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INDEPENDENT AUDITORS’ REPORT

The Audit Committee of
Save-the-Redwoods League

We have audited the accompanying statements of financial position of Save-the-Redwoods League (a nonprofit
organization)(the League) as of March 31, 2006 and 2005, and the related statements of activities and changes in net
assets and cash flows for the years then ended. These financial statements are the responsibility of the League’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 League’s 2005 financial statements and, in our
report dated May 25, 2005, we expressed an unqualified opinion on those financial statements.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Save-the-Redwoods League as of March 31, 2006 and 2005, and the changes in its net assets and its cash flows for
the years then ended in conformity with accounting principles generally accepted in the United States of America.

San Francisco, California
June 1, 2006

600 CALIFORNIA STREET, SUITE 1300 m SAN FRANCISCO, CA 94108 m TEL: 415 421-5757 m FAX: 415 288-6288 m WWW.BPMLLP.COM

MEMBER OF CPA ASSOCIATES INTERNATIONAL, INC.
WEALTH MANAGEMENT SERVICES OFFERED THROUGH BPM WEALTH MANAGEMENT LLC, A CA REGISTERED INVESTMENT ADVISOR




SAVE-THE-REDWOODS LEAGUE
STATEMENT OF FINANCIAL PosiTioN

March 31, 2006
with comparative totals for 2005

ASSETS 2006 2005
Cash and cash equivalents $ 980,144 $ 1,395,269
Interest receivable and other 161,753 90,370
Contributions receivable 1,505,197 2,787,585
Investments 51,743,743 41,245,599
Real estate held 11,849,150 18,694,425
Contributions receivable from irrevocable trusts 2,102,141 1,807,258
Property and equipment, net 97,494 61,876
Deposits on land purchase 1,000 140,000
Other assets 64,789 71,604
Endowment cash 362,342 357,342
Total assets $68,867,753 $ 66,651,328
LIABILITIES AND NET ASSETS

Liabilities:
Accounts payable and accrued liabilities $ 384983 $ 447,346
Notes payable 500,000 680,000
Total liabilities 884,983 1,127,346

Net assets:
Unrestricted 37,400,493 34,693,751
Temporarily restricted 30,219,935 30,472,889
Permanently restricted 362,342 357,342
Total net assets 67,982,770 65,523,982
Total liabilities and net assets $68,867,753 $ 66,651,328

The accompanying notes are an integral
part of these financial statements.
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SAVE-THE-REDWOODS LEAGUE
STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

for the year ended March 31, 2006
with comparative totals for 2005

Temporarily ~ Permanently Total Total
Unrestricted Restricted Restricted 2006 2005
Revenue and public support:
Contributions:
Donations $ 2,351,757 % 456,800 $ 5000 $ 2813557 $ 4,050,587
Program and land acquisition contributions - 10,980,087 - 10,980,087 8,965,165
Reforestation, restoration, research, and other
contributions - 176,036 - 176,036 251,802
In-kind contributions 12,937 - - 12,937 -
Change in value of irrevocable trusts - 275,612 - 275,612 (40,941)
Donated land - 575,000 - 575,000 -
Income from investments 1,504,619 - - 1,504,619 543,539
Gain on revaluation of land 308,000 - - 308,000 806,721
Gain on sale of land 721,605 721,605
Other income 7,560 - - 7,560 5,583
Net assets released from restrictions 12,716,489 (12,716,489) - - -
Total revenue and public support 17,622,967 (252,954) 5,000 17,375,013 14,582,456
Expenses:
Program services:
Land deeded to the State of California 8,741,000 - - 8,741,000 3,695,385
Land deeded to the United States of
America 1,700,005 - - 1,700,005 4,879,000
Redwood land program support 1,684,229 - - 1,684,229 1,531,337
Other grants 176,592 - - 176,592 342,807
Redwood reforestation and research grants 97,293 - - 97,293 145,157
Total program services 12,399,119 - - 12,399,119 10,593,686
Support services:
General and administrative 971,392 - - 971,392 970,894
Fund-raising 1,545,714 - - 1,545,714 1,348,088
Total support services 2,517,106 - - 2,517,106 2,318,982
Total expenses 14,916,225 - - 14,916,225 12,912,668
Increase (decrease) in net assets 2,706,742 (252,954) 5,000 2,458,788 1,669,788
Net assets, beginning of year 34,693,751 30,472,889 357,342 65,523,982 63,854,194
Net assets, end of year $ 37,400,493 $ 30,219,935 $ 362,342 $ 67,982,770 $65,523,982

The accompanying notes are an integral
part of these financial statements.
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SAVE-THE-REDWOODS LEAGUE
STATEMENT OF CAsH FLows

for the year ended March 31, 2006
with comparative totals for 2005

Cash flows from operating activities;

Increase in net assets

Adjustments to reconcile increase in net assets to net cash
provided by operating activities:

Land deeded

(Gain) loss on sale of land
Gain on revaluation of land
Loss (gain) on sale of property and equipment

Depreciation

Loss on sale of investments
Net unrealized loss (gain) on investments

Donated land
Donated investments

Permanently restricted contributions received

Changes in:

Interest receivable and other

Contributions receivable

Contributions receivable from irrevocable trusts

Other assets

Accounts payable and accrued liabilities

Net cash provided by operating activities

Cash flows from investing activities;

Purchase of investments

Proceeds from maturities of investments

Proceeds on sale of land

Acquisition of redwood lands
Acquisition of property and equipment

Deposits on land purchase

Repayments received on notes receivable

Net cash used in investing activities

Cash flows from financing activities;

Payments on notes payable
Proceeds from notes payable

Net cash (used in) provided by financing activities

Net decrease in cash and cash equivalents

Cash and equivalents, beginning of year

Cash and equivalents, end of year

Cash paid for interest

The accompanying notes are an integral part of these financial statements.
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2006 2005
$ 2458788  $ 1,669,788
10,621,000 5,349,385
(721,605) 1,650
(308,000) (806,721)
4,537 (325)
42,018 47,715
64,940 92,930
(142,529) 53,418
(575,000) -
(337,299) (20,523)
(5,000) (8,000)
(71,383) 7,003
1,282,388 (533,012)
(294,883) 108,061
6,815 (29,514)
(62,363) 135,310
11,962,424 6,067,165
(74,724962)  (74,841,423)
64,641,706 68,105,026
5,878,801 1,237,072
(8,049,920)  (1,297,000)
(82,174) (4,885)
139,000 (51,000)
- 1,180
(12,197549)  (6,851,030)
(180,000) -
- 500,000
(180,000) 500,000
(415,125) (283,865)
1,395,269 1,679,134
$ 980,144 $ 1,395,269
$ 7,500 -




SAVE-THE-REDWOODS LEAGUE
NOTES TO FINANCIAL STATEMENTS

Organization

Save-the-Redwoods League (the League) exists to purchase and protect redwood forest lands in public parks
in California, to encourage and support reforestation and conservation of California redwood forest areas,
and to foster and encourage a better understanding of the value of the primeval forests of America.

Many purchases of forest land require several years for completion because of their scale and complexity.
The League holds some lands (reflected as real estate held) for several years before transfer to public
ownership. As a result, program service expenses may vary significantly from one year to the next, without
a commensurate reduction in support service costs. The supplemental schedule on page 15 provides
additional context for review of programmatic accomplishments over a three year period.

The value of real estate held may increase during the period of time the League holds land. On transfer of
the property to the California Department of Parks and Recreation, or other agency partner, the League
records the transaction at fair value of the land on the date of transfer and recognizes a gain equivalent to
the increase in value during the holding period.

The League has developed a Master Plan for the Redwoods that documents the scientific criteria for
evaluating lands that are available for purchase in the coastal redwood range. The highest priority is given to
lands that include any of the remaining 4% of the original ancient redwood forest strategically located to
enhance the values of currently protected forest lands. Watershed protection and landscape-scale
connections are also high priorities.

Summary of Significant Accounting Policies
Basis of Presentation

To ensure observance of certain constraints and restrictions placed on the use of resources, the accounts
of the League are maintained in accordance with the principles of net assets accounting. This is the
procedure by which resources for various purposes are classified for accounting and reporting purposes
into net assets that are in accordance with specified activities or objectives.

Accordingly, all financial transactions have been recorded and reported by net assets group as follows:

« Unrestricted. These generally result from revenues generated by providing services, receiving
unrestricted contributions, receiving interest from bank(s), receiving net realized and unrealized gains
or losses from investments less expenses incurred in providing related services, raising contributions,
and performing administrative functions.

« Temporarily Restricted. Save-the-Redwoods League reports gifts of cash and other assets as
temporarily restricted support if they are received with donor stipulations that limit the use of the
donated assets. When a donor restriction is met, that is, when a stipulated time restriction ends or
purpose restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net
assets and reported in the statement of activities as net assets released from restrictions.

« Permanently Restricted. These stipulate that resources be maintained permanently but permit the
League to use up or expend all of the income (or other economic benefits) derived from the donated
assets.

Continued
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2.

SAVE-THE-REDWOODS LEAGUE
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

Revenue Recognition
The financial statements of the League have been prepared on the accrual basis of accounting.

Contributions are recognized when the donor makes a promise to give to the League that is, in substance,
unconditional. Conditional promises to give are recognized when the conditions on which they depend
are substantially met. Cash from conditional gifts received prior to the conditions being met is classified
as deferred income.

Unconditional promises to give due within one year are recorded at their net realizable value.
Unconditional promises to give due in subsequent years are reported at the present value of their net
realizable value, using the average rate the League is earning on its investments.

Donated Land

Donated land is recognized as support and is recorded at its estimated fair value as appraised by third-
party consultants at the date of the donation.

Contributed Services and Goods

Contributed professional services are recognized as in-kind revenues at their estimated fair value if they
require specialized skills that would need to be purchased if they were not donated. Contributed goods
are recognized as in-kind revenues at their estimated fair value. For the year ended March 31, 2006, the

League recognized in-kind services of $12,558 for legal and architectural services. For the year ended
March 31, 2006, the League recognized in-kind goods of $379.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and all highly liquid investments (primarily commercial paper)
with original maturities of three months or less at date of purchase.

Investments

Investments are carried at estimated fair value based on quoted market prices. Investments received
through gifts are recorded at estimated fair value at the date of donation. Gains or losses that result from
market fluctuations are recognized in the period such fluctuations occur.

Property and Equipment

Property and equipment purchased are stated at cost and are capitalized if these expenditures are over
$3,000. Assets acquired by contribution or bequest are stated at market value at the date of acquisition.

Depreciation is provided using the straight-line method over the estimated useful life of three to five
years. Maintenance and repairs are charged to expense as incurred.

Continued
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SAVE-THE-REDWOODS LEAGUE
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

Property and Equipment, continued

Leasehold improvements are recorded at cost and amortized over the shorter of their estimated useful
lives or the terms of the applicable lease.

Real Estate Held

Real estate held is recorded at cost, if purchased, or estimated fair value at the date of the gift, if donated.
The carrying amount of real estate acquired in prior periods is revised when current data indicates that a
significant decrease in value has occurred. No such revaluations occurred during the year ended March
31, 2006.

The majority of the League’s real estate held is intended to be transferred to the California State
Department of Parks and Recreation (the State). Transfer of property to the State is a lengthy process.
Consistent with its historic business model, the League is seeking State matching funds for private funds
contributed.

Transfer of the land to the State, or other conservation partner, is recognized at fair value of the land
transferred on the date of transfer. A gain or loss is recorded for the difference between the fair value and
the carrying amount of the land. Temporarily restricted net assets are released from restriction based on
historical cost of the property.

Easement Policy

Conservation easements are expensed as a program expense in the period they are purchased or donated
to the League. At March 31, 2006, the League expensed $180,000 in easements.

Functional Expense Allocations

Expenses such as depreciation, supplies, travel, personnel, and occupancy costs, are allocated among
program services, general and administrative, and fund-raising classifications on the basis of time
estimates, head counts, and other criteria determined by the League’s management.

Income Tax Status

The League has been granted tax-exempt status as provided by the Internal Revenue Code Section 501(c)3
and Section 23701(d) of the California Revenue and Taxation Code. In addition, the League has been
determined by the Internal Revenue Service not to be a private foundation within the meaning of Section
509(a) of the Internal Revenue Code. As a result, the League is exempt from paying any income taxes,
and thus no provision for income taxes has been reflected in these financial statements. In addition, the
League has filed with the Internal Revenue Service to make limited expenditures to influence legislation as
allowed under Section 501(h) of the Internal Revenue Code.

Continued
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SAVE-THE-REDWOODS LEAGUE
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies, continued

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions. These estimates and
assumptions affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during
the reporting period. Actual results could differ from those estimates.

Reclassification

Certain reclassifications have been made to the prior year's numbers in order to conform to the
presentation in the current year.

Comparative Financial Information

The financial statements include certain prior-year summarized comparative information in total but not
by net asset class. Such information does not include sufficient detail to constitute a presentation in
conformity with generally accepted accounting principles. Accordingly, such information should be read
in conjunction with the League’s financial statements for the year ended March 31, 2005, from which the
summarized information was derived.

Cash and Cash Equivalents

The League’s cash and cash equivalents at March 31, 2006 are as follows:

Money market fund $611,079
Demand deposits 368,815
Petty cash 250
Cash and cash equivalents—current assets $980,144
Endowment fund-money market account $362,342

Investments

The cost and estimated fair value of the investment portfolio as of March 31, 2006 is invested as follows:

Fair
Market Value Cost
Cash and cash equivalents $ 9,183,675 $ 9,183,675
U.S. Government and agency obligations 40,521,798 40,446,996
Commercial paper 1,998,949 1,999,082
Stocks 39,321 45,833
$51,743,743 $51,675,586

Continued
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SAVE-THE-REDWOODS LEAGUE
NOTES TO FINANCIAL STATEMENTS

Investments, continued

In the prior year, cash held for investment purposes was classified as Cash and cash equivalents on the
financial statements. In the current year, this balance as of March 31, 2006 of $51,058 was reclassified to
investments.

The following schedule summarizes the investment return and its classification in the statement of activities
for the year ended March 31, 2006:

Dividends and interest $1,427,030
Loss on sale of investments (64,940)
Unrealized gain 142,529

$1,504,619

Investment fees for the year ended March 31, 2005 amounted to $56,883.

Contributions Receivable from Irrevocable Trusts

The League is the remainder beneficiary of various charitable remainder trusts. A charitable remainder trust
provides for the payment of distributions to the grantor or other designated beneficiaries over the trust’s
term (usually the designated beneficiary’s lifetime). At the end of the trust’s term, the remaining assets are
available for the League’s use. The portion of the trust attributable to the future interest of the League is
recorded in the statement of activities as temporarily restricted contributions in the period the trust is
established. Assets held in the charitable remainder trusts are recorded at fair market value as contributions
receivable from irrevocable trusts. The present value of the estimated future payments is calculated using an
assumed investment rate of return between 5-7.5%, a discount rate of 5-6%, and the applicable mortality
tables.

Property and Equipment
The League’s property and equipment consist of the following at March 31, 2006:

Office equipment $ 256,243
Leasehold improvements 3,796

260,039
Less accumulated depreciation (162,545)
$ 97,494

Depreciation expense for the year ended March 31, 2006 was $42,018.

Continued
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SAVE-THE-REDWOODS LEAGUE
NOTES TO FINANCIAL STATEMENTS

Notes Payable
Notes payable (uncollateralized) consist of the following at March 31, 2006:

Note payable, interest at 1.5% per annum (5% imputed interest), maturing on
December 9, 2007

Interest expense for the year ended March 31, 2006 was $36,513.

Commitments and Contingencies

$500,000

The League leases office space under a noncancelable operating lease expiring in December 2014. The

League also leases office equipment under two noncancelable operating leases expiring

in October 2007 and

January 2008. Under the terms of these leases, the League is obligated to pay escalation rentals. Minimum

future rental payments under the lease are summarized as follows:;

Years ending March 31:

2007 $ 174,853
2008 181,534
2009 187,792
2010 194,947
2011 202,101
Thereafter 820,921

$1,762,148

Rent expense for the year ended March 31, 2006 was $185,978.

Temporarily Restricted Net Assets

Temporarily restricted net assets are available for the following purposes or periods:;

Time restricted $ 843414
Program activities 29,376,521
Total temporarily restricted net assets $30,219,935

Net assets were released from donor restrictions by incurring expenses satisfying
restrictions specified by donors as follows:

Purposes restriction accomplished:

Land deeded to the State of California $ 8,741,000
Land deeded to the United States of America 1,700,005
Redwood land program support 1,684,229
Time restriction 885,181
Other grants 176,592
Research grant 97,293
13,284,300

Gain over historical cost of land (567,811)
$12,716,489

Continued

10

the purpose or time



10.

11.

SAVE-THE-REDWOODS LEAGUE
NOTES TO FINANCIAL STATEMENTS

Permanently Restricted Net Assets

Net assets were permanently restricted for future operations of the League. An additional $5,000 of
permanently restricted contributions was received for the year ended March 31, 2006, creating a net asset
balance of $362,342 as of March 31, 2006.

Employee Benefit Plans

Prior to February 28, 2002, the League had a defined benefit pension plan (the DBP Plan) covering all of its
employees. The benefits were based upon years of service and the employee’s average monthly
compensation over the highest paid five consecutive plan years. Employees became eligible for the Plan on
the first day of the plan year following a minimum of one year of service.

On February 28, 2002, the Board of Directors approved curtailment of further benefit accrual under the
DBP Plan. On December 13, 2002, the Board of Directors authorized its officers to terminate the DBP
Plan and distribute plan assets in accordance with law. As of March 31, 2006, the Board of Directors
authorized the League to lower the running costs of the Plan, set an aggressive investment policy, and make
the first of three annual contributions to fully fund the Plan in preparation for its termination. The expense
recognized for the year ended March 31, 2006 was $148,710.

The following table sets forth the funded status of the Plan as of and for the year ended March 31, 2006:

Benefit obligation $(1,176,674)
Fair value of plan assets 984,635
Funded status (192,039)
Unrecognized net loss 340,749

Prepaid (accrued) benefit cost recognized in the statement
of financial position $ 148710
Less amount expensed in 2006 148,710
Total S

Weighted average assumptions as of March 31, 2006:

Discount rate 6.00%
Expected return on plan assets 7.00%
Expense $ 158,502

Effective on October 1, 2002, the League established a defined contribution retirement plan (401(k) Plan)
under Section 401(k) of the Internal Revenue Code. The 401(k) Plan covers all employees, except hourly, of
the League after six months of service and provides for voluntary salary deferrals up to certain amounts.
The League may elect to make various types of matching contributions as prescribed under the 401(k) Plan
agreement. During 2006, the Board of Directors approved a 3% safe harbor contribution and a 5%
employer matching contribution. The total expense related to the 401(k) Plan was $99,434 for the year
ended March 31, 2006.

Continued
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SAVE-THE-REDWOODS LEAGUE
NOTES TO FINANCIAL STATEMENTS

Joint Costs

For the year ending March 31, 2006, the League incurred joint costs of $91,275 for informational materials
and activities that included fund-raising appeals. The League allocated $21,573 to general and administrative
expense, $16,954 to fund-raising expense, and $52,748 to program expense.

Concentration of Credit Risk

Cash

At March 31, 2006, the League maintains cash and cash equivalents of approximately $1,167,000 in excess
of the federally insured limit of $100,000 at various major financial institutions.

Investments

At March 31, 2006, the League maintains investments with one bank of approximately $51,605,000 in
excess of the federally insured limit of $100,000 at various major financial institutions.

Revenue and Receivables
The League’s revenue is derived from individual contributions from throughout North America, state and
federal grants, and investment income. For the year ended March 31, 2006, 40% of revenue is comprised

of contributions from three foundations.

As of March 31, 2006, one irrevocable trust comprised 65% of the contributions receivable from
irrevocable trusts.

As of March 31, 2006, three bequests comprised 64% of the contributions receivable balance.
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Accounting m Consulting m Wealth Management

INDEPENDENT AUDITORS’ REPORT
ON SUPPLEMENTARY INFORMATION

The Audit Committee of
Save-the-Redwoods League

Our report on our audit of the basic financial statements of Save-the-Redwoods League for March 31, 2006 appears
on page one. We conducted our audit in accordance with auditing standards generally accepted in the United States of
America for the purpose of forming an opinion on the basic financial statements taken as a whole. The schedule of
functional expenses for the year ended March 31, 2006 with comparative totals for March 31, 2005 and schedule of
the three-year comparative statements of activities for the years ended March 31, 2006, 2005, and 2004 are presented
for the purposes of additional analysis and are not a required part of the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements, and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

We also have previously audited, in accordance with auditing standards generally accepted in the United States of
America, the statements of financial position of Save-the-Redwoods League as of March 31, 2005 and 2004, and the
related statements of activities and cash flows for the years then ended, and we expressed unqualified opinions on
those financial statements. In our opinion, the schedule for the comparative statement of activities for the years ended
March 31, 2005 and 2004 is fairly stated in all material respects in relation to the basic financial statements from which
it has been derived.

San Francisco, California
June 1, 2006
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