND:
‘Operating fund support and revenue:

Public support: ‘
Contributions £ 39,186,630
Grants 1,987,373
Total public support 41,174,003
Revenue:
Investment income (excluding endowment) 558,422
Other 341,263
Total revenue 899,685
Total operating fund support and revenue ' 42,073,688
Net assets released from temporary restrictions 1,306,624
Total support, revenue, and net assets released from restriction 43,380,312
Operating fund expenses:
Program services: .
Legal services 13,038,959
Public education 14,918,505
Total program setvices 27,957,464
Supporting services;
Management and general 5,305,503
Development 8,698,156
Total supporting services 14,003,859
Total operating fund expenses 41,961,323
Changes in unrestricted net assets from operating fund 1,418,989
CHANGES IN TEMPORARILY RESTRICTED NET ASSETS FROM
OPERATING FUND:
Operating fund support and revenue;
Contributions and grants 1,235,944
Net assets released from temporary restrictions (1,306,624)
Changes in temporarily restricted net assets from operating fund (70,680)
CHANGES IN NET ASSETS FROM OPERATING FUND 1,348,309
TRANSFER FROM ENDOWMENT FUND 492,829
NET ASSETS AT BEGINNING OF YEAR 10,081,408
NET ASSETS AT END OF YEAR $ 11922546
Continued on next page.



SOUTHERN POVERTY LAW CENTER, INC.

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED OCTOBER 31, 2014

 ENDOWMENT FUND

CHANGES IN UNRESTRICTED NET ASSETS FROM ENDOWMENT FUND:

Endowment fund revenue:
Investment income
Total endowment fund revenue

Endowment fund expense:
Supporting services:
Management and general
Total endowment fund expense

Changes in unrestricted net assets from endowment fund
CHANGES IN PERMANENTLY RESTRICTED NET ASSETS
FROM ENDOWMENT FUND:

Permanently restricted contributions
Changes in permanently restricted net assets from endowment fund

CHANGES IN NET ASSETS FROM ENDOWMENT FUND
TRANSFER TO OPERATING FUND
NET ASSETS AT BEGINNING OF YEAR

NET ASSETS AT END OF YEAR

$ 21,424,702

21,424,702

579,760

579,760

20,844,942

1,350,000

1,350,000

22,194,942
(492,829)

281,123,473

$ 302,825,586

Continued on next page.



SOUTHERN POVERTY LAW CENTER, INC.
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED OCTOBER 31, 2014
TOTALS

CHANGES IN UNRESTRICTED NET ASSETS:

Changes in unrestricted net assets from operating fund $ 1,418,989

. Changes in unrestricted net assets from endowment fund 20,844,942

Changes in unrestricted net assets 22,263,931
CHANGES IN TEMPORARILY RESTRICTED NET ASSETS:

Changes in temporarily restricted net assets from operating fund (70,680)
CHANGES IN PERMANENTLY RESTRICTED NET ASSETS:

Changes in permanently restricted net assets from endowment fund 1,350,000
TOTAL CHANGES IN NET ASSETS : 23,543,251
NET ASSETS AT BEGINNING OF YEAR 291,204,881
NET ASSETS AT END OF YEAR $ 314,748,132

The accompanying notes are an integral part of these financial statements.



SOUTHERN POVERTY LAW CENTER, INC.

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED OCTOBER 31, 2014
Increase (Decrease) in Cash and Cash Equivalents

OPERATING ENDOWMENT

FUND TOTALS
OPERATING ACTIVITIES:
Cash received for public support $42,196,713 $ 42,196,113
Cash received for services and materials 141,682 141,682
Cash received from other sources 193,363 193,363
Cash payments for operating expenses (23,716,377 § (24,296,137)
Cash payments for employee salaries and benefits (17,235,676) (17,235,676}
Interest and dividend income 247,939 950,843
Net cash from operating activities 1,827,644 1,550,788
INVESTING ACTIVITIES: : :
Purchase of investments (11,132,181} (56,270,639)  (67,402,820)
Proceeds from sale of investments 6,331,990 61,622,314
Purchase of property and equipment {1,055,447) (1,055,447
Net cash used for investing activities (5,855,638) (6,835,953}
FINANCING ACTIVITIES:
Operation transfets in (out) 492,829
Proceeds from contributions restricted for investment in
permanent endowment 1,350,000
Proceeds from draw on line of credit 2,500,000 2,500,000
Payments made to gift annuity plan and pooled income participants {831,757) (831,757)
Cash received for new gift annuities 698,175 698,175
Net cash from financing activities 2,859,247 3,716,418
NET DECREASE IN CASH AND CASH EQUIVALENTS (1,168,747 (1,168,747
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 2,163,188 2,163,188
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 994,441 99441
RECONCILIATION OF CHANGE IN NET ASSETS TQ NET
CASH PROVIDED BY OPERATING ACTIVITIES:
Change in net assets $ 1,348,309 § 22,194,942 § 23,543,251
ADJUSTMENTS TO RECONCILE CHANGE IN NET ASSETS
TO NET CASH PROVIDED BY OPERATING ACTIVITIES:
Depreciation 1,362,389 1,362,389
Present value adjustment to annuities and pooled income fiund payable (7,723) (7,723)
Contributions restricted for investment in permanent endowment (1,350,000)
Increase in receivables, inventory, and prepaid expenses (920,240) (920,240)
Incréase in accounts payable and accrued liabilities 355,392 355,392
Net realized gain on sale of investments (174,587 (9,495,228)
Net unrealized gain on investments (135,896) (11,401,157 {11,537,053)
Total adjustments ’ 479,335 (22,071,798) (21,592,463)
Net cash from operating activities $ 1,827644 § 123,144 § 1,950,788

The accompanying notes are an integral part of the financial statements,
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SOUTHERN POVERTY LAW CENTER, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2014

NOTE 1 - ORGANIZATION:

The Southern Poverty Law Center, Inc. (the Center) is a nonprofit organization that is dedicated to
fighting hate and bigotry and to seeking justice for the most vulnerable members of our society.

- Using litigation, education, and other forms of advocacy, the Center works toward the day when the

ideals of equal justice and equal opportunity will be a reality.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: '
Basis of presentation - The financial statements of the Center have been prepared on the accrual basis

of accounting in accordance with accounting principles generally accepted in the United States of
America (GAAP). '

Net asset_categories - The Center reports its financial position and activities according to three
classes of net assets based on the existence or absence of donor-imposed restrictions.

Permanently restricted net assets - Net assets subject to donor-imposed stipulations requiring
them to be maintained permanently by the Center. Contributions of permanently restricted

net assets are invested in the Center’s endowment fund. The donors of these assets permit
the Center to use the income earned for operations.

Temporarily restricted net assets - Net assets whose use by the Center is subject to donor-
imposed or legal stipulations as to timing of their availability or use for a particular purpose.
The Center’s temporarily restricted netassets include its pooled income fund, which consists

of the donor’s contribution and related earnings. These funds will remain under restriction
during the donor’s life.

Unrestricted net assets - All other net assets not subject to donor-imposed stipulations,

Certain net assets classified as unrestricted may be designated for specific purposes by action
of the Board of Directors.

Fund groups - The Center reports its financial position and activities in two separate fund groups.

The operating fund accounts for the resources over which management has discretionary
control to use in carrying on the general operations of the Center.

The endowment fund contains assets that are segregated from the Center’s operating fund
and that are restricted by donors for permanent investment or designated by the Center’s
Board of Ditectors for the future support of the Center’s programs and activities, Board
approval is required for any expenditure from the endowment fund.

11



SOUTHERN POVERTY LAW CENTER, INC.

NOTES TO FINANCIAL STATEMENTS
‘ OCTOBER 31, 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (continued)
Fair value measurements - Fair value generally represents the price that would be received at the sale
of an asset or paid to transfer a liability in an orderly transaction between market participants at the

measurement date. GAAP establishes a fair value hierarchy that prioritizes inputs used to measure
fair value into three levels:

Level 1 - Unadjusted quoted prices in active markets for identical assets or liabilities that are
available at the measurement date.

Level 2 - Prices that are based on other than exchange-quoted prices in active markets, which
are either directly or indirectly observable as of the reporting date.

Level 3 - Pricing inputs are unobservable for the asset or liability and include situations
where there is little, if any, market activity for the asset or liability. The inputs into the
determination of fair value are based upon the best information ava:lable and may require
significant management judgment or estimation.

Investment valuation - In determmmg fair value, the Center utilizes valuation techniques that
maximize the use of observable inputs and minimize the use of unobservable inputs to the extent
possible. Investments in marketable securities traded on a national securities exchange and
investments in U.S. government securities are stated at fair value based on the last reported sales
price on the valuation date. Because the Center uses net asset values reported by fund managers as a
practical expedient to estimate the fair values of its investments held through limited partnerships
and other funds, classification of these investments within the fair value hierarchy is based on the
Center’s ability to redeem these investments on a timely basis rather than on the inputs used.

As of October 31, 2014, alternative investments comprise 88% of the reported fair value of the
investment portfolio. The fair value for alternative investments is estimated by the individual
investment manager of the fund taking into account such factors as the financial condition of each
investee, economic and market conditions affecting their operations, any changes in management, the
length of time since the initial investment, recent arm's-length transactions involving the securities of
the investee, the value of similar securities issued by companies in the same or similar businesses and

the limited marketability of the portfolio. Management believes the estimated fair values of the
Center’s alternative investments are reasonably stated at October 31, 2014,

Certain alternative investments allow redemptions quarterly or annually and require as much as 180
days notice to liquidate, while other investments are committed to for the life of the fund. Because of
the liquidation restrictions and the inherent uncertainty of valuation of the alternative investments,

the fair values estimated by the individual investment manager, in the absence of readily
ascertainable market values, may not necessarily represent the amount that could be realized from
sales or other dispositions of investments, and the differences may be material,

12



SOUTHERN POVERTY LAW CENTER, INC,

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2014

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

Investment securities are exposed to various risks, such as interest rate, market, liquidity, valuation,
and credit. Due to the level of risk associated with certain investment securities and the level of
uncertainty related to changes in the value of investment securities, it is at least reasonably possible

that changes in risks in the near term would materially affect the amounts reported in the statement of
financial position and the statement of activities.

Contributions - Contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support, depending on the existence and/or nature of any donor restrictions.
Support that is restricted by the donor is reported as an increase in unrestricted net assets if the
restriction expires in the reporting period in which the support is recognized. All other donor-
restricted support is reported as an increase in temporarily or permanently restricted net assets,
depending on the nature of the restriction. When a restriction expires (that is, when a stipulated time
restriction ends or purpose restriction is accomplished), temporarily restricted net assets are

reclassified to unrestricted net assets and reported in the statement of activities as net assets released
from restrictions.

Gift annuities - The Center has entered into agreements with donors in which the donor contributes
assets to the Center in exchange for distributions of a fixed amount for a specified period of time to
the donor or other beneficiaries. The assets are contributed directly to the Center and are held as
general assets of the Center, and the related annuity liability is recorded as a general obligation of the
Center. The difference between the fair value of the assets received and the liability to the
beneficiary is recognized in the statement of activities as a contribution in the period the annuity
agreement is executed. On an annual basis, the Center uses actuarial assumptions to revalue the gift
annuity liability to the beneficiaries. The change in the value of the agreements is also recognized in
the statement of activities. The present value of the estimated future payments is calculated using

discount rates ranging from 1.2% to 9.6% based on applicable mortality tables and the prevailing
rates at the time the gifis were made.

Pooled income fund - The Center has entered into agreements in which the Center pools, invests, and
manages life income gifts from multiple donors. During the term of the life income gifts, the donor
receives the actual income earned on the donor’s portion of the pool’s investments. The contribution
revenue recorded at the time of the gift is reported as an increase in temporarily restricted net assets,

Cash equivalents - For purposes of the statement of cash flows, the Center considers all unrestricted
highly liquid investments with an initial maturity of three months or less to be cash equivalents. The
Center excludes those cash equivalents that are invested for the gift annuity program, pooled income
funds, and those that are in the endowment fund investment portfolio.

13



SOUTHERN POVERTY LAW CENTER, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2014

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

Cash and cash funds - The Center’s operating fund maintains its cash in bank deposit accounts with a
single bank in amounts that exceed federally insured limits. The Center’s operating and endowment
funds maintain cash funds in money market fund accounts with several brokerage firms that exceed
the Securities Investor Protection Corporation (SIPC) insured limits. The SIPC covers up to
$250,000 of the money market funds with each firm. The Center has not experienced any losses in

such accounts. The Center believes it is not exposed to any significant credit risk on cash and cash
funds.

Inventories - Supplies and publication inventories are priced at cost using the first-in, first-out (FIFO)
inventory method.

Fixed assets - All expenditures for land, buildings, and equipment and the fair value of donated
property and equipment are capitalized.

Depreciation of buildings and improvements is established by using the stralght-lme method over the
estimated lives of 10 to 40 years, Depreciation on furniture and equipment is established by using
the straight-line method over the estimated useful lives of three to 10 years.

Joint costs - Activities and the production of materials which combine development, education, and
management functions are allocated to the program and supporting services on the basis of the
content of the material, the reason for its distribution, and the audience to whom it is delivered.

The Center incurred joint costs of $8,056,407 for educational materials and activities as part of fund-
raising appeals during the year ended October 31, 2014, Of those costs, $1,997,659 was allocated to

management and general expense, $2,093,230 was allocated to development expense, and $3,965,517
was allocated to program expense.

Income taxes - The Center is a tax-exempt organization under Internal Revenue Code Section
501(e)(3); accordingly, no provision for income taxes is made in the financial statements. In
addition, the Center qualifies for the charitable contribution deduction under Section 170 (b)(1)(A)
and has been classified as an organization other than a private foundation under Section 509(a)(2).

With few exceptions, the Center is no longer subject to income tax examinations by federal, state, or
local tax authorities for the years before 2011.

Use of estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and

assumptions that affect certain reported amounts and disclosures. Accordingly, actual results could
differ from those estimates.

14



SOUTHERN POVERTY LAW CENTER, INC,

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2014

NOTE 3 - CONTRIBUTIONS RECEIVABLE:
Contributions receivable are summarized as follows at October 31, 2014:

Unconditional promiseé expected to be collected in:

Less than one year $ 926,941

One year to five years ' 867251
More than five years . 1,058,789
Less: Discounts to net present value 776,180
Total unconditional promises to give 2,076,801
Bequests receivable 1,218,817
Net contributions receivable , $ 3,295,618

Management reviews contributions receivable on an annual basis and those considered uncollectible
are deducted from income. Uncollectible contributions are identified on the basis of management’s
consideration of current relationships with corporate, individual, and foundation donors and their
ability to pay. Management considers all current contributions receivable to be collectible.
Therefore, no allowance for uncollectible contributions has been made.

15



SOUTHERN POVERTY LAW CENTER, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2014

NOTE 4 - INVESTMENTS: :

The Center’s investments are presented in the statement of financial position in the aggregate at fair
value and include the following at October 31, 2014:

QUOTED PRICES SIGNIFICANT
ACTIVE MARKETS OTHER SIGNIFICANT
FOR IDENTICAL  OBSERVABLE UNOBSERVABLE
ASSETS ~ INPUTS INPUTS
(LEVEL ) (LEVEL I} (LEVEL ITf) TOTAL
QOperating Fund
Cash funds 3 5,672,829 $ 5,672,829
Fixed income
Bond mutual funds 4,947,048 4,947,048
Public equities '
US equities _ ‘ 1,957 1,057
Equity mutual funds 3,865,678 3,865,678
Total Operating Fund 14,487,512 14,487,512
Endowment Fund
Cash funds 11,141,745 11,141,745
Fixed income
US bond funds 767,083 767,083
US treasury inflation
protection securities 1,885,510 1,885,510
Non-US bond funds 3 4,108,451 4,108,451
Equities
US equity funds 9,026,478 51,508,414 60,534,892
Non-US equity funds 55,275,343 55,275,343
Private equity funds $ 28,809,569 - 28,809,569
Real asset funds 16,955,556 16,955,556
Alternative funds
Absolute return funds 7,738,549 16,151,716 23,890,265
Arbitrage funds 20,240,133 20,240,133
Long-short funds 23,834,753 9,610,414 33,445,167
Multi-strategy funds 22,073,380 23,698,491 45,771,871
Total Endowment Fund 22,820,816 181,494,446 98,510,323 302,825,585
Totals $ 37,308,328 § 181,494446 $ 98,510,323 $ 317,313,097
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SOUTHERN POVERTY LAW CENTER, INC.,

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2014

NOTE 4 - INVESTMENTS: (continued) :
FAIR VALUE

MEASUREMENTS
USING SIGNIFICANT .

UNOBSERVABLE

INPUTS (LLEVEL III)
Balance at October 31, 2013 $ 90,248,385
Purchases and (redemptions), net 354,969
Realized gains and (losses), net 2,187,585
Unrealized gains and (losses), net 5,719,384
Total ' $ 98,510,323

Realized and unrealized gains and losses on the assets valued under Level III are reported in the
endowment fund statement of activitiés in unrestricted investment return.

17



SOUTHERN POVERTY LAW CENTER, INC.

NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2014

NOTE 4 - INVESTMENTS: (continued)

The Center’s investment objectives guide its asset allocation policy and are achieved by investing
with external investment managers operating through a variety of investment vehicles, including
separate accounts, commingled funds managed by investment companies, and limited partnerships.

The table below provides additional information of investments of the Center that have components
that are valued using net asset value: '

UNFUNDED REDEMPTION " REDEMPTION
VALUE COMMITMENTS FREQUENCY NOTICE
Endowment fund: :

Cash funds (a) § 11,141,745 Daily
Fixed income: (b)

U.5. bond funds 767,083 Daily

.S, Treasury inflation

protected securities 1,885,510 Daily

Non-1J.8. bend funds 4,108,451 Monthly 60 days
Public equities; {c}

U.S. equity funds 60,534,892 Daily, bi-monthly, calendar quarter 5 - 60 days

Non-U.8. equity funds 55,275,343 Daily, monthly, calendar quarter 6 - 60 days
Private equity funds (d) 28,809,565 $ 12,864,230
Real asset funds (e) 16,955,556 Monthly 5~ 11 days
Marketable alternative funds; (f)

Absolute return funds 23,890,265 Calendar quarter 60 - 65 days

Arbitrage finds 20,240,133 Calendar quarter, annually 60 - 90 days

Long-short funds 33,445,167 Calendar quarter, annually 30 - 60 days

Weekly, Semi-Monthly, Calendar
Multi-strategy funds 45,771,871 quarter, annually 5 - 180 days

Total endowment fund ~ § 302,825,585 § 12,864,230

(a) Cash and cash equivalents are investments in shori-term cash and money market
instruments. These are able to be liquidated immediately or within 30 days.

(b) Fixed income includes investments in fixed income securities, including U.S. Treasury
bonds and Treasury inflation-protected securities, and both domestic and international

bond funds. Level I and Level Il assets are able to be liquidated immediately or within
30 days.

(c) Public equitics include investments in publicly traded stocks of domestic and

international companies. Level 1 and Level Il assets are able to be liquidated
immediately or within 60 days,
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NOTES TO FINANCIAL STATEMENTS
OCTOBER 31, 2014

NOTE 4 - INVESTMENTS: (continued)

(d) Private equity includes investments in buyouts, venture capital, and distressed
companies. These assets are invested through fund of funds investments and limited
partnerships which involve multi-year commitments ranging from 10 to 13 years,

(¢) Real assets include investments in real estate and natural resources such as oil and gas,

and commodities. Assets in this category are all Level I assets and are able to be
liquidated within 30 days. .

(f) Marketable alternatives include investments in a variety of hedge funds which employ
strategies including long/short equity, absolute return, risk arbitrage, event driven, and
distressed securities. In addition to investing in exchange traded equity and debt
securities, these funds may invest in private equity, commodities, and real estate, and
may include the use of options, futures, and other derivative instruments, principally for
the purpose of hedging risk rather than speculation. These investments are typically
managed by investment companies which have restrictions that limit (1) the Center’s
ability to withdraw capital from such investments during a specified period of time
subsequent to the initial investment, and/or (2) the amount of capital the Center may
withdraw as of a particular date, Investments in marketable alternatives generally limit

redemptions to monthly, quarterly, semi-annually, or longer, at fair value and require
between 45 and 180 days notice.

Investment return is made up of the following at October 3 1,2014:

Operating fund:
Interest and dividend income ‘ $ 247,939
Net realized gain _ ' 174,587
Net unrealized gain 135,896
‘ Total investment income $ 558,422
Endowment fund: . :
Interest and dividend income $ 702,904
Net realized gain 9,320,641
Net unrealized gain 11,401,157
Total investment income $ 21,424,702
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NOTE 5 - LAND, BUILDINGS, AND EQUIPMENT:

At October 31, 2014, land, buildings, and equipment are presented at cost less accumulated
depreciation and consist of the following:

Land $ 669,682
Buildings and improvements 24,101,662

- Civil rights memorial 811,738
Furniture and equipment 8,422,367
Total cost 34,005,449
Less: Accumulated depreciation 18,822,915
Net $ 15,182,534

NOTE 6 - LONG-TERM DEBT:

The Center’s office building is financed through tax-exempt variable rate demand revenue (Series
2013) bonds issued by the Montgomery Downtown Redevelopment Authority (the Authority), in the
aggregate principal amount of $15,000,000. The bonds were issued pursuant to a trust indenture (the
Indenture) dated November 1, 2013, The bonds are limited obligations of the Authority and are
payable solely from and secured by a pledge of payments to be made by the Authority under an
Agreement of Sale (the Agreement) between the Authority and the Center. The Center is purchasing
the facility under the Agreement dated as of March 1, 1999, amended November 1, 2013, Under the
terms of the Agreement, the Center is required to make monthly payments to the Trustee, sufficient

to pay interest on the Bonds. The Series 2013 bonds were issued November 1, 2013 to refund the
Series 2000 bonds,

The bonds bear interest at a variable rate and interest is due on a monthly basis. The principal on the
bonds matures March 1, 2038, The bonds may be redeemed at either the option of the Center or the
bondholders under certain conditions pursuant to the terms of the Indenture.

NOTE 7 - LINE OF CREDIT:

The Center has a $5,000,000 revolving line of credit with Sterling Bank. As of October 31, 2014, a
draw of $2,500,000 was outstanding on the line of credit. The line of credit bears interest at the one
month LIBOR rate plus 1.500%, which was 1.652% at October 31, 2014. The interest rate is reset
daily. Interest is due monthly with principal and interest due upon maturity on March 1, 2015.
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NOTE 8 - RESTRICTED NET ASSETS:
At October 31, 2014, the restricted net assets consist of the following;

Temporarily restricted net assets:

Contributions restricted for future periods $ 1,501,801
Contributions restricted for purpose 575,000
Pooled income fund _ 73,314

Total temporarily restricted net assets $ 2,150,115

Permanently restricted net assets: :
Contributions restricted for permanent endowment $ 3,571,899

Total permanently restricted net assets ' $ 3,571,899

NOTE 9 - RETIREMENT PLAN:
The Center has a 401(k) Retirement Plan for its employees. For the year ended October 31, 2014, the
plan provided a 6% employer contribution regardless of the employee contribution, and an additional

100% employer match of employee contributions up to 4.0% of salary. The Center's total retirement
plan expense for 2014 was $1,115,172.

NOTE 10 - FUNCTIONAL ALLOCATION OF EXPENSES:

The costs of providing the various programs and activities have been summarized on a functional

basis in the statement of activities, Accordingly, certain costs have been allocated among the
programs and supporting services benefited.
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NOTE 11 - ENDOWMENT FUND:
The Centert has classified its October 31, 2014 net assets as follows:

» Permanently resiricted net assets are those which contain donor-imposed stipulations
that neither expire with the passage of time nor can be fulfilled or otherwise removed by
actions of the Center and primarily consist of the historic doltar value of contributions to
establish or add to donor-restricted endowment funds.

» Temporarily restricted net assets contain donor-imposed stipulations as to the timing of
their availability or their use for a particular purpose. These net assets are released from
restrictions when the specified time elapses or the required actions have been taken to

‘meet the restrictions. Net assets of donor-restricted endowment funds in excess of their
historic dollar value are classified as temporarily restricted net assets until appropriated

by the Center and spent in accordance with the standard of prudence imposed by
UPMIFA.

»  Unrestricted net assets contain no donor-imposed restrictions and are available for the
general operations of the Center. These assets may be designated by the Center for
specific purposes, including functioning as endowment funds. '

The Center’s endowment fund includes both donor-restricted funds and unrestricted funds designated
by the Board of Directors to function as general endowments, Net assets associated with endowment
funds are classified and reported based on the existence or absence of donor-imposed restrictions.

Endowment net asset composition by type of fund as of October 31, 2014:

TEMPORARILY PERMANENTLY

UNRESTRICTED RESTRICTED RESTRICTED TOTAL
- Donor-restricted
endowment funds $ 3,571,899 § 3,571,899
Board designated :
endowment funds $ 299,253,687 299,253,687
Totals $ 299,253,687 $ - § 3,571,899 $ 302,825,586
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NOTE 11 - ENDOWMENT: (continued)
Change in endowment net assets for the year ended October 31, 2014:

Endowment net assets,
beginning of year
Investment return:
Investment income, net
Net unrealized gain
Total investment return

Contributions

Appropriated for expenditure

Transfer to decrease board-

designated endowment fund
Total change in

endowment funds

Endowment net assets,
end of year

TEMPORARILY PERMANENTLY
UNRESTRICTED RESTRICTED

RESTRICTED TOTAL
$ 278,901,574 $ 2,221,899  $281,123,473
9,233,470 § 210,315 9,443,785
11,401,157 11,401,157
20,634,627 210,315 20,844,942
1,350,000 1,350,000
- 210,315 © (210,315)

(492,829) (492,829)
20,352,113 1,350,000 21,702,113

$ 299,253,687 § - 3 3,571,899 $302,825,586
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NOTE 11 - ENDOWMENT: (continued) _

Relevant law - The Board of Directors of the Center has interpreted the Alabama Uniform Prudent
Management of Institutional Funds Act (UPMIFA) as requiring the preservation of the fair value of
the original gift as of the gift date of the donor-restricted endowment funds absent explicit donor
stipulations to the contrary. As a result of this interpretation, the Center classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment, (b) the
original value of subsequent gifis 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. The remaining portion of the donor-restricted

endowment fund that is not classified in permanently restricted net assets is classified as temporarily
restricted net assets until those amounts are appropriated for expenditure by the Center in a manner
consistent with the standard of prudence prescribed by UPMIFA. In accordance with UPMIRA, the

Center considers the following factors in making a determination to appropriate or accumulate donor-
restricted endowment funds:

The duration and preservation of the fund.

The purpose of the Center and the donor-restricted endowment fund.
General economic conditions,

The possible effect of inflation and deflation.

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

The investment policies of the Center,

R R

Return objectives and risk parameters - The Center 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 also seeking to maintain the purchasing power of the endowment assets,
including both donor-restricted and board-designated funds. Under the Center’s investment policy,
the endowment assets are invested in 2 manner that is intended to produce results that exceed the
total return of a benchmark composed of 30% of the Barclays Capital Aggregate Bond Index and
70% of the Standard & Poor’s 500 Index, while assuming a moderate level of investment risk. The
Center expects its endowment funds, over time, to provide an average real rate of return of 5%
annually, Actual returns in any given year may vary from this amount. -

Strategies employed for achieving objectives - The Center targets a diversified asset allocation made
up of public and private equity, hedge funds, fixed income, and real assets to achieve its long-term
return objectives within prudent risk constraints.
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Spending policy and how the investment objectives relate to spending policy - The Cenfer invests its

endowment funds in accordance with the total return concept, emphasizing long-term expected
investment performance, including income from interest, dividends, capital gains, and other
distributions. The Board of Directors established a policy allowing annual distributions for operating
purposes of up 1o 4.5% of the 12-quarter trailing average market value of the Endowment; however,
the actual distributions from the endowment can be made only with Board approval. In October

2014, the Board of Directors approved spending from the unrestricted endowment fund of $4 million
in the next fiscal year.

NOTE 12 - FAIR VALUE OF FINANCIAL INSTRUMENTS:

The carrying amounts of cash and cash equivalents and receivables approximate fair value because of
the short maturity of these financial instruments. The fair value of investments is based on the
quoted market values for marketable securities and estimated fair value for other investments,

The carrying amount of long-term debt approximates fair value because that financial instrument
bears interest at variable rates that approximate current market rates for debt with similar maturities

and credit quality. The carrying amount of liabilities under split-interest agreements is based on
actuarial valuation and approximates fair value.

Fair values of financial instruments at October 3 1, 2014 are as follows:

SIGNIFICANT
QUOTED PRICES IN OTHER SIGNIFICANT
ACTIVE MARKETS FOR OBSERVABLE UNOBSERVABLE
IDENTICAL ASSETS INPUTS INPUTS
{LEVEL]) (LEVEL ID) (LEVEL 1II) TOTAL
Cash and cash equivalents  § 994,441 $ 994,441
Receivables $ 3295618 3,295,618
Investments 37,308,328 181,494,446 & 98,510,323 317,313,097
Pooled income fund and gift '
annuity liability 6,075,992 6,075,992

Long-term debt 15,060,000 15,000,000

NOTE 13 - SUBSEQUENT EVENTS:

The Center has evaluated subsequent events through December 19, 2014, which is the date these
financial statements were available to be issued. All subsequent events requiring recognition as of
October_?: 1, 2014, have been incorporated into these financial statements.
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