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GaryMcGee & Co.LLp

CERTIFIED PUBLIC ACCOUNTANTS

LETTER TO THE BOARD OF DIRECTORS

The Board of Directors
Oregon Historical Society:

We have audited the consolidated financial statements of the Oregon Historical Society and
Subsidiary as of and for the year ended December 31, 2010, and have issued our report thereon
dated March 18, 2011. Our professional standards require that we communicate with you con-
cerning certain matters that may be of interest to you in fulfilling your obligation to oversee the
financial reporting and disclosure process for which management is responsible. We have pre-
pared the following comments to assist you in fulfilling that obligation.

1. The Auditors’ Responsibility Under Professional Standards

Our responsibility under generally accepted auditing standards is to conduct an audit with
the objective of forming and expressing an opinion as to whether the presentation of the fi-
nancial statements, taken as a whole, conforms with generally accepted accounting princi-
ples. An audit conducted in accordance with generally accepted auditing standards is de-
signed to obtain reasonable, rather than absolute, assurance about whether the financial
statements are free of material misstatement, whether caused by error or fraud. We have
no responsibility to plan and perform the audit to obtain reasonable assurance that mis-
statements that are not material to the financial statements, whether caused by error or
fraud, are detected. Furthermore, the audit does not relieve management or those charged
with governance of their responsibilities.

In planning and performing our audit of the financial statements, we considered the Soci-
ety’s internal control over financial reporting as a basis for designing audit procedures for
the purpose of expressing our opinion on the financial statements, but not for the purpose
of expressing an opinion on the effectiveness of the organization’s internal control over fi-
nancial reporting. Accordingly, we express no such opinion.

2. sSignificant Accounting Policies and Unusual Transactions

The Society’s significant accounting policies are disclosed in the notes accompanying the fi-
nancial statements. During the year ended December 31, 2010, there were no changes in
previously adopted accounting policies or their application, nor were there any significant
unusual transactions or transactions in controversial or emerging areas for which there is a
lack of authoritative guidance or consensus.
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3.

Management Judgments and Accounting Estimates

Accounting estimates are an integral part of financial statements prepared by management,
and are based upon management’s current judgments. Those judgments are normally
based on knowledge and experience about past and current events, as well as assumptions
about future events. Certain accounting estimates are particularly sensitive because of their
significance to the financial statements and because of the possibility that future events af-
fecting them may differ markedly from management’s current judgments. Our responsibil-
ity is to determine that the Board of Directors is informed about the process used by man-
agement in formulating particularly sensitive accounting estimates and about the basis for
our conclusions regarding the reasonableness of those estimates,

The significant accounting estimates contained in the Society’s financial statements as of
and for the year ended December 31, 2010 include, among others, (1) the collectibility of re-
ceivables, (2) the valuation of the beneficial interest in assets held by the Oregon Commu-
nity Foundation, (3) the valuation of assets related to split-interests agreements and the re-
lated liabilities to beneficiaries, (4) the net carrying value of inventories, (5) depreciation
expense, (6) the fair value ascribed to in-kind gifts, and (7) the functional allocation of ex-
penses.

Year-End Closing Entries and Significant Audit Adjustments

Certain adjustments resulted from the audit that, in our judgment, either individually or in
the aggregate, had a significant quantitative or qualitative effect on the Society’s financial
reporting process. For purposes of this section, an audit adjustment, whether or not re-
corded by the organization, is a proposed correction of the financial statements that, in our
judgment and unless otherwise noted, may not have been detected except through the audit-
ing procedures performed.

The adjustments made to the current financial statements are summarized as follows:

Decrease in net assets according to the
December 31, 2010 general ledger $ (643,023)

Year-End Closing Entries:
Record a 2010 income tax refund receivable (] efferson-Madison) 12,045

Audit adjustments:
Remove from grants receivable a conditional grant for which the
the condition had nort been satisfied at December 31, 2010 (150,000)
To record additional contributions and grants receivable 65,482
To correct electricity charges billed in error to
Jefferson-Madison ($14,958) -

Total audit adjustments ) (72,473)

Decrease in net assets according to the
December 31, 2010 consolidated financial statements $ (715,496)
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5.

No Disagreements With Management

We had no disagreements with management regarding the application of accounting princi-
ples, the basis for management’s judgments about accounting estimates, the scope of our
audit, disclosures to be included in the financial statements, or the wording of our report on
the financial statements that, if not satisfactorily resolved, would have caused a modifica-
tion of our independent accountants’ report on the Society’s financial statements.

No Consultation With Other Accountants

In some cases, management may decide to consult with other accountants about auditing
and accounting matters. Management has informed us that there were no consultations
with other independent public accountants regarding accounting or auditing matters relat-
ing to the current audit period.

No Significant Issues Discussed With Management Prior to Engagement

We generally discuss a variety of matters, including the application of accounting principles
and auditing standards, with management each year prior to our retention as the Society’s
independent accountants. However, these discussions occurred in the normal course of our
professional relationship and our responses were not a condition of our retention.

No Difficulties Encountered in Performing the Audit

We experienced no difficulties working with management during the performance of our
audit. We received the full cooperation of management and staff.

Material Written Communications

Enclosed in this packet you will find a copy of our firm’s management letter. In addition to
this letter, management can provide you with copies of other material written communica-
tions from our firm, including the engagement letter and the management representation
letter.

This report is intended solely for the information and use of management, the Board of Direc-

tors, and others within the Society, and is not intended to be and should not be used by anyone

other than these specified parties.

y TR 4 oo, 1P

March 18, 2011
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GaryMcGee & Co. LLp

CERTIFIED PUBLIC ACCOUNTANTS

REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors
Oregon Historical Society:

We have audited the accompanying consolidated statement of financial position of the Oregon Historical Society
and Subsidiary as of December 31, 2010, and the related consolidated statements of activities, functional expenses,
and cash flows for the year then ended. These consolidated financial statements are the responsibility of the Ore-
gon Historical Society’s management. Our responsibility is to express an opinion on these financial statements
based on our audit. The prior year summarized comparative information has been derived from the consolidated
financial statements of the Oregon Historical Society and Subsidiary as of December 31, 2009 and, in our report

dated March 19, 2010, we expressed an unqualified opinion on those financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obrain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the pur-
pose of expressing an opinion on the effectiveness of the Oregon Historical Society’s internal control over finan-
cial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.

We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the 2010 consolidated financial statements referred ro above present fairly, in all material respects,
the financial position of the Oregon Historical Society and Subsidiary as of December 31, 2010, and the changes

in their net assets and their cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States.

/@-.,'-‘ Co, L@

March 18, 2011
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OREGON HISTORICAL SOCIETY AND SUBSIDIARY

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

DECEMBER 31, 2010
(WITH COMPARATIVE AMOUNTS FOR 2009)

2010 2009
Assets:
Cash and cash equivalents $ 1,045,253 1,353,342
Short-term investments (note 4) 1,901,722 2,327,325
Contributions and grants receivable (note 5) 152,605 193,330
Accounts receivable 16,434 44,341
Prepaid expenses 113,497 133,226
Inventories 56,426 101,660
Other assets 110,111 113,353
Beneficial interest in assets held by the
Oregon Community Foundation (note 6) 7,236,023 6,593,645
Beneficial interest in charitable trusts (note 7) 539,557 590,791
Land, buildings, and equipment (notes 8 and 10) 9,903,058 10,328,570
Collections (note 9)
Total assets $ 21,074,686 21,799,583
Liabilities:
Accounts payable and accrued expenses 211,159 200,339
Deferred revenue 10,951 28,151
Liability to trust beneficiaries (note 7) 33,699 36,597
Long-term debt (note 10) 2,713,891 2,686,371
Deferred compensation (note 11) 40,521 68,164
Total liabilities 3,010,221 3,019,622
Net assets:
Unrestricted:
Board-designated reserves (note 12) 2,060,382 2,577,249
Cumulative endowment losses (note 12) (389,052) (787,826)
Net investment in capital assets 6,611,038 7,101,282
Net investment in operating subsidiary (note 13) 763,093 645,860
Total unrestricted 9,045,461 9,536,565
Temporarily restricted (note 12) 975,201 1,158,017
Permanently restricted for endowment (note 12) 8,043,803 8,085,379
Total net assets 18,064,465 18,779,961
Commitments and contingencies (notes 10 and 11)
Toral liabilities and net assets $ 21,074,686 21,799,583

See accompanying notes to consolidated financial statements.




OREGON HISTORICAL SOCIETY AND SUBSIDIARY

CONSOLIDATED STATEMENT OF ACTIVITIES

YEAR ENDED DECEMBER 31, 2010
(WITH COMPARATIVE TOTALS FOR 2009)

2010
Temporarily  Permanently
Unrestricted restricted restricted Total 2009
Public support:
Contributions and grants § 774,334 551,864 - 1,326,198 2,032,728
Memberships 277,256 - - 277,256 259,566
State appropriation 512,190 - - 512,190 665,918
Other local government funding - 63,016 - 63,016 £ 215,950
Total public support 1,563,780 614,880 - 2,178,660 3,174,162
Revenues and gains:
Admissions 155,970 - - 155,970 146,788
Product sales 232,678 - - 232,678 306,735
Program income 48,200 - - 48,200 104,963
Rental income 639,713 - - 639,713 589,610
Investment income 5,739 15,408 - 21,147 18,487
Other 130,145 27,608 - 157,753 64,502
Total operating revenues and gains 1,212,445 43,016 - 1,255,461 1,231,085
Appropriation of endowment assets
for expenditure (note 12) 261,787 100,919 - 362,706 9,183
Nert assets released from restrictions
for operating purposes (note 14) 958,502 (958,502) - - =
Total operating revenues, gains,
and other support 3,996,514 (199,687) - 3,796,827 4,414,430
Expenses (note 15):
Program services 2,881,226 - - 2,881,226 3,183,743
Supporting services 1,446,203 - - 1,446,203 1,364,167
Jefferson-Madison Corporation 564,913 - - 564,913 613,551
Total expenses 4,892,342 - - 4,892,342 5,161,461
Net operating results $  (895,828) (199,687) - (1,095,515) (747,031)
Continued



OREGON HISTORICAL SOCIETY AND SUBSIDIARY

CONSOLIDATED STATEMENT OF ACTIVITIES (CONTINUED)

YEAR ENDED DECEMBER 31, 2010
(WITH COMPARATIVE TOTALS FOR 2009)

2010
Temporarily Permanently
Unrestricted restricted restricted Total 2009
Non-operating activities:
Endowment gifts $ - = - - 14,678
Contributions restricted for
capital acquisition - - - - 200,000
In-kind contributions of capital assets - - - - 23,543
Net change in the beneficial interest in
assets held by the Oregon
Community Foundation (note 6) 660,561 121,804 - 782,365 1,222,068
Net change in the fair value of
split-interest agreements - 1,936 (41,576) (39,640) 96,715
Appropriation of endowment assets
for expenditure (note 12) (261,787) (100,919) - (362,706) (9,183)
Net assets released from restrictions
for capital acquisition (note 14) 5,950 (5,950) - - -
Total non-operating activities 404,724 16,871 (41,576) 380,019 1,547,821
Increase (decrease) in net assets (491,104) (182,816) (41,576) (715,496) 800,790
Ner assets at beginning of year 9,536,565 1,158,017 8,085,379 18,779,961 17,979,171
Net assets at end of year $ 9,045,461 975,201 8,043,803 18,064,465 18,779,961

See accompanying notes to consolidated financial statements.



OREGON HISTORICAL SOCIETY AND SUBSIDIARY

CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES

YEAR ENDED DECEMBER 31, 2010
(WITH COMPARATIVE TOTALS FOR 2009)

Program services

Research
services Exhibits Education Total

Salaries and related costs $ 411,113 677,538 240,879 1,329,530
Professional services 4,650 64,023 11,980 80,653
Supplies 13,733 84,591 7431 105,755
Printing 7,239 15,244 35,764 58,247
Telephone - 332 - 332
Computer and network 849 - 1,395 2,244
Postage and shipping 7,633 19,932 16,134 43,699
Rental of equipment 1,068 9,947 - 11,015
Repair, maintenance, and utilities 145 6,319 - 6,464
Travel and transportation 8,446 15,004 13,545 36,995
Training, subscriptions, and dues 524 760 80 1,364
Advertising and promotion 21,016 42,167 24,064 87,247
Production and purchase costs - 107,395 858 108,253
Collection acquisition costs (note 9) 18,464 151 - 18,615
Insurance = = - -
Taxes (note 16) == - - -
Interest - - = —
Other 14,020 12,709 410 27,139
Total expenses before depreciation and

allocation of facility, security, communication,

and other program support costs 508,900 1,056,112 352,540 1,917,552
Depreciation 187,465 300,376 16,895 504,736
Allocation of facility, security,

communication, and other

program support costs 170,314 268,952 19,672 458,938
Total expenses $ 866,679 1,625,440 389,107 2,881,226

See accompanying notes to consolidated financial statements.



2010
Supporting services Jefferson-
Admini- Fund- Madison
stration raising Total Corporation Total 2009
610,881 175,679 786,560 - 2,116,090 2,258,859
339,192 20,375 359,567 196,729 636,949 681,235
34,089 3,076 37,165 2,162 145,082 180,742
- 27,410 27,410 - 85,657 104,548
20,929 - 20,929 5,771 27,032 27,354
82,739 - 82,739 - 84,983 109,121
67,794 10,078 77,872 287 121,858 89,603
27,425 - 27,425 - 38,440 45,973
127,996 = 127,996 213,906 348,366 357533
10,015 37,620 47,635 - 84,630 64,602
9,564 = 9,564 - 10,928 12,401
88 15,704 15,792 3,507 106,546 130,274
- - - - 108,253 113,299
- - - - 18,615 21,774
55,916 - 55,916 13,288 69,204 67,547
10,424 - 10,424 89,897 100,321 133,393
161,707 = 161,707 2,587 164,294 142,083
7,479 3,712 11,191 8,896 47,226 63,415
1,566,238 293,654 1,859,892 537,030 4,314,474 4,603,756
27,477 12,772 45,249 27,883 577,868 557,705
(479,046) 20,108 (458,938) = - -
1,114,669 331,534 1,446,203 564,913 4,892,342 5,161,461




OREGON HISTORICAL SOCIETY AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31, 2010
(WITH COMPARATIVE TOTALS FOR 2009)

2010 2009
Cash flows from operating activities:
Cash received from contributors, grantors, and members $ 2,203,560 3,583,054
Cash received from admissions and service recipients 447 555 554,616
Investment income received 21,147 18,487
Distribution of investment return earned on assets
held by the Oregon Community Foundation (note 6) 317,263 -
Other receipts 797,466 654,112
Cash paid to employees and suppliers (4,067,539)  (4,806,424)
Cash paid for interest (159,728) (135,348)
Net cash used in operating activities (440,276) (131,503)
Cash flows from investing activities:
Purchase of capital assets (152,356) (388,569)
Purchase of investments (1,750,000) -
Proceeds from the sale of investments 2,187,976 -
Transfer of funds to the
Oregon Community Foundation (note 6) (177,276) -
Reinvestment of investment income (1,672) (1,460)
Net cash provided by (used in) investing activities 106,672 (390,029}
Cash flows from financing activities:
Proceeds from contributions restricred
for long-term investment and capital acquisition - 214,678
Proceeds from the issuance of long-term debt 85,000
Payments to trust beneficiaries (2,003) (2,965)
Retirement of long-term debt (57,480) (75,208)
Net cash provided by financing activities 25,515 136,505
Net decrease in cash and cash equivalents (308,089) (385,027)
Cash and cash equivalents at beginning of year 1,353,342 1,738,369
Cash and cash equivalents at end of year $ 1,045,253 1,353,342

See accompanying notes to consolidated financial statements.



OREGON HISTORICAL SOCIETY AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2010

1.

Organization

The Oregon Historical Society has been collect-
ing, preserving, exhibiting, and publishing Ore-
gon’s history for over 100 years. Today, the Soci-
ety’s complex is a landmark in the heart of Port-
land’s Cultural District, and offers Oregon’s rich
multicultural history through museum exhibi-
tions, research collections, publications, and pub-
lic programs. The Park Blocks facility also serves
as the Society’s headquarters, housing the history
museum’s multiple galleries, the research library,
and the Society’s administrative offices, as well as
the education program.

The Society also owns and operates a 100,000
square-foot collections support facility in east
Multnomah County, where the bulk of its collec-
tions are processed and managed for exhibition
and research use, one of the best such facilities in
the United States.

The Society currently enjoys a membership of ap-
proximately 4,079 members.

Program Services

During the year ended December 31, 2010, the So-
ciety incurred program service expenses in the fol-
lowing major categories:

Research Services — The Research Library of
the Oregon Historical Society offers an unparal-
leled collection concerning the history of Oregon
and the region. It contains more than 35,000
books, 25,000 maps, 2.5 million photographs and
negatives, 8 million feet of film, 8,000 oral history
tapes, and 12,000 linear feet of manuscript mate-
rial.

These collections, along with thousands of serials,
journals, newsletters, government documents,
posters, and microfilm materials, broaden and en-
rich the understanding and interpretation of the
cultural, political, religious, social, economic, sci-
entific, and technological life in Oregon. In 2010,
the Research Library, operating 12 hours a week,
served over 2,380 patrons in person and via mail
and electronic media from all over the world.

The Society’s library staff has cataloged thou-
sands of books, ephemera, oral histories, manu-
scripts, and image collections, and made them
available on the Society’s web site for easy access
by patrons. The Library has over 30,000 digitized
photographs from its collection, and now has over
3,000 digital images available to order online via
the Society’s web site. The Research Library pro-
vides research support to all Society programs and
departments.

Exhibits — The Society collects, preserves, docu-
ments, and exhibits the state’s material culture
with more than 85,000 artifacts. Its major per-
manent exhibition, Oregon My Oregon, has won
two national awards — an Award of Merit from
the American Association for State and Local His-
tory, and a MUSE award from the American As-
sociation of Museums Media and Technology
Committee. The Society mounts eight to ten trav-
eling and temporary exhibitions on varied themes
per year. The on-site exhibits are shown in its
seven galleries. The Society also loans objects to
more than 30 historical institutions on a yearly
basis. In 2010, 43,703 visitors came to the Oregon
Historical Society to view its exhibits and partici-
pate in various programs.
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The Society publishes the Oregon Historical
Quarterly, which has been a benefit of member-
ship since 1900. The Quarterly is a peer-reviewed,
public history journal that brings documented his-
tory about Oregon and the Pacific Northwest to
both scholars and a general audience. The Quar-
terly is supported by an advisory commirtee com-
prised of scholars, public historians, and educa-
tors from throughout the state.

Education — In 2001, the Society began a dynamic
education program, the Teaching Oregon History
Project. Using the rich resources of the Society’s
research library and archives, the project identifies
primary source materials that engage the imagina-
tions and intellects of Oregon’s students. Narra-
tives, documents, biographies, lesson plans, and
curricula are made available through the Society’s
web site and in print. In addition, the Society dis-
tributes existing curriculum materials to public
and private schools in Oregon, including artifact
kits and slide shows; it arranges school tours of
the museum galleries and library, and presents
education workshops. The Oregon History Pro-
ject received the CLIO Award from the American
Library Association, and two national awards
from the National Council of State Historic Pres-
ervation Officers. The Education program served
7,202 students from some 130 different schools
and various youth groups in 2010, and 625 adults
in docent led tours (these numbers are included in
the overall visitation numbers given above).

Affiliates — The Society works closely with more
than 130 affiliate societies and historical museums
located throughout the state to provide informa-
tion and technical support in historical agency
management activities and works with and sup-
ports the Oregon Century Farm & Ranch Pro-
gram, the Oregon Geographic Names Board, the
Oregon Cultural Trust, and the Oregon Heritage
Commission.

Summary of Significant Accounting
Policies

The significant accounting policies followed by
the Oregon Historical Society are described below
to enhance the usefulness of the financial state-
ments to the reader.

Basis of Accounting — The accompanying finan-
cial statements have been prepared on the accrual
basis of accounting in accordance with generally
accepted accounting principles and the principles
of fund accounting. Fund accounting is the pro-
cedure by which resources for various purposes
are classified for accounting purposes in accor-
dance with activities or objectives specified by do-
nors.

Principles of Consolidation — The accompanying
financial statements include the accounts of the
Society and its wholly-owned, for-profit subsidi-
ary, the Jefferson-Madison Corporation. All sig-
nificant intercompany investments, accounts, and
transactions have been eliminated.

The accompanying financial statements do not in-
clude the accounts of the Oregon Historical Soci-
ety-UK Trust, a separately governed entity with
registered offices in England and Wales. The So-
ciety does not control or direct the actions of the
Trust.

Basis of Presentation — The Society has adopted
the provisions of Financial Accounting Standards
Board (“FASB”) Accounting Standards Codifica-
tion (“ASC”) No. 958-605, Revenue Recognition,
and FASB ASC No. 958-205, Presentation of Fi-
nancial Statements. Under these provisions, net
assets and all balances and transactions are pre-
sented based on the existence or absence of donor-
imposed restrictions. Accordingly, the net assets
of the Society and changes therein are classified
and reported as follows:



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

e Temporarily restricted net assets — Net assets
subject to donor-imposed stipulations that will
be met either by actions of the Society and/or
the passage of time. These balances represent
the unexpended portion of externally restricted
contributions and investment return to be used
for specific programs and activities, such as ex-
hibitions, education programs, or research, as
directed by the donor.

® Permanently restricted net assets — Net assets
subject to donor-imposed stipulations that they
be maintained permanently by the Society.
Generally, the donors of these assets permit the
Society to use all or part of the income earned
on related investments for general or specific
purposes.

Expenses are reported as decreases in unrestricted
net assets. Gains and losses on investments and
other assets or liabilities are reported as increases
or decreases in unrestricted net assets unless their
use 1s restricted by explicit donor stipulation or by
law. Expirations of temporary restrictions on net
assets (i.e., the donor-stipulated purpose has been
fulfilled and/or the stipulated time period has
elapsed) are reported as net assets released from
restrictions.

Use of Estimates — The preparation of financial
statements in conformity with generally accepted
accounting principles requires that management
make estimates and assumprtions that affect the
reported amounts of assets and liabilities, the dis-
closure of contingent assets and liabilities at the
date of the financial statements, and the reported
amounts of revenues and expenses during the re-
porting period. Actual results could differ from
those estimares.

Contributions — Contributions, which include un-
conditional promises to give (i.e., pledges), are
recognized as revenue in the period the promise
was received by the Society. Conditional prom-
1s€s to give are not recognized until they become
unconditional, that is when the conditions on
which they depend are substantially met. Contri-
butions of assets other than cash are recorded at
their estimated fair value. Contributions to be re-
ceived after one year are discounted at an appro-
priate rate commensurate with the risks involved.
Amortization of the discount is recorded as addi-
uonal contribution revenue in accordance with
donor-imposed restrictions, if any, on the contri-
butions. Management estimates an allowance for
uncollectible contributions receivable based on
past collection history.

Contributions of capital assets without donor
stipulations concerning the use of such long-lived
assets are reported as revenues of the unrestricted
net asset class. Contributions of cash or other as-
sets to be used to acquire capital assets with such
donor stipulations are reported as revenues of the
temporarily restricted net asset class; the restric-
tions are considered to be released at the time of
acquisition of such long-lived assets.

In-Kind Contributions — Significant services re-
ceived which create or enhance a non-financial as-
set or require specialized skills thar the organiza-
tion would have purchased if not donated are rec-
ognized in the statement of activities. During the
year ended December 31, 2010, the Society re-
corded $5,194 in donated accounting services, and
$939 in donated fundraising services.

In-kind donations of equipment and other materi-
als are recorded when there is an objective basis
upon which to value the contribution and where
the contribution is an essential part of the organi-
zation’s activities. During the year ended Decem-
ber 31, 2010, the Society recorded $12,934 in do-
nated materials.

11
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Cash Equivalents — For purposes of the financial
statements, the Society considers all liquid in-
vestments having initial maturities of three
months or less to be cash. Only the balances held
in the Society’s operating checking account are re-
ported in the accompanying statement of financial
position as cash and cash equivalents. All other
cash and cash equivalent balances, including unre-
stricted and temporarily restricted funds invested
in money market funds that will be used to satisfy
current operational requirements, are classified as
investments.

Investments — Investments consists primarily of
certificates of deposit with initial maturities of
greater than three months. Interest income is ac-
crued as earned.

Beneficial Interest in Assets Held by the Ore-
gon Community Foundation — In accordance
with FASB ASC No. 958-605, Revenue Recogni-
tion, the Society accounts for its interest in these
funds at fair value using the equity method of ac-
counting, which approximates the present value
of the expected future cash flows that will inure to
the Society.

Inventories — Inventories, which consist primar-
ily of inventories held for sale by the Society’s gift
shop, are carried at the lower of cost or market
value. Cost is determined using the average cost
method. '

Capital Assets and Depreciation — Land, build-
ings, and equipment are carried at cost, and at
market value when acquired by gift. Depreciation
is generally provided on a straight-line basis over
the estimated useful lives of the respective assets,
which is 31 years for buildings and 3 to 7 years for
furniture and equipment.

Revenue Recognition — All contributions and
grants are considered available for unrestricted
use unless specifically restricted by the donor.
Service revenues are recognized at the time ser-
vices are provided and the revenues are earned.
Bequests are recorded as revenue at the time the
Society has an established right to the bequest and
the proceeds are measurable. Membership pay-
ments received from Society members are consid-
ered equivalent to unrestricted contributions and
are recognized as revenue when received.

Outstanding Legacies — The Society is the bene-
ficiary under various wills and trust agreements,
the total realizable amounts of which are not
presently determinable. The Society’s share of
such bequests is recorded when the probate courts
declare the testamentary instrument valid and the
proceeds are measurable.

Beneficial Interest in Charitable Trusts — The
Society receives contributions of property in
which the donor or donor-designated beneficiary
may retain a life interest. The assets are invested
and administered by either a trustee or the Soci-
ety, and distributions are made to the beneficiaries
during the term of the agreement. These funds are
generally invested in mutual funds, and the Soci-
ety records its interest in these trusts at fair value
based on estimated future cash receipts. Initial
recognition and subsequent adjustments to the as-
sets’ carrying values are reported as a change in
the value of split-interest trusts in the accompany-
ing financial statements, and are classified as
permanently restricted, temporarily restricted, or
unrestricted depending on the existence of donor-
imposed purpose or time restrictions, if any.

Obligations Under Split-Interest Agreements —
Obligations under split-interest agreements are re-
corded when incurred at the present value of the
distributions to be made to the donor-designated
beneficiaries. Distributions are paid over the lives
of the beneficiaries or another specified period.
Present values are determined using discount rates
established by the Internal Revenue Service and
actuarially determined expected lives. Obliga-
tions under split-interest agreements are revalued
annually at December 31 to reflect actual experi-
ence; the discount rate is not changed. The net
revaluations, together with any remaining re-
corded obligations after all trust or gift obliga-
tions under terminated agreements have been sat-
isfied, are recorded as net changes in the value of
split-interest agreements.

Advertising and Promotional Expenses — Ad-
vertising and promotional costs are charged to
expense as they are incurred. Advertising ex-
penses totaled $106,546 for the year ended De-
cember 31, 2010.



Endowment Funds and Interpretation of
Relevant Law — Effective January 1, 2008, the
State of Oregon adopted the Uniform Prudent
Management of Institutional Funds Act (“UP-
MIFA”), which governs Oregon charitable institu-
tions with respect to the management, investment,
and expenditure of donor-restricted endowment

funds. ‘

The Board of Directors has interpreted Oregon’s
adoption of UPMIFA as requiring the Society to
adopt investment and spending policies that pre-
serve the fair value of the original gift as of the
date of gift, absent explicit donor stipulations to
the contrary. Although the Society has a long-
term fiduciary duty to the donor (and to others)
for a fund of perpetual duration, the preservation
of the endowment’s purchasing power is only one
of several factors that are considered in managing
and investing these funds. Furthermore, in accor-
dance with UPMIFA, a portion of the endow-
ment’s original gift may be appropriated for ex-
penditure in support of the restricted purposes of
the endowment if this is consistent with a spend-
ing policy that otherwise satisfies the requisite
standard of prudence under UPMIFA.

As a result of this interpretation, the Society clas-
sifies as permanently restricted net assets (1) the
original value of gifts donated to the permanent
endowment, (2) subsequent gifts to the endow-
ment, and (3) accumulations made pursuant to the
direction of the applicable donor gift instrument
at the time the accumulation is added to the fund.

Net earnings (realized and unrealized) on the in-
vestment of endowment assets are classified as
temporarily restricted until those amounts are ap-
propriated for expenditure by the Society in a
manner consistent with the standard of prudence
prescribed by UPMIFA and until expended in a
manner consistent with the purpose or time re-
strictions, if any, imposed by the donor. Any in-
vestment return classified as permanently re-
stricted represents only those amounts required to
be retained permanently as a result of explicit do-
nor stipulations.

With regard to endowment losses or appropria-
tions in excess of the fair value of the original gift,
in accordance with FASB ASC No. 958-320, In-
vestments—Debt and Equity Securities, the por-
tion of a donor restricted endowment that is clas-
sified as permanently restricted is not reduced by
losses on the investments of the fund, except to
the extent required by the donor, including losses
related to specific investments that the donor re-
quires the Society to hold in perpetuity. Similarly,
the amount of permanently restricted net assets is
not reduced by the Society’s appropriations from
the fund. In the absence of donor stipulations or
law to the contrary, losses or appropriations of a
donor-restricted endowment reduce temporarily
restricred net assets to the extent that donor-
imposed temporary restrictions on net apprecia-
tion of the fund have not been satisfied before the
loss or appropriation occurs. Any remaining loss
or appropriation reduces unrestricted net assets.

In accordance with UPMIFA, the Board of Direc-
tors has adopted investment and spending policies
for endowment assets that attempt to provide a
predictable stream of funding to the programs and
operations supported by its endowment, while
also seeking to maintain the long-term purchasing
power of the endowment assets. Therefore the
Board of Directors considers the following factors
in making a determination to appropriate or ac-
cumulate donor-restricted endowment funds:

¢ The duration and preservation of the fund;
The purposes of the Society and the 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 Society; and

* The investment policies of the Society.

To meet that objective, the Society’s policies limir
the spending of investment income and apprecia-
tion to a maximum of 5.0% of the average fair
value of such investments measured over a thir-
teen-quarter trailing average.

During the year ended December 31, 2010, the So-

ciety’s Board appropriated $362,706 for expendi-
ture.

13



14

Concentrations of Credit Risk — The Society’s
investments consist primarily of financial instru-
ments including cash equivalents and certificates
of deposit. These financial instruments may sub-
ject the organization to concentrations of credit
risk as, from time to time, cash balances may ex-
ceed amounts insured by the Federal Deposit In-
surance Corporation (“FDIC”). To address this
risk, the Society holds its certificates of deposits
with the network of banking institutions partici-
pating in the Certificate of Deposit Account Reg-
istry Service (CDARS). This network guarantees
that the Society’s deposits are held in increments
of less than the standard FDIC insurance maxi-
mum to ensure that both principal and interest are
eligible for full FDIC insurance. At December 31,
2010, the Society held no amount in excess of the
FDIC insured limits.

Certain receivables may also subject the Sodiety to
concentrations of credit risk. To minimize its ex-
posure to significant losses from customer or do-
nor insolvencies, the organization’s management
evaluates the financial condition of its customers
and donors, and monitors concentrations of credit
risk arising from similar geographic regions, ac-
tivities, or economic characteristics. When neces-
sary, receivables are reported net of an allowance
for uncollectible accounts.

Finally, the Society’s beneficial interest in assets
held by the Oregon Community Foundation
(“OCF”) is dependent upon changes in the market
value of the underlying investments and the ability
of OCF to honor its commitment.

Subsequent Events — As required by FASB ASC
No. 855, Subsequent Events, subsequent events
have been evaluated by management through
March 18, 2011, which is the date the financial
statements were available to be issued.

Conflict of Interest Policies — Included among
the Society’s Board members, committee mem-
bers, and executives are volunteers from the
community who provide valuable assistance to the
Society in the development of policies and pro-
grams, and in the evaluation and oversight of ser-
vices. The Society has established a conflict of in-
terest policy whereby Board and committee mem-
bers, as well as all Society employees, must advise
the Board of Directors of any direct or indirect in-
terest in any transaction or relationship with the
Society, and do not participate in discussions and
decisions regarding any action affecting their in-
dividual, professional, or business interests.

Income Taxes — The Society is exempt from fed-
eral and state income taxes under Section
501(c)(3) of the Internal Revenue Code and com-
parable state law. The Society’s wholly-owned
subsidiary, the Jefferson-Madison Corporation, is
a taxable corporation and, therefore, a provision
for income taxes is generally provided in the
statement of activities. Income taxes are deter-
mined on the liability method in accordance with
FASB ASC No. 740, Income Taxes. For tax pur-
poses both the Society’s and the Jefferson-
Madison Corporation’s open audit periods are for
the years ended December 31, 2007 through De-
cember 31, 2009.

The Society has adopted the recognition require-
ments for uncertain income tax positions as re-
quired by FASB ASC No. 740-10 (formerly known
as FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes). Under this stan-
dard, income tax benefits are recognized for in-
come tax positions taken or expected to be taken
in a tax return only when it is determined thart the
income tax position will more-likely-than-not be
sustained upon examination by taxing authorities.



The Society has analyzed tax positions taken for
filing with the Internal Revenue Service and all
state jurisdictions where it operates. The Sociery
believes that income tax filing positions will be
sustained upon examination and does not antici-
pate any adjustments that would result in a mate-
rial adverse affect on the Society’s financial condi-
tion, results of operations, or cash flows. Accord-
ingly, the Society has not recorded any reserves, or
related accruals for interest and penalties for un-
certain tax positions at December 31, 2010.

Operating Results — Results from operations in
the statement of activities reflect all transactions
increasing or decreasing unrestricted net assets ex-
cept for net investment gains and losses or invest-
ment income in excess of the Society’s spending
policy, net assets released from restrictions related
to capital additions or the acquisition of long-
lived assets, gifts restricted by donors for capital
purposes, changes in the value of split-interest
agreements, and gains and losses on the sale of
long-lived assets that are incidental or peripheral
to central operations.

Summarized Financial Information for 2009 —
The accompanying financial information as of
and for the year ended December 31, 2009 is pre-
sented for comparative purposes only and is not
intended to represent a complete financial state-
ment presentation.

Other Significant Accounting Policies — Other
significant accounting policies are set forth in the
financial statements and the following notes.

4.

5.

Short-term Investments

Short-term investments are summarized as follows
at December 31, 2010:

Certificates of deposit $ 1,750,000
Cash equivalents 151,722
$ 1,901,722

Contributions and Grants Receivable

Contributions and grants receivable are summa-
rized as follows at December 31, 2010:

Unconditional promises expected
to be collected within:

Less than one year b 125,824
One year to five years 26,781
$ 152,605

As of December 31, 2010, the Society had been
awarded three conditional grants. Two awards,
totaling $219,000 represent government grants,
the receipt of which is conditioned upon the in-
currence of allowable costs. The third award, to-
taling 850,000, is a private foundation grant, the
receipt of which is conditioned upon the submis-
sion of a strategic plan. These awards have not
been recorded in the accompanying financial
statements because the associated conditions had
not been satisfied as of December 31, 2010.
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Beneficial Interest in Assets Held by the 7.
Oregon Community Foundation

In 2007, the Society established the Oregon His-
torical Society Endowment Fund at the Oregon
Community Foundation. The assets in the fund
are permanently restricted for endowment.

Changes in the Society’s beneficial interest in these
funds for the year ended December 31, 2010 are
summarized as follows:

Balance at beginning of year $ 6,593,645

Plus additions to the fund 177,276
Plus increase in the fair

market value of the fund 782,365
Less the distribution of investment

return to the Society ' (317,263)
Balance at end of year $ 7,236,023

! Under the terms of its agreement with the Society, OCF
maintains variance power over, and legal ownership of, these
funds. The funds are invested at the discretion of QCF’s
Board of Directors and are held in a mixrure of asser classes
designed to maximize return while minimizing risk. OCF’s
target asset allocation at December 31, 2010 was as follows:
40% equities (both domestic and international); 15% fixed
income; 20% markerable alternative investments; 10% private
equity; and 15% inflation hedge investments. The valuations
disclosed in the above table have been provided by OCF. The
Society generally receives periodic distributions of the net in-
vestment return earned on these assets (generally 5.0% of the
average fair market value of the funds using a trailing 13-
quarter average). Additional distributions can be made at any
time by the affirmative vote of a majority of the Society’s
Board of Directors and the approval of OCF. During the year
ended December 31, 2010, the Sociery received $317,263 in
distributions.

Beneficial Interest in Charitable Trusts

At December 31, 2010, the Society is the benefici-
ary of a number of charitable remainder trusts,
perpetual trusts, and other gifts established by the
wills of donors, as follows:

Contributions receivable from

charitable remainder trusts * $ 229,131
Interest in perpetual trust * 189,875
Assets held in trust’ 120,551

$ 539,557

* The Society is the beneficiary of two charitable remainder
trusts established by the wills of donors. Upon the deaths of
the income beneficiaries, the Society will receive a portion of
the remaining assets of each of the trusts. Tortal trust assets at
December 31, 2010 are valued at $1,442,146. A contribution
receivable of $229,131 is recorded at December 31, 2010, rep-
resenting the acruarially determined present value of the esti-
mared future cash flows that will inure to the Society, using
discount rates ranging from 4.0 to 5.0%. Of the trusts, one
valued at $208,811, has been restricted by the donor to be
added to the existing endowment fund.

* The Mason Charitable Trust is a perperual trust established
by David T. Mason and Loa H. Howard Mason. The Society
will receive in perperuity a percentage of the income gener-
ated annually by the trust subject to the discretion of the trus-
tee, but not less than 20% and not exceeding 40%. Trust as-
sets at December 31, 2010 are valued at $§949,374. An interest
in perpetual trust of $189,875 is recorded at December 31,
2010, representing the present value of the estimarted future
cash flows that will inure to the Society, presuming a payout
percentage of 20%. During the year ended December 31,
2010, the Society received a distribution of $15,410 from this
trust. This distribution has been included in investment in-
come in the statement of activities.

* The Sociery is the trustee and the remainderman of the Ju-
bitz Charitable Remainder Unirtrust, established by Monroe
A. Jubitz in 1993. The terms of the trust agreement require
that the income earned by the trust’s assers be paid annually
to the trust’s beneficiaries up to a maximum annual payour of
8.5% of the trust’s fair marker value. Following 20 years, the
Sociery will receive the remainder of the trust’s assets for en-
dowment purposes. At December 31, 2010, the trust’s assets
were invested in mutual funds and valued ar $120,551. The
Society has recorded a liability to the trust’s beneficiaries to-
taling $33,699, which represents the present value of the fu-
ture payments to be made, using a discount rare of 8.5%.



9.

Land, Buildings, and Equipment

A summary of the Society’s capital assets at De-
cember 31, 2010 is as follows:

Land $ 1,269,349
Buildings and related
Improvements 16,824,488

Furniture and equipment 2,271,533

20,365,370

Less accumulated depreciation (10,462,312)

$ 9,903,058

Collections and Exhibition Costs

Each year, the Society receives the donation of a
number of valuable research collections. As a re-
sult, the Society’s collections contain thousands of
rare books, pamphlets, manuscripts, maps, and
photographs, which are held for public exhibition,
education, or research in furtherance of public
services and the Society’s overall mission. Consis-
tent with the policy followed by many museums
and historical societies, and as permitted under
FASB ASC No. 958-605, Revenue Recognition,
contributions of historical treasures, artifacts, and
similar assets held as part of the Society’s collec-
tions are not recognized or capitalized in the fi-
nancial statements. Such items that have been ac-
quired through purchase have similarly not been
capitalized. In addition, expenditures for exhibits
and exhibition programs are not capitalized, nor
are the costs associated with exhibitions and pro-
grams that will not open to the public until a fu-
ture period. For the year ended December 31,
2010, costs associated with the acquisition of col-
lection items totaled $18,615.

10. Long-Term Debt

On December 22, 2004, the Society issued a note
to an insurance company in return for $3.0 mil-
lion in debt proceeds. The debr is secured by the
Society’s warehouse. In January of 2010, the So-
ciety exercised an option to extend the note for an
additional five years, to January of 2015. The
new terms of the loan call for monthly payments
of $17,122 in principal and at 6.0% interest be-
ginning on February 1, 2010 through December of
2015. A balloon payment of $2,401,444 is due in
January 2015. Interest expense associated with
this debt for the year ended December 31, 2010 to-
taled $156,186. At December 31, 2010, a balance
of $2,614,152 was outstanding under this agree-
ment.

In addition, on November 12, 2009, the Society
entered into four unsecured agreements with the
City of Portland totaling $22,529 to pay the Port-
land Mall Revitalization Assessments over a pe-
riod of 10 to 20 years. The terms of the agree-
ments include monthly payments varying from
$19 to $101 in principal and at 6.75% variable in-
terest beginning in December 2009 and ending in
December 2029. Interest expense associated with
this debt for the year ended December 31, 2010 to-
taled $954. At December 31, 2010, a balance of
$22,236 was outstanding under these agreements.

Finally, on June 24, 2010, Jefferson-Madison en-
tered into an unsecured loan agreement totaling
$85,000 at 5.5% interest. The terms of the agree-
ment call for monthly payments of $1,627 in prin-
cipal and interest beginning in July 2010 and end-
ing in June 2015. Interest expense associated with
this debrt for the year ended December 31, 2010 to-
taled $2,587. At December 31, 2010, a balance of
$77,503 was outstanding under this agreement.

17



Aggregate maturities of note principal on all debt
for the five years subsequent to December 31,
2010 and thereafter are as follows:

Years Ending December 31,

2011 $ 66,356
2012 70,359
2013 74,645
2014 79,178
2015 2,405,608
Thereafter 17,745

$ 2,713,891

11. Retirement Plan and Deferred Compensa-

tion Arrangements

The Society provides substantially all full-time,
and certain part-time, employees with a tax-
sheltered annuity plan as described under Section
403(b) of the Internal Revenue Code. The Society
matches 100% of each eligible employee’s contri-
bution to the plan up to 6.5% of their total annual
compensation. Only employees who have com-
pleted at least six consecutive months of work at
the Society are eligible to participate in the em-
ployer-matching part of the plan. All employees
may make voluntary contributions to the plan on
a pre-tax basis, up‘to the limits allowed by law,
from their first day of employment. Employees
select from among several investment options.
Contributions to the plan from both the employ-
ees and the Society vest as accrued. Society con-
tributions to the plan totaled $80,848 for the year
ended December 31, 2010.

In addition, the Society has entered into two de-
ferred compensation agreements with rerired ex-
ecutives. Under both agreements, the annual
benefit has been determined by a formula which
includes years of service, final average salary, and
offsets for Society-funded portions of Social Secu-
rity and employee contributions to the tax-
sheltered annuity. The benefits are to be paid
over the lives of the executives or their surviving
spouses. Both agreements are unfunded at De-
cember 31, 2010. At December 31, 2010, the pre-
sent value of future payments under these agree-
ments totals $40,521.

12. Restrictions and Limitations on Net Asset

Balances

The following provides information about restric-
tions and limitations ascribed to the organiza-
tion’s net assets at December 31, 2010:

Board-Designated Reserves

As of December 31, 2010, the Board of Directors
had designated $2,060,382 as a reserve fund.

Temporarily Restricted Net Assets

Temporarily restricted net assets at December 31,
2010 represent $975,201 in contributions, grants,
and other unexpended revenues and gains avail-
able for the following:

Expendable contributions and grants:

Museum/collections $ 345,922
Library 260,212
Education 104,339
Technology initiative 87,619
Future periods 50,000
Other programs 40,458
Charitable trusts 20,320

908,870

Expendable endowment earnings:
Purpose-restricted earnings
not yet appropriated
for expenditure:

Museum/collections 25,208
Library 20,227
Awards 8,032
Education 5,360
Other 7,504
66,331

$ 975,201




Permanently Restricted Net Assets

At December 31, 2010, the Society held $8,043,803
in endowment funds. The investment income
earned on the balances of these permanently re-
stricted nert assets is either restricted or unre-
stricted as follows:

Investment return restricted for:

Education and Folklife $ 1,074,371
Museum/collections 350,000
Library 281,115
Publications 111,700
Maritime history 55,600
1,872,786

Unrestricted 6,171,017
$ 8,043,803

Endowment Summary

Cumulative Endowment Adjustment

From time to time, the fair value of assets associ-
ated with individual endowment funds may fall
below the level that the donor or UPMIFA re-
quires the organization to retain as a fund of per-
petual duration. As of December 31, 2010, the
Society had incurred cumulative investment losses
on its endowment funds totaling $389,052 in ex-
cess of unappropriated accumulated endowment
earnings. Accordingly, in order to report the
losses as required by FASB ASC No. 958-320, In-
vestments, the excess losses and appropriations
have been classified as transactions of the unre-
stricted net asset class and will be reinstated out of
future endowment earnings.

The Society’s endowment consists of nine individual funds established for a variety of purposes. As required
by generally accepted accounting principles, net assets associated with endowment are classified and reported
based on the existence or absence of donor-imposed restrictions. The following summarizes the Society’s en-
dowment-related activities for the year ended December 31, 2010:

Temporarily Per tly
Unrestricted restricted restricted Total

Endowment net assets at

beginning of year $ (787,826 45,446 8,085,379 7,342,999
Net change in beneficial interest in

assets held by the Oregon

Community Foundation 660,561 121,804 - 782,365
Net change in the fair value of split-

Interest agreements - - (41,576) (41,576)
Appropriation of endowment

assets for expenditure (261,787) (100,919) - (362,706)
Endowment net assets

at end of year 3 89,052) 66,331 8,043,803 7,721,082
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13. Jefferson-Madison Corporation

20

The Jefferson-Madison Corporation was organ-
ized by the Society in 1982 as a wholly-owned,
for-profit corporation to hold and manage certain
rental property owned by the Society. Condensed
financial information for this subsidiary as of and
for the year ended December 31, 2010, excluding
inter-company eliminations, is as follows:

Assets:
Cash $ 224,335
Land, buildings, and
equipment, net 677,868
Other assets 12,045
Total assets $ 914,248
Liabilities and net assets:
Inter-organizational payable, net 44,587
Long-term debt 82,996
Other liabilities 23,572
Net assets 763,093
Total liabilities and net assets $ 914,248
Operating results:
Increase in net assets $ 117,233

14. Net Assets Released from Restrictions

15.

16.

During the year ended December 31, 2010,
$964,452 in net assets were released from restric-
tions by incurring expenses satisfying the re-
stricted purposes or by the occurrence of events
specified by the donors, as follows:

Satisfaction of restrictions:

For operating purposes $ 958,502
To fund capital acquisitions 5,950
§ 964,452

Expenses

The costs of providing the various programs and
other activities of the Sociery have been summa-
rized on a functional basis in the statement of ac-
uvities. Accordingly, certain costs have been allo-
cated among the programs and supporting ser-
vices benefited.

Costs by their natural classification are presented
in the statement of functional expenses.

Income Taxes

During the year ended December 31, 2010, the So-
ciety recorded $50,935 in income tax expense. In
addition, the Society reported $49,386 in property
tax payments. At December 31, 2010, the Society
reported $12,045 in income tax refunds receivable.
No deferred tax assets or liabilities are reporred at
December 31, 2010.




17. Fair Value Measurements

18.

19.

The accompanying financial statements report the
Society’s financial instruments at fair value.
These assets have been classified, for disclosure
purposes, based on a hierarchy defined by FASB
ASC No. 820, Fair Value Measurements and Dis-
closures. The hierarchy gives the highest ranking
to fair values determined using unadjusted quoted
prices in active markets for identical assets and li-
abilities (Level 1) and the lowest ranking to fair
values determined using methodologies and mod-
els with unobservable inputs (Level 3).

At December 31, 2010, both assets held in trust to-
taling $120,551 (see note 7), and the Society’s
beneficial interest in assets held by the Oregon
Community Foundation totaling $7,236,023 (see
note 6) are reported at fair market value on a re-
curring basis. Assets held in trusts consist of mu-
tual funds traded in active markets and therefore
fair value is determined using level 1 inputs. The
Society’s beneficial interest in assets held by the
Oregon Community Foundation is measured at
fair value using information received from OCF
(i.e., level 3).

Multnomah County Levy

With the passage of Measure 26-118 in November
of 2010, Multnomah County voters agreed to a
five-year levy which will permit the Society to re-
vitalize certain services on behalf of County resi-
dents and others. Funding from the levy — an es-
timated $1.8 million to $2.0 million in annual
revenues — is expected to be available to the Soci-
ety beginning in July of 2011. With these funds,
the Society has agreed to increase its weekly li-
brary hours from 12 to 32, to keep the museum
open 40 hours a week, to provide free admission
to all school groups and to all residents of Mult-
nomah County, and to provide other services and
programs.

Reclassification of 2009 Comparative
Totals

Certain 2009 amounts presented herein have been
reclassified to conform to the 2010 presentation.

20. Statement of Cash Flows Reconciliation

The following presents a reconciliation of the de-
crease in net assets (as reported on the statement
of activities) to net cash used in operating activi-
ties (as reported on the statement of cash flows):

Decrease in net assets $  (715,496)

Adjustments to reconcile decrease in
net assets to net cash used in
operating activities:
Depreciation 577,868
Cash distribution received
from the Oregon Communiry
Foundation for operations 317,263
Net change in beneficial
INterest in assets

held by the Oregon

Community Foundation (782,365)
Net change in the value

of split-interest agreements 39,640

Net changes in:
Contributions and grants

receivable 40,725
Accounts receivable 27,907
Prepaid expenses 39,729
Inventories 45,234
Orther assets 3,242
Accounts payable and

accrued expenses 10,820
Deferred revenue (17,200)
Deferred compensation (27,643)

Toral adjustments 275,220

Net cash used in operating
activities §  (440,276)
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GaryMcGee & Co.LLp

CERTIFIED PUBLIC ACCOUNTANTS

MANAGEMENT LETTER

The Board of Directors
Oregon Historical Society:

In planning and performing our audit of the consolidated financial statements of Oregon His-
torical Society, as of and for the year ended December 31, 2010, in accordance with auditing
standards generally accepted in the United States, we considered the organization’s internal con-
trol over financial reporting (“internal control”) as a basis for designing our auditing pracedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the organization’s internal control. Accordingly,
we do not express an opinion on the effectiveness of the organization’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be sig-
nificant deficiencies or material weaknesses and, therefore, there can be no assurance that all
deficiencies, significant deficiencies, or material weaknesses have been identified. However, as
discussed below, we identified a deficiency in internal control that we consider to be a material
weakness.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to pre-
vent, or detect and correct misstatements on a timely basis. A material weakness is a deficiency,
or a combination of deficiencies, in internal control, such that there is a reasonable possibility
that a material misstatement of the entity’s financial statements will not be prevented, or de-
tected and corrected on a timely basis.

Material Weakness

We consider the following deficiency in the organization’s internal control to be a material
weakness:

Accounting for Cost Reimbursement Grants

As a result of the audit, two adjustments were identified relating ro the Society’s accounting for
revenues associated with cost reimbursement grants. It is our understanding that management
1s aware of the revenue recognition principles associated with these types of grants and that the
Society has policies and procedures in place to ensure that cost reimbursement grants are identi-
fied and accounted for in accordance with these principles. We recommend that the Society
review its current policies and procedures to determine why the policies nevertheless failed to
correctly identify these grants and record the associated revenue.

BOB SW Third Avenue, Suite 700 Portland, Oregon 97204 p: 503 222 2515 f: 503 222 6401 WWw.garymcgee.com




Oregon Historical Society
Page 2

This communication is intended solely for the information and use of management, the Board
of Directors, and others within the organization, and is not intended to be and should not be
used by anyone other than these specified parties.

/@7 % &>, e

March 18, 2011
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