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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors

Union Gospel Mission Association of
Spokane and U.G.M. Foundation

Spokane, Washington

Report on Financial Statements

We have audited the accompanying combined financial statements of Union Gospel Mission
Association of Spokane and U.G.M. Foundation (not-for-profit organizations), which comprise the
combined statements of financial position as of August 31, 2021 and 2020, and the related combined
statements of activities and changes in net assets, functional expenses and cash flows for the years
then ended, and the related notes to the combined financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these combined 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 combined 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 of 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 combined financial statements.



INDEPENDENT AUDITOR’S REPORT (Continued)

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 combined financial statements referred to above present fairly, in all material
respects, the combined financial position of the Union Gospel Mission Association of Spokane and
U.G.M. Foundation as of August 31, 2021 and 2020, and the combined results of activities, changes
in net assets, functional expenses and cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

/%/ZZ’/Z/ Z/Z/é:zzl/” : Cy (1ic¢

’Spokane, Washington
November 22, 2021
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UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION

(Nonprofit Organizations)
Spokane, Washington

COMBINED STATEMENT OF CASH FLOWS
For the year ended August 31, 2021

CASH FLOWS PROVIDED (USED) BY OPERATING ACTIVITIES:
Change in net assets before transfers
Adjustments to reconcile change in net assets
to net cash provided by operating activities:
Depreciation
Goodwill impairment
Realized and unrealized gains on investments
Realized loss on sale of Foundation land
Donated goodwill recognized with RV Park purchase
In-kind contribution revenue
In-kind supplies and donated services expense
Net change in charitable gift annuities
Decrease (increase) in:
Prepaid expenses
Pledges/accounts receivable
Inter-company receivables
Inventory
Notes receivable
Increase (decrease) in:
Accounts payable
Inter-company payables

Net cash provided (used) by operating activities
CASH FLOWS PROVIDED (USED) BY INVESTING ACTIVITIES:

Purchase of property, buildings and equipment
Net sale (purchase) of investments

Net cash provided (used) by investing activities

CASH FLOWS PROVIDED (USED) BY FINANCING ACTIVITIES:
Principal payments on long-term debt
Transfers

Net cash provided (used) by financing activities
NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, Beginning of year

CASH AND CASH EQUIVALENTS, End of year

SUPPLEMENTAL DISCLOSURES OF CASHFLOW INFORMATION:

Interest paid

Income taxes paid

* Includes Anna Ogden Hall, Center for Women & Children in Coeur D'Alene, Men's Mission, Youth Outreach Ministries,

Women's Crisis Center, UGM Motors, Thrift Stores, UGM LC Properties LLC and UGM Properties LLC.

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

-9.

Union Gospel UGM.
Mission Assoc.* Foundation Combined
$ 3,674,898 $ 1,906,881 $ 5,581,779
696,552 - 696,552
43,915 - 43915
- (772,797) (772,797)
- 8,895 8,895
(1,900,000) - (1,900,000)
(6,241,829) - (6,241,829)
6,241,829 - 6,241,829
- (5,279) (5,279)
(3,015) - (3,015)
(14,313) - (14,313)
24,075 7,741 31,816
(5,228) - (5,228)
- 7,865 7,865
429,513 - 429,513
(28,670) (3,146) (31,816)
2,917,727 1,150,160 4,067,887
(5,619,613) - (5,619,613)
- 1,528,640 1,528,640
(5,619,613) 1,528,640 (4,090,973)
(1,225) - (1,225)
3,354,442 (3,354,442) -
3,353,217 (3,354,442) (1,225)
651,331 (675,642) (24,311)
1,213,563 910,060 2,123,623
$ 1,864,894 $ 234418 $ 2,099,312
$ 50,400 h) - $ 50,400
5 - $ - $ -



UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION

(Nonprofit Organizations)
Spokane, Washington

COMBINED STATEMENT OF CASH FLOWS

For the year ended August 31, 2020

Union Gospel UGM.
Mission Assoc.* Foundation Combined
CASH FLOWS PROVIDED (USED) BY OPERATING ACTIVITIES:
Change in net assets before transfers $ (17,689) $ 1,351,848 $ 1,334,159
Adjustments to reconcile change in net assets
to net cash provided by operating activities:
Depreciation 822,637 - 822,637
Realized and unrealized gains on investments - (496,712) (496,712)
In-kind contribution revenue (7,448,359) - (7,448,359)
In-kind supplies and donated services expense 7,448,359 - 7,448,359
Net change in charitable gift annuities - (35,062) (35,062)
Decrease (increase) in:
Prepaid expenses (13,505) - (13,505)
Pledges/accounts receivable (8,515) - (8,515)
Inter-company receivables (7,486) 19,289 11,803
Inventory (60,535) - (60,535)
Notes receivable - 7,517 7,517
Increase (decrease) in:
Accounts payable 138,776 - 138,776
Inter-company payables 19,668 (31,471) (11,803)
Net cash provided (used) by operating activities 873,351 815,409 1,688,760
CASH FLOWS PROVIDED (USED) BY INVESTING ACTIVITIES:
Purchase of property, buildings and equipment (2,088,191) - (2,088,191)
Net sale (purchase) of investments - 931,295 931,295
Net cash provided (used) by investing activities (2,088,191) 931,295 (1,156,896)
CASH FLOWS PROVIDED (USED) BY FINANCING ACTIVITIES:
Principal payments on long-term debt (48,825) - (48,825)
Transfers 1,112,098 (1,112,098) -
Net cash provided (used) by financing activities 1,063,273 (1,112,098) (48,825)
NET CHANGE IN CASH AND CASH EQUIVALENTS (151,567) 634,606 483,039
CASH AND CASH EQUIVALENTS, Beginning of year 1,365,130 275,454 1,640,584
CASH AND CASH EQUIVALENTS, End of year $ 1,213,563 3 910,060 $ 2,123,623
SUPPLEMENTAL DISCLOSURES OF CASHFLOW INFORMATION:
Interest paid $ 6,130 $ - h) 6,130
Income taxes paid ) - ) - $ -

* Includes Anna Ogden Hall, Center for Women & Children in Coeur D'Alene, Men's Mission, Youth Outreach Ministries, Women's !

Center, UGM Motors, Thrift Stores and UGM Properties, LLC

The accompanying notes are an integral part of these financial statements.
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UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31,2021 and 2020

NOTE 1 - ORGANIZATION AND NATURE OF OPERATIONS:

The Union Gospel Mission Association of Spokane (UGM) and U.G.M. Foundation (the
Foundation) (collectively referred to as the organizations) are not-for-profit organizations
incorporated under the laws of the State of Washington.

The purpose of UGM is the spiritual, emotional and physical restoration of men, women, youth
and children of the Greater Inland Northwest. UGM is comprised of the following programs:
the Union Gospel Men’s Mission (a charitable program for men), Anna Ogden Hall (a charitable
program for women and children), Youth Outreach Ministries and Summer Camp (a charitable
program for underprivileged youth), Crisis Shelter for Women and Children in Spokane, the
Center for Women & Children in Coeur d’Alene (charitable programs for women and children),
UGM Motors, Thrift Stores, UGM Sales & Service and the Student Impact Center.

In March 2020 UGM established UGM Properties, LLC, to hold income producing real estate in
Spokane Valley, Washington. UGM Properties, LLC is a wholly-owned subsidiary of UGM. As
such, the financial statements of UGM and UGM Properties, LLC have been consolidated and
any inter-company transactions have been eliminated. See Note 18 for further details.

In July 2020 UGM established UGM LC Properties, LLC to hold real property in Lewiston,
Idaho for the development of an outreach ministry and income producing enterprises. UGM LC
Properties, LLC is a wholly-owned subsidiary of UGM. As such, the financial statements of
UGM and UGM LC Properties, LLC have been consolidated and any inter-company transactions
have been eliminated. See Note 19 for further details.

The purpose of the Foundation is to administer capital gifts for construction, remodeling, and

maintenance of UGM and to assist in long-range financial and operational planning for UGM
through planned giving programs. '

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The summary of significant accounting policies of Union Gospel Mission Association of
Spokane and U.G.M. Foundation is presented to assist in understanding the organizations’
financial statements. The financial statements and notes are representations of the
organizations’ management, who is responsible for their integrity and objectivity. These
accounting policies conform to accounting principles generally accepted in the United States of
America and have been consistently applied in the preparation of the financial statements.

Basis of Presentation - The combined financial statements have been prepared on the accrual
basis of accounting and include the accounts of the Union Gospel Mission Association of
Spokane and the U.G.M. Foundation.

-11 -



UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31, 2021 and 2020

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

Fund Accounting - The accounts of UGM and the Foundation are maintained in accordance with
the principles of fund accounting. This is the procedure by which resources for various purposes
are classified for accounting and reporting purposes into funds established according to their
nature. Separate accounts are maintained for each fund and, accordingly, all financial
transactions have been recorded and reported by fund group.

Use of Estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires the use of estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
may differ from those estimates.

Cash and Cash Equivalents - For purposes of the combined cash flow statement, management
considers investments which are not subject to withdrawal restrictions that can be converted to
cash on short notice and are used in the operating activities of the organizations, specifically cash
in demand accounts at financial institutions, to be cash equivalents. Management does not
consider investments in short-term investment funds (money market accounts and equivalents)
used in the investing activities of the organizations to be cash equivalents.

Investments in Marketable Securities - Investments in marketable securities are classified as
available-for-sale securities and are reported at fair value. For a further discussion of fair value
measurements, see Note 7.

Inventories - Inventory in the Thrift Stores consists of items donated to UGM. Management
estimates the inventory valuation to be equivalent to two to three months of store sales.

Inventory at UGM Motors consists of donated and purchased vehicles and is reported at the
vehicles donated value or purchase price plus the cost of repairs necessary to get the vehicles
suitable for resale.

Property, Facilities and Equipment - Property, facilities and equipment are capitalized at cost for
purchased assets and at fair value for donated assets. It is the organizations’ policy to capitalize
all items that have a useful life in excess of one year with an associated cost or value at date of
donation in excess of $1,500. Insignificant expenditures are charged to expense. Depreciation is
calculated using the straight-line method over the estimated useful lives of the assets. Buildings
and improvements are estimated to have useful lives ranging from 5 to 30 years, and equipment
is estimated to have useful lives ranging from 5 to 14 years.

Goodwill - In connection with the purchase of real property located in Spokane Valley,
Washington, UGM recognized goodwill of $3,337,230. In accordance with accounting
principles generally accepted in the United States of America, goodwill is not subject to

-12-



UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31, 2021 and 2020

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

amortization, but rather management is required to test goodwill for impairment on an annual
basis. Goodwill is written down if it is determined that there has been an impairment. During
the year ended August 31, 2021, management determined that goodwill was impaired $43,915.
As of August 31, 2021, unimpaired goodwill totaled $3,293,315.

Real Property Held for Sale - Real property held for sale is property not used in the operations of
UGM. The property was received by donation. It is valued at the estimated fair value as of the
date of donation less accumulated depreciation to date. The property may be used for investment

purposes until sold. The property is not revalued prior to sale unless it is clear that the property
value is permanently impaired.

Split-Interest Agreement Distributions Payable - The Foundation has established a charitable gift
annuity program. The Foundation recognizes the contribution as of the date of the gift for the
current fair value of the gift in excess of the present value of the liability for future payments
(split-interest agreement distributions payable). For the year ended August 31, 2021, the liability
for split-interest agreement distributions payable is discounted at 6% per annum for single
premium annuity contracts, 4% per annum for all other annuity contracts, using the 1983 IAM
Male & Female Mortality Tables. See Note 12.

Valuation of Other Financial Instruments - The organizations recognize other financial
instruments at historical cost, which approximates fair value, due to the short maturities of those
instruments.

Net Assets - Net assets of the organizations are classified based on the presence or absence of
donor-imposed restrictions. Net assets are comprised of two groups as follows:

Net Assets without Donor Restrictions - Amounts that are not subject to usage restrictions
based on donor-imposed requirements. This class also includes assets previously restricted
where restrictions have expired or been met.

Net Assets with Donor Restrictions - Assets are subject to usage limitations based on donor-
imposed or grantor restrictions. These restrictions may be temporary or may be based on a
particular use. Restrictions may be met by the passage of time or by actions of the
organization. Certain restrictions may be need to be maintained in perpetuity. Donor
restricted net assets that have permanent restrictions include contributions with donor-
imposed restrictions requiring resources to be maintained in perpetuity, but permitting use of
all or part of the investment income earned on the contributions.

Contributions - Contributions are generally recorded only upon receipt, unless evidence or an
unconditional promise to give has been received. Unconditional promises to give that are
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UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31, 2021 and 2020

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

expected to be collected in future years are recorded at the present value of amounts expected to
be collected. Conditional promises to give are not included as support until such time as the
conditions are substantially met. All contributions are considered to be without donor
restrictions unless the donor has restricted the contributions to be used for a specific purpose.

Bequests are not recorded in the accompanying financial statements until they are declared valid
by a court of law and the value of the bequest can be determined. It is common that management

“cannot determine the value of the bequest until receipt, because of fees and other deductions
imposed by the court or law.

Donated Materials, Securities and Property - UGM receives a substantial amount of 1ts public
support in the form of donated food, supplies, clothing, and other items. Donations of materials
(food, clothing, vehicles, and other items), securities and real property are recognized at their
respective fair values as of the date of the gift. Donations of food are valued using a price per
pound system as determined using the Consumer Price Index published by the Bureau of Labor
Statistics. In-kind donations for the Thrift Stores and Motors operations are valued using the
items sales price when the item is sold.

Donated Services - Donated services are recognized in the financial statements when those
services create or enhance non-financial assets or require specialized skills provided by
individuals possessing those skills, and which would be typically purchased if not provided by
donation. Professional donated services are valued on a per hour basis using the average hourly
rate of the profession in the Spokane region. The value of other donated volunteer services is not
reflected in the accompanying financial statements. However, a substantial number of volunteers
have donated significant amounts of their time to the organizations’ operations.

Investment Income Recognition - Investment transactions are recorded on a trade-date basis.
Acquisition costs are included in the cost of investments purchased, and sales are recorded net of
selling expenses. Interest income is recorded on the accrual basis. Dividends are recorded on
the ex-dividend date. Realized gains and losses from security transactions are determined by the
average cost method. Gains, losses, and income on investments are reported as revenues in the
statements of activities. Investment income is considered to be without donor restrictions unless,
it is restricted by explicit donor stipulation or law.

Compensated Absences - Employees of the organizations are entitled to paid vacation and other
paid time off, depending on job classification, length of service, and other time upon separation
from employment. As of August 31,2021 and 2020, the organizations had accrued $496,643
and $240.483, respectively, for compensated absences.
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UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31, 2021 and 2020

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

Advertising - Advertising costs are recognized as an expense when incurred.

Self-Insured Health Benefit Claims - UGM self-insures for employee medical and dental
benefits. Employee and employer contributions are maintained in a separate bank account
pending claim payments. UGM has contracted with Healthcare Management Administrators
(HMA), a third-party administrator, to provide claim adjudication services. Claims are
recognized as incurred. UGM has “stop loss” insurance coverage that covers claims exceeding
$60,000 per year. Aggregate stop-loss coverage is limited to $1,000,000 per year.

Allocation of Functional Expenses - The costs of providing the various program services and
supporting activities have been summarized on a functional basis in the combined statement of
activities. Accordingly, certain costs have been allocated among the various programs and
supporting services benefited.

NOTE 3 - LIQUIDITY AND AVAILABILITY:

The following reflects the organizations’ financial assets as of August 31, 2021 and 2020,
reduced by amounts not available for general use because of contractual, donor or board imposed
restrictions within one year of such dates.

2021 2020

Cash and cash equivalents $ 2,099,312 § 2,123,623
Investments in marketable securities 6,957,102 7,657,940
Inventories 410,064 404,836
Accounts receivable 26,849 12,536

Financial assets available at the end of the year 9,493,327 10,198,935
Less: Financial assets unavailable within one year due to

donor restrictions (1,048.222) (406.705)
Financial assets available to meet general planned and

unplanned cash requirements within one year $ 8445105 § 9.792.230

The organizations manage liquidity needed for operations primarily by monitoring monthly cash
flow. The Board believes the organizations maintain sufficient financial asset reserves for

normal operating expenses; planned property and capital improvements; and unplanned cash
requirements.
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UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31, 2021 and 2020

NOTE 4 - INCOME TAX STATUS:

The Union Gospel Mission Association of Spokane and U.G.M. Foundation qualify as tax
exempt organizations under Section 501(c)(3) of the Internal Revenue Code. During the year
ended August 31, 2000, the Foundation received approval from the state for the charitable gift
annuity/planned giving program. The organizations are subject to audit or examination by
various regulatory jurisdictions. As of November 22, 2021, there were no audits or examinations
in progress.

NOTE 5 - RISKS AND UNCERTAINTIES:

As of the audit report date, the U.S. Federal Deposit Insurance Corporation (FDIC) provides
coverage up to $250,000 per depositor per ownership category on deposit accounts at FDIC-
insured institutions. As of August 31, 2021, accounts in excess of FDIC insurance coverage
limits totaled $530,111.

The organizations maintain money market accounts which are not insured by the FDIC. The
investments are collateralized by government backed securities and high-grade corporate debt
obligations. As of August 31, 2021, the investments in these accounts totaled $220,311.

The Foundation invests in various mutual funds which invest in various investment securities.
Investment securities are exposed to various risks such as interest rate, market, and credit risks.
Further, these investments may have exposure to risks associated with sub-prime mortgages.
Due to the level of risk associated with certain types of investments, it is at least reasonably
possible that changes could materially affect the amounts reported in the statements of financial
position.

In determining the fair value of financial instruments, management uses a variety of methods and
assumptions that are based on market conditions and risks existing at the date of the statements
of financial position. All methods of assessing fair value result in a general approximation of
value, and such value may never actually be realized.

UGM is self-insured for medical claims. Medical claims payable and claims incurred but not
reported are accrued based upon management’s estimates of the discounted ultimate cost for self-
insured claims incurred using actuarial assumptions followed in the insurance industry and
historical experience. Although management believes it has the ability to reasonably estimate
losses related to claims, it is possible that actual results could differ from recorded medical
claims payable and claims incurred but not reported. See Note 9.
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UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31, 2021 and 2020

NOTE 5 - RISKS AND UNCERTAINTIES (Continued):

In early 2020, an outbreak of the novel strain of coronavirus (COVID-19) emerged globally.
Through November 22, 2021, there have been significant impacts to UGM. Expenses have been
impacted in the form of significant increases in personal protective equipment costs, supply costs
and facilities sanitation costs. The Thrift Stores and UGM Motors have experienced disruptions
and restrictions in operations. Future impacts are unknown.

NOTE 6 - INVESTMENTS IN MARKETABLE SECURITIES:

As of August 31, 2021, investments in marketable securities consisted of:

Fair
Value - Cost
Cash and cash equivalents $ 220,311 § 220,311
U.S. Treasury obligations 51,100 49,059
Corporate bonds 987,210 959,381
Corporate equities 1,620,620 565,348
Mutual funds 4,067,993 3,476,314
Accrued income 9.868 9.868

$ 6957102 $ 5280281

As of August 31, 2021, investments with donor restrictions included above totaled $960,330.

As of August 31, 2021, investments in US Treasury and corporate obligations mature as follows:

Maturity
1 Year 1-5 Years 6-10 Years 11+ Years
US Treasury obligations $ - $ 50,000 $ - § -
Corporate bonds $ - $ 950,000 $ -5 -

As of August 31, 2020 investments in marketable securities consisted of:

Fair
Value Cost
Cash and cash equivalents $ 1,549,810 § 1,549,810
U.S. Treasury obligations 51,892 49,059
Corporate bonds 1,371,138 1,222,723
Corporate equities 1,252,240 528,450
Mutual funds 3,418,892 3,090,680
Accrued income 13.968 13.968

$ 7.657.940 § 6.454.690
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UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31,2021 and 2020

NOTE 6 - INVESTMENTS IN MARKETABLE SECURITIES (Continued):

As of August 31, 2020, investments with donor restrictions included above totaled $296,112.

As of August 31, 2020, investments in US Treasury and corporate obligations mature as follows:

Maturity
1 Year 1-5 Years 6-10 Years 11+ Years
US Treasury obligations $ - $ 500,000 $ - $ -
Corporate bonds $ 50,000 $ 1,200,000 $ -8 -

NOTE 7 - FAIR VALUE MEASUREMENTS.:

Fair value estimates are made at a specific point in time, based on available market information
and judgments about the financial instruments, including estimates of timing, amount of
expected future cash flows and the credit standing of the issuer. In some cases, the fair value
estimates cannot be substantiated by comparison to independent markets. In addition, the
disclosed fair value may not be indicative of net realizable value or reflective of future fair
values. Furthermore, although management believes its valuation methods are appropriate and
consistent with other market participants, the use of different methodologies or assumptions to
determine the fair value of certain financial instruments could result in a different fair value
measurement at the reporting date.

The framework for measuring fair value provides a fair value hierarchy that prioritizes the inputs
to valuation techniques used to measure fair value. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (level 1) and the
lowest priority to unobservable inputs (level 3).

The three levels of the fair value hierarchy are described as follows:

Level 1 inputs to the valuation methodology are unadjusted quoted prices for identical assets or
liabilities in active markets that the organizations have the ability to access.

Level 2 inputs to the valuation methodology include the following: quoted prices for similar
assets or liabilities in active markets; quoted prices for identical or similar assets or liabilities in
inactive markets; inputs other than quoted prices that are observable for the asset or liability; and
inputs that are derived principally from, or corroborated by, observable market data by
correlation or other means. If the asset or liability has a specified (contractual) term, the level 2
input must be observable for substantially the full term of the asset or liability.

Level 3 inputs to the valuation methodology are unobservable and significant to the fair value
measurement.
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UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31, 2021 and 2020

NOTE 7 - FAIR VALUE MEASUREMENTS (Continued):

The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on
the lowest level of any input that is significant to the fair value measurement. Valuation
techniques maximize the use of relevant observable inputs and minimize the use of unobservable
inputs.

The following is a description of the valuation methodologies used for assets measured at fair
value. There have been no changes in the methodologies used as of August 31, 2021 and 2020.

Interest bearing cash - Investments in interest bearing cash are valued at fair value, which
approximates cost, due to the short maturities of these investments. Fair values of money market
accounts may be determined using public quotations, when available. Interest bearing demand
deposits held at financial institutions and money market accounts are classified as level 1 assets.

U.S. Treasury obligations - Investments in U.S Treasury obligations are valued at the closing
sales price reported in an active market in which the individual security is traded.

Corporate bonds - Investments in corporate bonds are valued at the closing sales price reported
in an active market of comparable securities and with consideration given to quoted market
prices in inactive markets. Comparable securities have similar duration and the issuers have
similar credit ratings.

Corporate equities - Investments in corporate equity securities are valued at the closing sales
price reported in an active market in which the individual security is traded.

Mutual funds - Investments in mutual funds are valued at quoted market prices in active markets,
which are derived by the fair value of the underlying assets and liabilities of the specific fund.

The following table sets forth by level, within the fair value hierarchy, the organizations’ assets
at fair value measurements as of August 31, 2021:

Level 1 Level 2 Level 3 Total

Interest bearing cash $ 220311 $ - 5 - $ 220311
U.S. Treasury obligations 51,099 - - 51,099
Corporate bonds - 987,210 - 987,210
Corporate equities 1,620,620 - - 1,620,620
Equity mutual funds 2,383,750 - - 2,383,750
Bond mutual funds 1,684,244 - - 1,684,244
Accrued income 9.868 - - 9.868

$ 5969.892 $ 987210 § - § 6.957.102
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NOTE 7 - FAIR VALUE MEASUREMENTS (Continued):

The following table sets forth by level, within the fair value hierarchy, the organizations’ assets
at fair value measurements as of August 31, 2020:

Level 1 Level 2 Level 3 Total

Interest bearing cash $ 1,549,810 $ -3 - $ 1,549,810
U.S. Treasury obligations 51,892 - - 51,892
Corporate bonds - 1,371,138 - 1,371,138
Corporate equities 1,252,240 - - 1,252,240
Equity mutual funds 1,688,488 - - 1,688,488
Bond mutual funds 1,730,404 - - 1,730,404
Accrued income _ 13.968 - - 13.968

$ 6286802 § 1371.138 $ - $7.657.940

NOTE 8 - NOTE RECEIVABLE:

In 2009, the Foundation received real property in exchange for a charitable gift annuity. During
the year ended August 31, 2013 this property was sold, on contract, for $235,000. Under the
terms of the contract, the Foundation received $10,000 upon closing, and payments of $1,394 per
month, including interest of 5% per annum. The contract is due September 15, 2022 and is
secured by real estate. As of August 31,2021 and 2020, the principal balance of the note
receivable was $172,041 and $179,906, respectively.

Future maturities of the note receivable is as follows:

For the year ended
August 31,
2022 $ 8,320
2023 163,721

$ 172,041

NOTE 9 - MEDICAL CLAIMS PAYABLE AND INCURRED BUT NOT REPORTED:

As of August 31, 2021 and 2020, the reserves set aside for the medical claims totaled $57,141
and $67,840, respectively.

As of August 31, 2021 and 2020, the estimated liability for medical claims payable and claims
incurred but not reported totaled $94,840 and $89,168, respectively.
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NOTE 10 - SHORT-TERM NOTE PAYABLE:

In June 2020, UGM obtained $405,000 of short-term financing from State Bank Northwest to be
used in the purchase of real property in Lewiston, Idaho. See also Note 19. The note was
payable in a single principal payment due June 29, 2021 and carried interest at 3.75% per annum.
On July 12, 2021, the refinancing of this note was completed, extending the due date to June 29,
2022, payable in one principal payment of $403,777, including interest at 3.50% per annum.

NOTE 11 - AFFORDABLE HOUSING PROGRAM PROMISSORY NOTE:

On January 15, 2013, UGM entered into a 15-year, $700,000 promissory note under the
Affordable Housing Rental Program (AHRP) with U.S. Bank. Repayment of this promissory
note is contingent solely upon the sale, refinancing or the conversion of the property to non-
qualified housing prior to January 15, 2028. If the property is not sold, refinanced nor converted
prior to January 15, 2028, the note is cancelled in full. The note is collateralized by a deed of
trust on real property.

NOTE 12 - SPLIT-INTEREST AGREEMENTS:

As of August 31, 2021, the estimated present value of the liability for future annuity payments
totaled $271,395. The current maturity of the liability was $48,260.

As of August 31, 2020, the estimated present value of the liability for future annuity payments
totaled $276,673. The current maturity of the liability was $47,090.

NOTE 13 - ASSOCIATION NET ASSETS WITH DONOR RESTRICTIONS:

As of August 31, 2021 and 2020, net assets with donor restrictions of UGM Association included
the following:

2021 2020

Women's Auxiliary Projects $ - 8 10,458
Dental Fund 13,020 13,020
Rx Fund 22,186 22,542
Medical Clinic 39,853 56,516
Bike Club (202) 20
Bus passes 5,600 -

Camp shirts - 2,600
Men’s Mission kitchen repairs - 3,606
AOH Furniture 7,435 -

AOH Vehicle repairs : - 1.831

$ 87892 § 110,593
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NOTE 14 - FOUNDATION NET ASSETS WITH DONOR RESTRICTIONS:

The Foundation's net assets with donor restrictions consist of funds established for specific
purposes by the donor. Its endowment funds include donor-restricted funds that must be
maintained in perpetuity. However, the earnings may be used without donor restrictions. Net
assets associated with endowment funds, including funds designated by the board of trustees to
function as endowments, are classified and reported based on the existence or absence of donor-
imposed restrictions.

The State of Washington has adopted the Uniform Prudent Management of Institutional Funds
Act of 2006 (UPMIFA) and the Foundation has adopted guidance provided by the Financial
Accounting Standards Board concerning endowments of not-for-profit organizations.
Management has determined that the Foundation’s permanently restricted investments meet the
definition of endowment funds under UPMIFA.

Absent explicit donor stipulations to the contrary, the Foundation has interpreted UPMIFA as
requiring preservation of the fair value of the original gift as of the gift date of the donor-
restricted endowment funds. As a result of this interpretation, the Foundation classifies as donor
restricted net assets (a) the original value of gifts donated to the endowment, (b) the original
value of subsequent gifts to the endowment, and (c) accumulations to the endowment made in
accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added to the fund. In accordance with UPMIFA, the Foundation considers the
following factors in determining to appropriate or accumulate donor-restricted endowment funds:

The duration and preservation of the fund

The purposes of the organization 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 organization

The investment policies of the organization

NSk W=

Contributions that are subject to other gift instruments are recorded as with donor restrictions,
and are dependent on the specific terms of the agreement (i.e. future interests and supporting
organization).

During the years ended August 31, 2021 and 2020, contributions to the endowment funds totaled

$538,720 and $49,644, respectively. As of August 31, 2021 and 2020, endowment funds totaled
-$960,330 and $296,112, respectively.
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NOTE 14 - FOUNDATION NET ASSETS WITH DONOR RESTRICTIONS (Continued):

Endowment Investment: The Foundation has adopted investment and spending policies for
endowment assets that attempt to provide a predictable stream of funding to programs supported
by its endowment while seeking to maintain the purchasing power of the endowment assets. The
Foundation’s spending and investment policies work together to achieve this objective. The
investment policy establishes an achievable return objective through diversification of asset
classes. The current long-term objective is to return a reasonable rate of return, net of investment
fees. Actual results in any given year may vary.

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

NOTE 15 - IN-KIND CONTRIBUTIONS:

For the years ended August 31, 2021 and 2020, the total estimated value for donated food,
supplies, clothing, services and other items were:

2021 2020
Donated food and other materials to mission activities $ 1,164,843 $§ 3,646,511
Donated clothing and household goods to the Thrift Stores 2,245,747 1,742,108
Donated vehicles to UGM Motors 2,337,959 1,568,460
Donated professional services 493.280 491,280

$ 6241829 § 7.448.359

NOTE 16 - THRIFT STORES:

UGM has operated thrift stores since 2002. For the year ended August 31, 2021, UGM operated
a total of four stores located in Spokane and Spokane Valley, Washington, and Coeur d’Alene
and Lewiston, Idaho. The stores’ inventory consists of items donated to UGM. For the years
ended August 31, 2021 and 2020, sales totaled $3,107,874 and $2,029,567, respectively.

-23 -



UNION GOSPEL MISSION ASSOCIATION
OF SPOKANE AND U.G.M. FOUNDATION
(Nonprofit Organizations)

Spokane, Washington

NOTES TO COMBINED FINANCIAL STATEMENTS
August 31, 2021 and 2020

NOTE 17 - UGM MOTORS:

UGM opened a used automobile sales facility named “UGM Motors” in 2005. The facility’s
inventory consists of donated and purchased vehicles. For the years ended August 31, 2021 and
2020, vehicle sales totaled $2,483,807 and $1,951,674, respectively. There were also sales from
the shop, in which UGM Motors operates to repair vehicles. During the year ended August 31,
2021, UGM closed the shop operations to focus on vehicle sales. For the years ended August 31,
2021 and 2020, shop receipts totaled $22,350 and $329,185, respectively. '

NOTE 18 - UGM PROPERTIES, LLC:

On March 4, 2020, UGM formed UGM Properties, LLC (UGM Properties), a single member
LLC, and entered into an operating agreement with UGM Properties, to hold and manage real
property in Spokane Valley, Washington. Under the terms of the agreement, any rental income
generated by the properties will be transferred to UGM without donor restrictions to be used to
support the various programs of UGM. For the year ended August 31, 2021, net rental income
consisted of:

Gross rents $ 607,297
Rental expenses (367.543)
$ 239754

NOTE 19 - UGM LC PROPERTIES, LLC:

On August 20, 2019, an asset transfer agreement between UGM and ROC Rescue Mission of
Lewiston, Idaho (the ROC) was signed. Under the terms of the agreement, the ROC transferred
assets with a fair market value of $379,334 to UGM. In accepting the assets from the ROC,
UGM agreed to use the assets to develop an outreach ministry on or before July 31, 2025. If
such an outreach ministry is not developed by July 31, 2025, UGM will make a cash donation of
$379,334 to a like-minded Section 501(c)(3) ministry in the Lewis and Clark Valley.

In May 2020, UGM sold the assets received from the ROC and used the proceeds of the sale to
purchase real property in Lewiston, Idaho for the development of an outreach ministry. This
purchase represents the development by UGM of the outreach ministry, thereby completing the
terms of the transfer agreement.

On July 20, 2020, UGM formed UGM LC Properties, LLC (LC Properties), a single member
LLC. In an operating agreement entered into on September 23, 2020, LC Properties is to hold
and manage real property acquired by UGM in Lewiston, Idaho, for the development of an
outreach ministry and income producing enterprises. The total purchase of cost of the property
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NOTE 19 - UGM LC PROPERTIES, LLC (Continued):

was $792,030, of which, $405,000 was financed with a short-term note payable (see Note 10).
Under the terms of the agreement, any rental income generated by the Lewiston Idaho properties
will be transferred to UGM without donor restrictions to be used to support the various programs
of UGM. During the years ended August 31,2021 and 2020, LC Properties received rents of
$44,350 and $8,771, respectively.

NOTE 20 - RETIREMENT PLAN:

UGM maintains a defined contribution retirement plan, offering employees a pre-tax deferral or
an after-tax ROTH plan. The plan covers all employees who work a minimum of twenty hours
per week and are at least 18 years of age. The plan automatically enrolls eligible employees in a
2% pre-tax wage deferral, unless the employee does not wish to participate. After one year of
employment, UGM matches employee contributions up to 1% of employee compensation.
Thereafter, the matching increases 1% for every additional two years of employment, up to a
maximum of 5% after 7 years of employment. For the years ended August 31, 2021 and 2020,
UGM contributions to the retirement plan totaled $166,738 and $175,273, respectively.

NOTE 21 - SUBSEQUENT EVENTS:

The Board of Directors has evaluated events subsequent from August 31, 2021 through
November 22, 2021 (the date the financial statements were available to be issued) and has

identified no events that, if disclosed, would influence the readers’ opinion concerning these
financial statements.
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