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NATURE CONSERVANCY OF CANADA
INDEPENDENT AUDITOR’S REPORT

To the Members of
The Nature Conservancy of Canada

Opinion

We have audited the financial statements of The
Nature Conservancy of Canada [the
“Conservancy”], which comprise the statement of
financial position as at May 31, 2020, and the
statement of operations and changes in operating
surplus, statement of changes in net assets and
statement of cash flows for the year then ended,
and notes to the financial statements, including a
summary of significant accounting policies.

In our opinion, the accompanying financial
statements present fairly, in all material respects,
the financial position of the Conservancy as at May
31, 2020, and its results of operations and its cash
flows for the year then ended in accordance with
Canadian accounting standards for not-for-profit
organizations.

Basis for opinion

We conducted our audit in accordance with Canadian
generally accepted auditing standards. Our
responsibilities under those standards are further
described in the Auditor’s responsibilities for the
audit of the financial statements section of our
report. We are independent of the Conservancy in
accordance with the ethical requirements that are
relevant to our audit of the financial statements in
Canada, and we have fulfilled our ethical
responsibilities in  accordance with  these
requirements. We believe that the audit evidence
we have obtained is sufficient and appropriate to
provide a basis for our opinion. )

Responsibilities of management and those
charged with governance for the financial
statements

Management is responsible for the preparation and
fair presentation of the financial statements in
accordance with Canadian accounting standards for
not-for-profit organizations, and for such internal
control as management determines is necessary to
enable the preparation of financial statements that

are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, management
is responsible for assessing the Conservancy’s
ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and
using the going concern basis of accounting unless
management either intends to liquidate the
Conservancy or to cease operations, or has no
realistic alternative but to do so.

Those charged with governance are responsible for
overseeing the Conservancy’s financial reporting
process.

Auditor’s responsibilities for the audit of the
financial statements

Our objectives are to obtain reasonable assurance
about whether the financial statements as a whole
are free from material misstatement, whether due
to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is
a high level of assurance, but is not a guarantee that
an audit conducted in accordance with Canadian
generally accepted auditing standards will always
detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are
considered material if, individually or in the
aggregate, they could reasonably be expected to
influence the economic decisions of users taken on
the basis of these financial statements.

As part of an audit in accordance with Canadian
generally accepted auditing standards, we exercise
professional judgment and maintain professional
skepticism throughout the audit. We also:

Identify and assess the risks of material
misstatement of the financial statements, whether
due to fraud or error, design and perform audit
procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of
internal control.
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- Obtain an understanding of internal control ~We communicate with those charged with
relevant to the audit in order to design audit governance regarding, among other matters, the
procedures that are appropriate in the planned scope and timing of the audit and
circumstances, but not for the purpose of  significant audit findings, including any significant
expressing an opinion on the effectiveness of  deficiencies in internal control that we identify
the Conservancy’s internal control. during our audit.

- Evaluate the appropriateness of accounting
policies used and the reasonableness of 51 '
accounting estimates and related disclosures *%ug Ablo
made by management.

Toronto, Canada Chartered Professional Accountants

. October 1’ 2020 Licensed Public Accountants
« Conclude on the appropriateness of

management’s use of the going concern basis
of accounting and, based on the audit
evidence obtained, whether a material
uncertainty exists related to events or
conditions that may cast significant doubt on
the Conservancy’s ability to continue as a
going concern. If we conclude that a material
uncertainty exists, we are required to draw
attention in our auditor’'s report to the
related disclosures in the financial
statements or, if such disclosures are
inadequate, to modify our opinion. Our
conclusions are based on the audit evidence
obtained up to the date of our auditor’s
report. However, future events or conditions
may cause the Conservancy to cease to
continue as a going concern.

- Evaluate the overall presentation, structure,
and content of the financial statements,
including the disclosures, and whether the
financial statements represent the
underlying transactions and events in a
manner that achieves fair presentation.

FINANCIAL STATEMENTS MAY 31, 2020



NATURE CONSERVANCY OF CANADA

STATEMENT OF FINANCIAL POSITION

See accompanying notes

On behalf of the Board:

As at May 31
2020 2019
$ $
Assets
Current
Cash and cash equivalents 4,404,481 21,358,731
Short-term investments, at amortized cost [note 3[a]] 51,129,155 12,481,037
Accounts receivable, deposits on land and other 7,945,667 5,548,013
Trade lands — 45,000
Total current assets 63,479,303 39,432,781
Investments, at fair value [note 3[b]] 147,127,408 143,769,019
Capital assets, net [note 4] 1,052,794 1,156,086
Conservation lands and agreements [note 5] 772,422,968 744,964,916
984,082,473 929,322,802
Liabilities and net assets
Current
Accounts payable and accrued liabilities 1,363,170 1,955,821
Current portion of long-term debt [note 6[a]] — 135,424
Deferred contributions [note 7] 53,017,801 30,967,604
Total current liabilities 54,380,971 33,058,849
Long-term debt [note 6] 1,634,500 1,634,500
Total liabilities 56,015,471 34,693,349
Commitments and contingencies [notes 3[c] and 13]
Net assets
Internally restricted
Invested in conservation lands and agreements [note 5[c]] 770,788,468 743,199,142
Other [note 8] 13,826,565 11,379,028
784,615,033 754,578,170
Operating surplus 1,849,751 1,747,338
Science and Stewardship Endowments [note 9] 141,602,218 138,303,945
Total net assets 928,067,002 894,629,453
984,082,473 929,322,802

((/%\ /( )/Z()///,/ 8 (r')/\/( ‘ /

Board Chair

Audit Committee Chair
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STATEMENT OF OPERATIONS AND CHANGES IN OPERATING SURPLUS
Year ended May 31

2020 2019
3$ $
Revenue
Donations of conservation lands and agreements [notes 5[b] and 11] 7,036,876 11,006,687
Other donations and grants [notes 7 and 11] 87,363,479 69,698,313
Other [notes 9[b] and 10] 10,003,518 8,286,460
104,403,873 88,991,460
Expenses
Conservation lands and agreements acquired [note 5]
Purchased 21,086,176 27,737,314
Donated 7,036,876 11,006,687
Loan repayments for prior year acquisitions [note 6[b]] 131,274 219,842
Contributions to properties acquired and property-related
expenses incurred by others 24,900,806 5,735,931
53,155,132 44,699,774
Property-related [notes 6[b] and [f]] 24,173,429 21,601,225
Support [note 6[f]] 25,143,304 23,343,663
102,471,865 89,644,662
Excess (deficiency) of revenue over expenses for the year 1,932,008 (653,202)
Net transfer from (to) internally restricted net assets [note 8] (2,019,345) 335,431
Net transfer from internally endowed net assets [notes 9[b] and [c]] 189,750 1,229,264
Net increase in operating surplus 102,413 911,493
Operating surplus, beginning of year 1,747,338 835,845
Operating surplus, end of year 1,849,751 1,747,338

See accompanying notes
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STATEMENT OF CHANGES IN NET ASSETS
Year ended May 31

Balance, beginning of year

Excess of revenue over expenses for the year

Purchases of conservation lands and agreements internally financed [note

S[b]]

Repayment of loans used for property acquisitions [note 6[b]]

Transfer of conservation lands and agreements to others [note 5[b]]

Donations of conservation lands and agreements [note 5[b]]

Endowment contributions [note 9]

Investment income related to preservation of capital on externally endowed
net assets and amount available for spending in excess of income
earned [note 9[b]]

Net transfer from internally endowed net assets [notes 9[b] and [c]]

Other interfund transfers [note 8]

Transfer from deferred contributions [note 7]

Balance, end of year

See accompanying notes

2020
Internally restricted
Invested in
conservation Science and
Operating lands and Stewardship
surplus agreements Other Total Endowments Total
$ $ $ $ $ $
1,747,338 743,199,142 11,379,028 754,578,170 138,303,945 894,629,453
1,932,008 — — — — 1,932,008
— 21,086,176 — 21,086,176 — 21,086,176
— 131,274 — 131,274 — 131,274
— (665,000) — (665,000) — (665,000)
— 7,036,876 — 7,036,876 — 7,036,876
— — — — 2,559,218 2,559,218
— — — — (2,072,443) (2,072,443)
189,750 — — — (189,750) —
(2,019,345) — 2,447,537 2,447,537 (428,192) —
— — — — 3,429,440 3,429,440
1,849,751 770,788,468 13,826,565 784,615,033 141,602,218 928,067,002
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STATEMENT OF CHANGES IN NET ASSETS CONT'D
Year ended May 31

Balance, beginning of year

Deficiency of revenue over expenses for the year

Purchases of conservation lands and agreements internally financed [note

S[b]]

Repayment of loans used for property acquisitions [note 6[b]]

Transfer of conservation lands and agreements to others [note 5[b]]

Donations of conservation lands and agreements [notes 5[b] and 11]

Endowment contributions [note 9]

Investment income related to preservation of capital on externally endowed
net assets and amount available for spending in excess of income
earned [note 9[b]]

Net transfer from internally endowed net assets [notes 9[b] and [c]]

Other interfund transfers [note 8]

Transfer from deferred contributions [note 7]
Balance, end of year

See accompanying notes

2019
Internally restricted
Invested in
conservation Science and
Operating lands and Stewardship
surplus agreements Other Total Endowments Total
$ $ $ $ $ $
835,845 713,210,471 11,468,959 724,679,430 135,753,283 861,268,558
(653,202) — — — — (653,202)
— 27,737,314 — 27,737,314 — 27,737,314
— 219,842 — 219,842 — 219,842
— (8,975,172) — (8,975,172) — (8,975,172)
— 11,006,687 — 11,006,687 — 11,006,687
— — — — 2,965,427 2,965,427
— — — — (2,174,112 (2,174,112
1,229,264 — — — (1,229,264) —
335,431 — (89,931) (89,931) (245,500) —
— — — — 3,234,111 3,234,111
1,747,338 743,199,142 11,379,028 754,578,170 138,303,945 894,629,453
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STATEMENT OF CASH FLOWS
Year ended May 31

2020 2019
$ $

Operating activities
Excess (deficiency) of revenue over expenses for the year 1,932,008 (653,202)
Add items not involving cash
Amortization 388,475 361,678

2,320,483 (291,524)
Changes in non-cash working capital balances related
to operations
Decrease (increase) in accounts receivable and other (2,399,654) 1,836,999
Increase (decrease) in accounts payable and accrued liabilities (592,651) 444,396
Increase in deferred contributions 22,066,515 6,171,755
Cash provided by operating activities 21,394,693 8,161,626
Investing activities
Purchase of long-term investments, net (2,017,710) (1,546,608)
Decrease (increase) in short-term investments, net (38,648,118) 1,701,976
Decrease in deposits on land 2,000 20,500
Decrease (increase) in trade lands 45,000 (45,000)
Additions to capital assets (285,183) (427,015)
Cash used in investing activities (40,904,011) (296,147)
Financing activities
Endowment contributions 2,559,218 2,965,427
Repayment of operating and term loans — (4,850,000)
Proceeds from (repayments of) debt used for property-related
and support expenses (4,150) 4,150
Cash provided by (used in) financing activities 2,555,068 (1,880,423)
Net increase (decrease) in cash during the year (16,954,250) 5,985,056
Cash and cash equivalents, beginning of year 21,358,731 15,373,675
Cash and cash equivalents, end of year 4,404,481 21,358,731

See accompanying notes
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NATURE CONSERVANCY OF CANADA
NOTES TO FINANCIAL STATEMENTS

1. Organization

The Nature Conservancy of Canada [the
“Conservancy”] was incorporated under the laws of
Canada as a corporation without share capital under
letters patent dated November 28, 1962, and has
continued under the new Canada Not-for-profit
Corporations Act as at September 4, 2014. The
Conservancy is registered as a charitable
organization and, accordingly, is exempt from
income taxes.

The Conservancy is a national organization
dedicated to protecting areas of biological diversity
for their intrinsic value and for the benefit of future
generations. Its mission is to conserve important
natural areas and biological diversity across all
regions of Canada.

2. Summary of significant accounting policies

These financial statements are prepared in
accordance with Part III of the CPA Canada
Handbook - Accounting, which sets out generally
accepted accounting principles for not-for-profit
organizations in Canada and includes the significant
accounting policies set out below.

Revenue recognition

The Conservancy follows the deferral method of
accounting for contributions, which include grants
and donations. Grants and bequests are recorded in
the accounts when received or receivable if the
amount to be received can be reasonably estimated
and collection is reasonably assured. Other
donations are recorded when received since pledges
are not legally enforceable claims. Unrestricted
contributions are recognized as revenue when
recorded in the accounts. Externally restricted
contributions, except endowment contributions, are
deferred when initially recorded in the accounts and
recognized as revenue in the year in which the
related expenses are recognized. Externally
restricted endowment contributions are recognized
as direct increases in net assets when recorded in
the accounts.

Contributions of conservation lands and agreements
are recorded as revenue and as expenses in the
statement of operations and changes in operating

surplus in the year in which title to the property is
acquired.

Contributions of non-conservation lands [trade
lands] are recorded at the fair market value at the
time of the contribution. These lands are held to be
disposed of and as such are classified as short-term
on the statement of financial position. If the
contribution is for a restricted purpose, the amount
is initially recorded as deferred contributions and
recognized as revenue in the year when the
stipulations are met. If the contribution is
unrestricted, the amount is recorded in revenue in
the year received.

Proceeds from property sales are recognized when
title is transferred.

Revenue related to the sale of carbon offset credits
is recognized when the Conservancy has transferred
to the buyer the significant risks and rewards of the
ownership of the carbon credits, the amount is fixed
and determinable and collectability is reasonably
assured.

Investment income, which consists of interest,
dividends, distributions from pooled and other
funds, exchange- traded funds, hedge funds,
alternative investments, fixed income investments,
and realized and unrealized gains and losses, is
recorded as other revenue in the statement of
operations and changes in operating surplus, except
to the extent that it is externally restricted, in which
case it is added to or deducted from endowment net
assets [note 9] or other restricted balances [note 7].

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposit
and short-term investments with maturities of less
than 90 days at the date of purchase held for
operating purposes. Cash and investments meeting
the definition of cash and cash equivalents that are
held for investing rather than operating purposes
are classified as long-term investments.
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Financial instruments

Investments reported at fair value consist of
exchange-traded funds, funds and fixed income
investments that are quoted in an active market

using closing prices on the securities exchange.
Other funds and alternative investments are valued
at the net asset value per unit reported by each
investment fund manager, which represents fair
value.

All transactions are recorded on the trade date.
Transaction costs are recognized consistent with the
recognition of investment income (loss).

Investments in short-term investments are initially
recorded at fair value plus transaction costs and are
subsequently measured at amortized cost using the
straight-line method, less any provision for
impairment.

Other financial instruments, including cash and cash
equivalents, accounts receivable, deposits on land
and other and accounts payable and accrued
liabilities, are initially recorded at fair value and
subsequently measured at cost, net of any provisions
for impairment.

Capital assets

Purchased tangible and intangible capital assets are
recorded at cost. Contributed tangible and intangible
capital assets are recorded at fair market value.
Amortization is provided using the following annual
rates and methods:

Tangible

Computer hardware
Furniture and fixtures
Leasehold improvements

20% straight-line
10% straight-line
Straight-line over the
term of the lease

Stewardship equipment 20% straight-line

Intangible
Computer software

20% straight-line

Capital assets are reviewed for impairment whenever
events or changes in circumstances indicate that the
carrying value of an asset may not contribute to the
Conservancy'’s ability to provide goods and services.
Any impairment results in a write-down of the asset

and an expense in the statement of revenue and
expenses. An impairment loss is not reversed if the
fair value of the related asset subsequently
increases.

Conservation lands and agreements

Purchased conservation lands and agreements are
recorded at cost when title is transferred. The
purchases are recorded as an expense to the extent
that the purchase is internally financed. Repayments
of debt related to property acquisitions are expensed
when made. An amount equal to the expense related
to purchases and debt repayments is added to net
assets invested in conservation lands and
agreements. When a loan is obtained in a
subsequent year related to an internally financed
purchase, an amount equal to the debt is transferred
from net assets invested in conservation lands and
agreements to operating surplus.

Contributed conservation lands and agreements are
recorded at fair market value when title is
transferred. When purchased conservation lands and
agreements are acquired substantially below fair
market value, the difference between consideration
paid and fair value is reported as contributed
conservation lands and agreements. The
contributions are recorded as revenue and expenses
and also as an asset offset by net assets invested in
conservation lands and agreements.

Properties transferred to others are recorded as a
reduction of conservation lands and agreements and

net assets invested in conservation lands and
agreements.

Foreign currency translation

Revenue and expenses denominated in foreign

currencies are translated into Canadian dollars at
exchange rates in effect on the date of the related
transaction. Monetary assets and liabilities are
translated at the year-end spot rates. Non-monetary
assets and liabilities are translated at the historic
rate. Exchange gains and losses are included in the
statement of operations and changes in operating
surplus, except to the extent that they relate to
investments, in which case they are accounted for
consistent with investment income (loss).
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Allocation of expenses

Salaries and benefits expenses are allocated between property-related and support expenses based on the
primary job responsibilities of the employee’s position. No support expenses are allocated to property-
related expenses.

Donated materials and services

Donated materials and services are not recognized in the financial statements.

New accounting standards

During the year, the Conservancy prospectively adopted the new accounting standards Section 4433,
Tangible Capital Assets, and Section 4434, Intangible Capital Assets, as of June 1, 2019. Section 4433,
Tangible Capital Assets, replaces the previous Section 4431, Tangible Capital Assets, and provides additional
guidance on contributed assets and the write-down (partial impairment) of assets. Section 4434, Intangible
Capital Assets, replaces the previous Section 4432, Intangible Capital Assets, and provides additional
guidance on contributed assets and the write-down (partial impairment) of assets. The adoption of these
standards did not impact the financial statements.

In addition, the Conservancy retroactively adopted the new accounting standard Section 4441, Collections
which replaces the previous Section 4440, Collections, as of June 1, 2019. This new standard provides
guidance on measurement, presentation and disclosure of items in a collection. This new standard requires
all collections to be recorded on the statement of financial position at either cost or nominal value. The
change in accounting policy was applied on a retroactive basis and did not have a significant impact on the
financial statements.
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3. Investments

[a] Short-term investments consist primarily of short-term notes and guaranteed investment certificates
valued at amortized cost. The securities have a weighted average rate of return of 1.22% [2019 -
1.98%] and terms to maturity of days 1 to 360 days [2019 - 3 to 648 days] as at the date of the
statement of financial position. Since the securities represent the investment of deferred
contributions classified as short term and since all the securities are highly liquid, they have been
classified as short term.

[b] Long-term investments, which are primarily held for endowments and certain internally restricted
net assets, are recorded at fair value and consist of the following:

2020 2019
$ % $ %
Cash 7,670,897 5 6,857,479 5
Exchange-traded funds
Canadian bonds 21,377,543 15 23,216,328 16
American bonds 2,702,560 2 2,537,968 2
Canadian equities 3,314,289 2 9,087,025 6
American equities 10,968,764 7 9,494,636 7
Other international equities 4,566,180 3 8,799,842 6
42,929,336 29 53,135,799 37
Funds
Canadian 8,423,509 6 4,881,457 3
American 4,635,895 3 4,253,877 3
International 21,100,497 14 23,900,981 17
Global 29,579,110 20 17,928,692 12
63,739,011 43 50,965,007 35
Alternative investment funds
Equity hedge 1,386,710 1 4,368,027 3
Diversifying hedge 14,917,974 10 13,772,032 10
Multi-asset 3,761,731 3 3,710,433 3
Commodities 3,695,923 2 4,353,859 3
Private investment 4,293,515 3 1,859,110 1
Infrastructure 4,732,311 4 4,747,273 3
32,788,164 23 32,810,734 23
147,127,408 100 143,769,019 100

As at May 31, 2020, Canadian bond exchange-traded funds have a weighted average maturity of
12.2 years [2019 - 9.5 years] and have a weighted average interest rate of 3% [2019 - 2.89%].

[c] As at May 31, 2020, the Conservancy has uncalled commitments related to investments in private
funds of

$12,831,163 [2019 - $9,802,423] that are expected to be called on over the next five to seven
years. The Conservancy has agreed to dispose of investments in hedge funds of $41,329 [2019 -
$4,010,972] over the next two years. The proceeds will be used to finance uncalled commitments
and other investments.

FINANCIAL STATEMENTS MAY 31, 2020



NATURE CONSERVANCY OF CANADA

4. Capital assets

Capital assets consist of the following:

Tangible

Computer hardware
Furniture and fixtures
Leasehold improvements
Stewardship equipment

Intangible
Computer software

Tangible

Computer hardware
Furniture and fixtures
Leasehold improvements

Stewardship equipment

Intangible
Computer software

Fully amortized capital assets, that are no longer in use, with a cost of $119,932 [2019 - $83,002]

were written off.

2020
Accumulated Net book
Cost amortization value
$ $ $
658,406 361,966 296,440
169,140 83,317 85,823
355,097 210,751 144,346
13,897 11,118 2,779
1,223,193 699,787 523,406
2,419,733 1,366,939 1,052,794
2019
Accumulated Net book
Cost amortization value
$ $ $
640,251 346,282 293,969
149,010 70,339 78,671
275,773 149,612 126,161
13,897 8,338 5,559
1,175,551 523,825 651,726
2,254,482 1,098,396 1,156,086
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5. Conservation lands and agreements

[a] Conservation lands and agreements consist of the following:

2020 2019
$ $

Purchased conservation lands [notes 6[c] and 6[d]] 374,666,136 356,637,460
Donated conservation lands 181,629,441 174,075,065
556,295,577 530,712,525

Purchased conservation agreements [note 6[c]] 66,656,692 65,749,192
Donated conservation agreements 149,470,699 148,503,199
216,127,391 214,252,391

772,422,968 744,964,916

[b]

Conservation lands and agreements, either purchased or donated, are assets held as part of the
Conservancy’s collection. Conservation agreements are legal agreements entered into by the
Conservancy under which a landowner voluntarily restricts or limits the type and amount of
development that may take place on his or her land to conserve its natural features. Once registered
on title, that agreement runs with the title and binds all future owners.

The continuity of conservation lands and agreements is as follows:

2020 2019
$ $
Balance, beginning of year 744,964,916 715,196,087
Purchases internally financed 21,086,176 27,737,314
Donated [note 11] 7,036,876 11,006,687
Transferred to others (665,000) (8,975,172)
Balance, end of year 772,422,968 744,964,916

On December 11, 2018, the Conservancy entered into an agreement for a contribution of exploratory
permits comprising 1.96 million hectares [4.8 million acres] along the west coast of Vancouver Island,
and through Queen Charlotte Sound and Hecate Strait between Haida Gwaii and the mainland. The
permits were transferred on December 20, 2018, and will be subsequently surrendered to the federal
government at no cost. No valuation has been placed on the permits; therefore, they are not included
in these financial statements.
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[c]

[d]

Net assets internally restricted for conservation lands and agreements are represented by:

2020 2019
$ $
Conservation lands and agreements [note 5[a]] 772,422,968 744,964,916
Conservation lands and agreements financed by debt [note (1,634,500) (1,765,774)

6[b]]

770,788,468 743,199,142

In 2020 and 2019, the Conservancy had no sale of conservation properties and no unspent
proceeds from prior years.

6. Long-term debt

(a]

(0]

[c]

Long-term debt consists of the following:

2020 2019

$ $
Notes payable [note 6[c]] 1,634,500 1,634,500

Note payable of US$101,622, interest at 2.485%, payable in full
on or before August 30, 2019 [note 6[d]] — 135,424
1,634,500 1,769,924
Less current portion — 135,424
1,634,500 1,634,500
Debt is held for the following purposes:

2020 2019

$ $
Acquisition of conservation lands and agreements [note 5[c]] 1,634,500 1,765,774
Financing of unfunded property-related and support expenses — 4,150
1,634,500 1,769,924

During the year ended May 31, 2020, the Conservancy made loan repayments for prior year
acquisitions of

$131,274 [2019 - $219,842], which are recorded in the statement of operations and changes in
operating surplus and, therefore, are classified as an operating activity in the statement of cash
flows. In 2019, the

$4,150 noted above is related to the foreign exchange on the US note payable [note 6[d]].

The notes payable of $1,634,500 [2019 - $1,634,500] are only repayable if certain events occur.
They are non-interest bearing until such time as the lender demands the payment of the interest,
which is calculated at the bank’s prime rate plus 10%. The conservation lands and agreements
purchased with the loan proceeds had a carrying value of $1,673,275 as at May 31, 2020, and have
been pledged as collateral.
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[d] The Conservancy had a promissory note payable of US$101,622 in 2019 that has been fully paid
as at May 31, 2020.

[e] The Conservancy has four facilities with one financial institution as follows:

[l A $3,500,000 revolving facility available by way of a series of term loans to finance up to
50% of the cost of acquisition of real properties, including conservation agreements. The
borrowings advanced pursuant to each term loan are repayable in full not later than two
years from the date of advance, with interest payable at prime [May 31, 2020 - 2.45%]. As
at May 31, 2020 and 2019, the Conservancy has no drawings on this line of credit.

[l A $1,500,000 revolving operating line of credit with interest payable at prime plus 0.5%
[May 31, 2020 - 2.95%]. As at May 31, 2020 and 2019, the Conservancy has not utilized the
facility.

il A $10,000,000 revolving facility available by way of a series of term loans for bridge financing
of land conservation and development projects of federal government funding through the
natural areas conservation program funding agreement from 2014 to 2019. The agreement
was renewed in May 2019 for bridge financing of federal government funding in place and
any amount owed by the Conservancy under the previous agreement is deemed to be a
borrowing in the new agreement. The borrowings advanced pursuant to each term loan are
repayable within one year of the advance with interest payable at prime plus 0.25% [May 31,
2020 - 2.7%]. As at May 31, 2020 and 2019, the Conservancy has no drawings on this
facility.

M In fiscal 2020, the Conservancy obtained a $10,000,000 revolving facility available by way
of a series of term loans for bridge financing of land conservation and development projects.
The borrowings advanced pursuant to each term loan are repayable within two years of the
advance with interest payable at prime plus 0.25% [May 31, 2020 - 2.7%]. As at May 31,
2020, the Conservancy has no drawings on this facility. Borrowings outstanding under this
facility plus all amounts under the facility
[ii] and [iii] must not exceed at any time the sum of $13,500,000. The amount of borrowing
must not exceed 60% of the total value of the related project, and not exceed $10,000,000.

The Conservancy has provided a general security agreement over all of its assets, excluding
conservation lands and agreements and financial assets, for these four facilities.

[l Interest of $47,534 [2019 - $58,841] related to debt has been recorded in the accounts, of which
$47,207 [2019 - $52,430] relates to the revolving facility for bridge financing of federal
government funding and $327 [2019 - $6,411] relates to debt initially incurred with a term of
more than one year. Interest is classified as property-related or support expenses, depending on
the purpose for which the debt was used.
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7. Deferred contributions

Deferred contributions represent unspent externally restricted donations for the purchase of

properties or donor specified programs as follows:

2020 2019
$ $
Balance, beginning of year 30,967,604 24,802,954
Add

Amounts received for restricted purposes [note 11] 90,006,710 69,728,939

Investment income [notes 9[b] and 10] 320,820 260,006
Amount available for spending related to externally endowed funds

[notes 9[b] and 10] 3,092,302 2,967,001

Less
Amounts recognized as revenue during the year

(67,940,195)

(63,557,185)

Amounts transferred (from) to endowment net assets [note 9[b]] (3,429,440) (3,234,111)
Balance, end of year 53,017,801 30,967,604
8. Other internally restricted net assets
[a] Other internally restricted net assets consist of the following:
2020 2019
$ $
Ted Boswell Land Conservation Fund [note 8[b]] 3,521,916 4,240,221
Future projects [note 8[c]] 10,304,649 7,138,807
13,826,565 11,379,028

[b] The Ted Boswell Land Conservation Fund ["TBLCF”] is an internally restricted fund available for
land purchases, other related work and endowments to support stewardship activities. Amounts
may be transferred from the TBLCF to operating surplus to bridge the financing of the acquisition
of conservation lands and agreements and to finance the completion of projects. Amounts may
also be transferred to endowment net assets to establish endowments as required by internal
policy. The intention is that the amounts transferred from the TBLCF will be replaced by future
transfers from operating surplus or by amounts previously transferred to internally endowed net
assets when donor restricted contributions are received.

The fiscal 2020 and 2019 net decrease in the TBLCF represents repayments of internal loans

advanced in prior years offset by transfers to endowment net assets and operating surplus to fund
purchases and endowments.
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[c] The netincrease (decrease) in other internally restricted net assets for future projects consists of
the following:

2020 2019
$ $
Transfers from operating surplus for future project expenses 7,247,119 3,096,722
Transfers to operating surplus related to cost of projects
carried out during the year (4,124,012) (3,807,372)
Transfer from operating surplus in connection with investment
income related to internally restricted net assets recorded in
the statement 42,735 43,887
of operations and changes in operating surplus
3,165,842 (666,763)

9. Science and Stewardship Endowments

[a] The net assets for Science and Stewardship Endowments consist of amounts subject to donor and
Board of Directors imposed restrictions stipulating that the principal be maintained intact and the
income used in accordance with the various purposes established by the donor or the Board of

Directors.

The Science and Stewardship Endowments consist of the following:

2020 2019
$ $
Science Endowments

Externally endowed 6,489,770 6,649,000

Stewardship Endowments
Externally endowed 85,279,074 81,702,480
Internally endowed — donor restricted 21,537,659 21,038,808
Internally endowed — unrestricted 28,295,715 28,913,657
135,112,448 131,654,945
141,602,218 138,303,945
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Effective July 1, 2005, the Board of Directors
established a policy with the objective of protecting
the real value of the endowment net assets by
limiting the amount of income made available for
spending and requiring the reinvestment of any
income earned in excess of this limit. The amount
available for spending is calculated based on 3.5%
[2019 - 3.5%] of the market value of individual
funds. The preservation of capital is recorded as a
direct increase in endowment net assets for
externally endowed funds. For internally endowed
unrestricted funds, the preservation of capital is
recorded as revenue in the statement of operations
and changes in operating surplus and transferred
to endowment net assets in the statement of
changes in net assets. For internally endowed
restricted funds, the preservation of capital is
recorded as deferred contributions and transferred
to endowment net assets. In any year, should net
investment income not be sufficient to fund the
amount made available for spending, an amount is
transferred from endowment net assets to
operating surplus or deferred contributions for this
purpose.

In fiscal 2020, there was investment income of
$1,490,122 [2019 - $1,250,005] related to
endowment net assets. The amount made available
for spending of $3,092,302 [2019 - $2,967,001]
less the investment income related to externally
endowed net assets of $1,019,859 [2019 -
$792,889], totalling $2,072,443 [2019 -
$2,174,112], was recorded as a direct reduction of
endowment net assets. The amount made available
for spending related to externally endowed
restricted funds was recorded in deferred
contributions [note 7].

The gain related to internally endowed restricted
funds, where the investment income has to be
used for restricted purposes, of $229,951 [2019 -
$186,784], was recorded as deferred
contributions [note 7] with an equal amount
transferred to internally endowed restricted net
assets from deferred contributions [note 7]. The
amount made available for spending related to
internally endowed restricted funds of $736,358
[2019 -

$720,769] was recorded as a transfer from
endowment net assets to deferred contributions
[note 10]. The gain related to internally endowed
unrestricted funds of $240,312 [2019 -
$270,332] was recorded as other revenue in the
statement of operations and changes in operating
surplus, and there was an equal amount
transferred to internally endowed unrestricted net
assets from operating surplus. The amount made
available for spending related to internally
endowed unrestricted funds of $1,011,978 [2019
- $1,063,595] was recorded as a reduction in
other revenue in the statement of operations and
changes in operating surplus, and an amount was
recorded as a transfer from endowment net assets
to operating surplus.

For the year ended May 31, 2020, the Board
of Directors approved a net transfer of
$581,916 [2019 - $672,999] to the internally
endowed unrestricted portion of Stewardship
Endowments from operating surplus.
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10.Investment income

Investment income earned consists of the following:

2020 2019
$ $
Total investment income, net of management fees 2,253,386 1,885,750
Amount allocated to deferred contributions [note 7]
Amount available for spending related to externally endowed funds
[note 9[b]] (3,092,302) (2,967,001)
Investment income on internally endowed restricted funds
[note 9[b]] (229,951) (186,784)
Other investment income (90,869) (73,222)
Investment gain less amount available for spending on externally
endowed 2,072,443 2,174,112
net assets [note 9[b]]
912,707 832,855

11. American Friends of Canadian Nature, Inc.

The American Friends of Canadian Nature, Inc. is a separate corporation without share capital and with
its own Board of Directors. It is registered as a charitable organization in the United States.
Substantially all of the donations it receives are transferred to the Conservancy based on donor
intentions.

During the year ended May 31, 2020, the American Friends of Canadian Nature, Inc. made land
donations with a fair value of nil [2019 - $132,160] and restricted contributions of $1,179,141 [2019
- $1,063,664] to the Conservancy. The restricted donations are recorded as deferred contributions
[note 7].

12. Financial instruments and risk management

The Conservancy is exposed to various financial risks through transactions in financial instruments.
During 2020, there were no significant changes in risk exposures from 2019.

Foreign currency risk

The Conservancy is exposed to foreign currency risk with respect to its investments denominated in
foreign currencies, including the underlying investments of funds denominated in foreign currencies,
and with its US dollar-denominated loan, because of fluctuations in the relative value of foreign
currencies against the Canadian dollar. The Conservancy has a policy to manage risk by limiting foreign
currency exposure in the long-term investments within a range of 30% to 70%. The US dollar-
denominated loan is expected to be paid with US dollar-denominated donations.
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Credit risk

The Conservancy is exposed to credit risk in connection with its accounts receivable, deposits on land
and other and its short-term and fixed income investments because of the risk that one party to the
financial instrument will cause a financial loss for the other party by failing to discharge an obligation.
The Conservancy holds fixed income investments in bonds that have a minimum “A” rating.

Interest rate risk

The Conservancy is exposed to interest rate risk with respect to its fixed rate debt, its investments in
fixed income investments, and exchange-traded funds and other funds that hold fixed income securities
because the fair value will fluctuate due to changes in market interest rates. In addition, the
Conservancy is exposed to interest rate risk with respect to its floating rate debt because cash flows
will fluctuate as the interest rate is linked to the bank’s prime rate, which changes from time to time.

Other price risk

The Conservancy is exposed to other price risk through changes in market prices [other than changes
arising from interest rate risk or foreign currency risk] in connection with its investments [note 3].

Liquidity risk

The Conservancy is exposed to liquidity risk to the extent that it will encounter difficulty in meeting
obligations associated with its financial liabilities. To manage liquidity risk, the Conservancy keeps
sufficient cash resources readily available to meet its obligations. The Conservancy has investments in
publicly traded liquid assets that are easily sold and converted to cash.

COVID-19 Pandemic

In March 2020 the World Health Organization declared the spread of the novel coronavirus ["COVID-
19”] to be a global pandemic. This resulted in governments worldwide enacting emergency measures
to combat the spread of the virus including travel restrictions in and out of Canada, barring gatherings
of people, and the implementation of other social distancing measures. These restrictions had no
significant impact on the operations of the Conservancy as systems were sufficiently flexible and robust
to facilitate remote work.

Management considered the impact of COVID-19 in its assessment of the Conservancy’s assets and
liabilities and its ability to continue as a going concern. Management believes that the current stability
of its revenues and sufficiency of its liquid resources enable the Conservancy to effectively manage
through the COVID-19 pandemic.
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13. Commitments and contingencies

[a] The Conservancy, under lease commitments for office space, office equipment and vehicles, is
obligated to future minimum annual rental payments as follows:

$

2021 1,503,742
2022 1,310,284
2023 1,087,650
2024 644,724
2025 373,825
Thereafter 1,619,272

6,539,497

In addition to minimum rental payments, leases for office space generally require the payment of
various operating costs.

[b] In fiscal 2011, the Conservancy finalized the verification and validation carbon offset credits. The
credits were sold to third parties for total proceeds of $6,000,000.

In connection with the agreements related to the sale of the credits, the Conservancy was required
to provide a commitment that the greenhouse gas emission removals associated with the sale of
the credits would be maintained for 100 years and, if they were not maintained, would be replaced
by the Conservancy, or the Conservancy would pay damages equal to the fair market value of the
number of credits that were sold.

The Conservancy has adequate insurance to mitigate any replacement claims and has put in place
monitoring and appropriate protocols to sustain the carbon sequestered, which also includes
ensuring that the habitat on the property is maintained for the benefit of future generations.

[c] The nature of the Conservancy’s activities is such that there is often litigation pending or in
progress. Where the potential liability is likely and able to be estimated, management records its
best estimate of the potential liability. With respect to claims as at May 31, 2020, it is management’s
position that the Conservancy has valid defences and appropriate insurance coverage to offset the
cost of unfavourable settlements, if any, which may result from such claims. In other cases, the
ultimate outcome of the claims cannot be determined at this time. Any additional losses related to
claims will be recorded in the year during which the liability is able to be estimated or adjustments
to any amount recorded are determined to be required.
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