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REPORT OF INDEPENDENT AUDITORS

The Board of Directors
International AIDS Vaccine Imtiative, Inc

We have audited the accompanying consohdated statement of financial position of Internattonal
AIDS Vaccine Inihative, Inc (IAVI]) as of December 31, 2009, and the related consolidated
statements of activities, changes in net assets, functional expenses, and cash flows for the year
then ended These financial statements are the responsibility of IAVI's management Our
responsibility 1s to express an opmion on these financial statements based on our audit The
prior-year summarized comparative mformation was derived from LAVI's 2008 consolidated
financial statements, which were audited by other auditors whose report dated July 30. 2009
expressed an unqualified opinion on those statements

We conducted our audit in accordance with auditing standards generally accepted in the United
States Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of matenial misstatement We were not engaged
to perform an audit of IAVI’s internal control cver financial reporting Our audit ncluded
consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate i the circumstances, but not for the purpose of expressing an
opinion on the effecuveness of IAVI’s internal control over financial reporting Accordingly, we
express no such opinion An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures 1n the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement
presentation We believe that our audit provides a reasonable basis for our opinion

In our opinion, the financial statements referred to above present fairly, 1n all material respects,
the consolidated financial position of IAVI at December 31, 2009, and the consohdated changes
In 1ts net assets and its cash flows for the year then ended in conformity with U S generally
accepted accounting principles

Qur audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole The accompanying other financial information (2009 consolidating statements
of financial position and activities (total net assets) and schedule of conditonal contributions,
budgeted expenditures, and projected annual operating deficit (unaudited)) 1s presented for
purposes of additional analysis and 1s not a required part of the basic financial statements Such
information, except for that portion marked “unaudited” on which we express no opinion, has
been subjected to the auditing procedures applied in our audit of the basic financial statements
and, n our opinion, is fairly stated 1n all material respects in relation to the basic financial

statements taken as a whole
, Vel
RIS Tbin P

August 10, 2010

A member firm of Ernst & Young Global Limited




INTERNATIONAL AIDS VACCINE INITIATIVE, INC,

Consolidated Statement of Financial Position

ASSETS

Cash and cash equivalents

Accrued investment income

Long-term nvestments

Loan receivable

Grants and other receivables

Restricted investments

Restricted cash

Refundable advances, security deposits, and other assets

Property, equipment and leasehold improvements, net
Total assets

LIABILITIES AND NET ASSETS
Lwabiities

Grants payable

Accounts payable and accrued expenses

Loans payable

Deferred rent payable

Deferred grant revenue

Deferred compensation payable

Total liabilities

Commutments and contingencies

NET ASSETS

International AIDS Vaccine Imitiative, Inc controlling interest

Unrestricted and board-designated

Temporarily restricted — vaccine development partnership

and country commitments

Total International AIDS Vaccine Initiative, Inc controlling

interest
Non-controlling interest
Unrestricted

Total net assets

Total liabilities and net assets

December 31

2009

2008

$ 40,820,000

$ 39,685,917

101,451 270,361
44,470,802 38,840,193
12,878,129 12,878,129
26,834,012 37,532,423

662,875 473,848
2,990,576 4,047,223
3,306,516 5,025,398

27,823,991 26,941,957
$159,888352  $165,695,449

$ 11,158,637 $ 7,046,548

3,658,580 4,890,733
17,149,899 14,373,758
1,300,612 843,585
10,400,000 11,200,000
662,875 473,848
44,330,603 38,828,472
107,387,634 120,566,147
8,726,790 6,300,830
116,114,424 126,866,977
(556,675) -
115,557,749 126,866,977

$159,888,352

$165,695,449

The accompanying notes are an integral part of these financial statements
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Consolidated Statement of Activities
Year Ended December 31, 2009
With Summarized Financial Information for 2008

Temporarily Total
Unrestricted Restricted 2009 2008
Support, revenue, and reclassifications
Grants and contributions $ 73,745,654 $ 8,036,758 $ 81,782,412 % 90,386,505
Investment incotne, net 4,292,177 - 4292177 3,479,346
Net loss on foreign currencies (752,755) - (752,755) (3,530,237)
Other income 1,322,063 - 1,322,063 650,000
Net assets released from restrictions 5,610,798 (5,610,798) - -
Total support, revenue, and
reclassifications 84,217,937 2,425,960 86,643,897 90,985,614
Expenses
Program services
Vaccine advocacy and education 10,066,476 - 10,066,476 9,807,258
Policy/access 2,046,052 - 2,046,052 2,360,732
Research and development 72,002,762 - 72,002,762 69,528,056
Total program services 84,115,290 84,115,290 81,696,046
Supporting services
General and administrative 10,863,919 - 10,863,919 10,993,904
Fund raising 2,924,143 - 2,924,143 3,611,014
Total supporting services ' 13,788,062 - 13,788,062 14,604,918
Total expenses 97,903,352 97,903,352 96,300,964
Foreign exchange translanon adjustment 49,773 - 49,773 87,922
Total expenses and foreign exchange
translation adjustment 97,953,125 - 97,953,125 96,388,886
Capital contribution to 1AVI Lab LLC - - - 10,000
Change 1n net assets (13,735,188) 2,425,960 (11,309,228) (5,393,272)
Less change n net assets attributable to
non-controlhing nterest (556,675) - (556,675) -
Change n net assets attnibutable to
International AIDS Vaccine Imtiative,
Inc. controlling mterest $ (13,178,513) 3 2,425,960 $ (10,752,553) $  (5,393,272)

The accompanying notes are an integral part of these financial statements
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.

Consolidated Statement of Changes 1n Net Assets
Years Ended December 31, 2009 and 2008

International AIDS Vaccine

N

on-controlling

Initiative, In¢. Controlhing Interest Interest
Unrestricted Restricted Unrestricted Total
Net assets, January 1, 2008 $ 116,386,489 $ 15,873,760 $ - £ 132,260,249
Capital contribution to 1AV Lab LLC - - 10,000 10,000
Other changes 1n net assets 4,179,658 (9,572,930) (10,000) (5,403,272)
Net assets, December 31, 2008 120,566,147 6,300,830 - 126,866,977
Change n net assets {13,178,513) 2,425,960 (556,675) (11,309,228)
Net assets, December 31, 2009 $ 107,387,634 $ 8,726,790 $ (556,675) $ 115,557,749

The accompanying notes are an integral part of these financial stalements.
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Consolidated Statement of Cash Flows

OPERATING ACTIVITIES
Change 1n net assets
Adustments to reconcile change 1n net assels (g net cash
provided by (used in) operanng actvities
Depreciation and amortization
Deferred rent
Net reahzed and unrealized (gains) and losses on investments
Net loss on foreign currencies
Capntal contribution to IAVI Lab LLC
Changes in operating assets and habifinies
Accrued investment income
Grants and other receivables
Restricted investments
Refundable advances, security deposits, and other assets
Grants payable
Accounts payable and accrued expenses
Deferred grant revenue
Deferred compensation payable
Net cash provided by (used n) cperating activities

INVESTING ACTIVITIES
Net (purchases) sales of investments
Change n restricted cash
Payments for property, equipment, and leaschold improvements
Advances on loan receivable
Net cash used 1n investing activities

FINANCING ACTIVITIES
Borrowings on loans payable
Capital contribution to [AV] Lab LLC

Net cash provided by financing activities
Effect of exchange rate changes on cash

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION
Cash paid for mnterest

NONCASH INVESTING ACTIVITIES
Property, equipment, and leasehold improvements purchased
through accounts payable and accrued expenses

The accompanying notes are an integral part of these financial statements
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Year Ended December 31

2009 2008
$ (11,309228) $ (5,393,272)
4,819,204 3,224,686
457,027 621,711
(2,236,450) 372,293
752,755 3,530,237
. (10,000)
168,910 144,316
10,758,528 (24,695,274)
(189,027) (18,044)
1,718,882 890,148
4,112,089 (689,952)
(486,569) (492,133)
(800,000) 11,200,000
189,027 18,044
7,955,148 (11,297,240)
(3,394,159) 31,046,453
1,056,647 (979,223)
(6,446,822) (19,202,855)
. (12,878,129)
(8,784,334) (2,013,754)
2,776,141 14,373,758
- 10,000
2,776,141 14,383,758
(812,872) {896,847)
1,134,083 175,917
39,685,917 39,510,000
$ 40,820,000 § 39,685917
$ 195423 S 30,209
$ 336695 § 1,082,279




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements

NOTE 1

December 31, 2009

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization

The accompanying consohdated financial statements include the accounts of
International AIDS Vaccine Imtiative, Inc, Stichting International AIDS Vaccine
[nitiative, The Netherlands (the Stichting), IAVI Holdings LLC, IAVI Lab LL.C,
and IAVI Historic Holdings LLC (collectively, IAVI} 1AVI Holdings LLC, IAV]
Lab LLC, and IAVI Historic Holdings LLC are three entities formed 1n 2008 (see
Note 9) and had members’ equity (deficit) at December 31, 2009 of
approximately ($1,000), $207,000, and $763,000, respectively International
AIDS Vaccine Initiative, Inc 1s the sole member of 1AVI Holdings LLC and
IAVI Historic Holdings LLC and the majority member of IAVI Lab LLC 1AV s
a global initiative dedicated to ensuring the development of safe, effective,
accessible, preventive HIV vaccines for use throughout the world IAVI has
offices m four countrics around the weorld, including a headquarters 1n New York
City The Suchting 1s a separate foundation based n the Netherlands All entities
are under the control of a common Board of Directors All intercompany balances
and transactions were eliminated in consclidation

[AVI focuses on four major areas of activity

¢ Implementing a focused and innovative research and development program
that not only catalyzes action by multiple stakeholders but helps drive the
field Expenditures related to these activities are classified as research and
development

o Securing and sustaining high-level global commitment for accelerated vaccine
research and development Expenditures related to these activities are
classified as vaccine advocacy and education

e Promoting adoption of public policies that support rapid development and
distribution of preventive vaccines Expenditures related to these activities are
classified as policy/access

¢ Engaging as partners the countries most affected by the epidemic and where
the need for a vaccine 1s most pressing Expenditures related to these activities
are classified as promoting adoption of public policies and vaccine advocacy




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consohidated Finangial Statements
December 31, 2009

NOTE 1

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(continued)

Fund Accounting and Net Asset Classifications

To ensure compliance with restrictions placed on the resources available to IAVI,
the accounts of IAVI are mawntained mn accordance with the principles of fund
accounting This s the procedure by which resources are classified for accounting
and reporting into funds established according to their nature and purpose In the
accompanying consolidated financial statements, funds that have similar
characteristics have been combined into two net asset categories unrestricted and
temporarily restricted

Unrestricted net assets are either not restricted by donors or the doner-imposed
restrictions have expired As reflected in the accompanying consohdated
statement of financial position, IAVI’s Board of Directors has designated a
portion of the unrestricted net assets of [A VI for operating expenses, development
commitments, and feasibility and efficacy trial commitments

Temporarily restricted net assets contain donor-imposed restrictions that permit
[AVI to use or expend the assets as specified The restrictions are satisfied either
by the passage of time or by actions of IAVI

Functional Expense Allocation

The majonity of expenses can generally be directly 1dentified with the program or
supporting service to which they relate and are charged accordingly Other
expenses by function have been allocated among program and supporting services
classifications on bases determined by management

Cash Equivalents

IAVI considers highly liquid financial instruments purchased with maturities of
three months or less, other than those designated for long-term use or otherwise
restricted, to be cash equivalents

At December 31, 2009, cash and cash equivalents were primarily held n four
financial nstitutions




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 1

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
{continued)

Revenue Recognition

IAVI records as revenue the following types of contributions, when they are
received unconditionally, at thewr fair value cash, promises to give, certain
contributed services, and gifts of long-lived assets Conditional contributions are
recognized as revenue when the conditions on which they depend have been
substantially met Contributions are recorded net of estimated uncollectible
amounts All grants and contributions recetvable at December 31, 2009 and 2008
are receivable within the next year At December 31, 2009, grants from a U S
government agency, foreign government agencies, and foundations represented
approximately 61%, 17%, and 15% of grants and other receivables, respectively
At December 31, 2008, grants from a US government agency and foreign
government agencies represented approximately 29% and 59% of grants and other
recelvables, respectively

Temporarily Restricted Contributions

IAV] records contributions as temporarily restricted 1f they are received with
donor stipulations that limit their use either through purpose or time restrictions
When donor restrictions expire, that 1s, when a time restriction ends or a purpose
restricion 1s fulfilled, temporarily restricted net assets are reclassified to
unrestricted net assets and reported as net assets released from restrictions It 1s
IAVI’s policy to record temporanly restricied contributions received and
expended 1n the same accounting period in the unrestricted net asset class

Donated Goods and Services

In accordance with U § generally accepted accounting principles, IAVI records
in-kind contributions that meet the criteria for recognition as revenue and expense
in the accompanying consolidated financiat statements Contnbuted fixed assets
are recorded as contribution revenue at their estimated farr value on the date
received and are depreciated over their estimated useful lives




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 1

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(continued)

During 2009, IAVI received n-kind contributions of legal services of
approximately $369,000 In addition, IAVI received discounted airfare, website
banner space, donated supplies and equipment, and professional services of
approximately $33,000, $112,000, $301,000, and $230,000, respectively, during
the year ended December 31, 2009 During 2008, IAVI received n-kind
contributions of legal services of approximately $113,000 In addition, IAV]
received discounted airfare, website banner space, and donated service and
equipment of approximately $33,000, $85,000, and $859,000, respectively, during
the year ended December 31, 2008 In-kind contnbutions are reflected as
contribution revenue 1n the accompanying consolidated statement of activities and
are expensed in the year recerved

Grant Expenses

IAVI recognizes grant award expenses when the awards are unconditionally
granted During 2009 and 2008, 1AVI advanced funds to certain grantees under
conditional grant arrangements and the conditions were not met as of December
31, 2009 and 2008 These advances amounted to approximately $2 0 million and
$3 9 million and are included in refundable advances, security deposits, and other
assets 1n the accompanying consolidated statements of financial position as of
December 31, 2009 and 2008, respectively

Long-Term Investments

Investments are stated at fair value as determined by quoted market prices or by
inputs that are observable in the market Marketable securiies acquired by
donation are recorded at fair value on the date of receipt Realized gains and
losses are computed using the specific 1dentification method

Use of Estimates

The preparation of the financial statements in conformity with U S generally
accepted accounting principles requires management to make certain estimates
and assumptions that affect the reported amounts of assets and habilities and
disclosure of contingent assets and ltabilities at the date of the financial statements
and revenue and expenses during the reporting period Actual results could differ
from those estimates

-10-




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 1

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
{continued)

Property, Equipment. and Leasehold Improvements

Property, equmipment, and leaschold improvements have been recorded at cost
when purchased or, 1If donated, at their estimated fair value on date of receipt and
are stated net of depreciabion and amortization Properly and equipment are
depreciated using the straight-line method over the estimated useful lives of the
assets, ranging from three to five years. Leasehold improvements are amortized
over the term of the related lease or the esumated useful lives of the assets,
whichever 1s shorter

Foreign Currency Translation and Transactions

Realized and unrealized gains and losses resulting from transactions denominated
in a currency other than the functional currency are included in determining the
change n net assets The functional currency of the Stichting 15 a local currency
other than the U § dollar

The foreign exchange translation adjustment 1s reported as a component of the
applicable net asset classification and results from the translation of the
Suchting’s assets, habilities, and operations into US dollars at appropriate
exchange rates

Reclassifications

Certain reclassifications have been made to prior-year amounts reported in the
accompanying consolidated statements of activities to conform to the current year
presentation

New Accounting Pronouncement

Effective for 2009, [AVI adopted the new requirements of Accounting Standards
Codification (ASC) 810-10-45, Consolidations, as 1t relates to the non-controlling
interest 1n IAVI Lab LLC The non-controlling deficit balance 1s presented in the
accompanymg consohidated statement of financial positton An accompanying
consolhidated statement of changes in net assets reports the changes in the
controlling and non-controlling interests Had [AVI not adopted ASC 810-10-45,
the change in net assets attnibutable to IAVI's controlling mterest would have
been a decrease 1n net assets of $11,309,228

-11-




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 1

NOTE 2

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(continued)

Summarized Financial Information for 2008

The accompanying consolidated 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 U S generally accepted accounting principles Accordingly, such
information should be read in conjunction with IAVI’s financial statements for
the year ended December 31, 2008, from which the summarnzed information was
derived

LONG-TERM INVESTMENTS

Long-term investments consisted of the fotlowing

December 31
2009 2008

Fixed-income securities
Government and agency securities $ 12,505,375 $ 14,563,861
Corporate securities 13,780,763 5,027,356
Asset and mortgage-backed securities 12,601,441 18,317,096
[nternational obligations 2,719,227 92,706
Total fixed-income securities 41,606,806 38,001,019
Money market funds/time deposits 2,863,996 839,174

$ 44,470,802 $ 38,840,193

Restricted investments consist of mutual funds held as part of deferred
compensation arrangements at both December 31, 2009 and 2008

Investment income, net consisted of the following

Year Ended December 31

2009 2008
Interest and dividend income $ 2,206,722 $ 4,002,884
Net realized gains on sales of investments 1,123,618 191,956
Net change in unrealized gains and losses
on investments 1,112,832 (564,249)
Investment fees and commissions (150,995) (151,245)

$ 4,292,177 $ 3,479,346

-12-




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consohidated Financial Statements
December 31, 2009

NOTE 3

NOTE 4

PROPERTY, EQUIPMENT, AND LEASEHOLD IMPROVEMENTS

Property, equipment, and leasehold improvements consisted of the following

December 31
2009 2008
Lab equipment $ 16,667,879 $ 14,128,093
Office furmiture and equipment 3,886,861 3,580,404
Software 1,079,623 416,533
Vehicles 191,419 191,419
Leasehold improvements 20,314,477 18,122,572
42,140,259 36,439,021

Less accumulated depreciation and
amortization 14,316,268 9,497,064

$ 27,823,991 $ 26,941,957

Depreciation and amortization expense was $4,819,204 and $3,224,686 for the
years ended December 31, 2009 and 2008, respectively

FAIR VALUE MEASUREMENTS

IAV! employs the methods described in ASC 820, Fair Value Measurements, 10
value its assets and habilities, when applicable ASC 820 defines fair value as the
price that would be received to sell an asset or paid to transfer a hability in an
orderly transaction between market participants at the measurement date, and 1t
establishes a framework for measuring fair value ASC 820 applies to other
accounting pronouncements that require or permit farr value measurements and
does not require any new fair value measurements Fair value measurements are
applied based on the umit of account from the reporting entity’s perspective The
unit of account determines what 1s being measured by reference to the level at
which the asset or lhability 1s aggregated (or disaggregated) for purposes of
applying other accounting pronouncements

13-




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 4

FAIR VALUE MEASUREMENTS (continued)

ASC 820 estabhishes a valuation hierarchy for disclosure of the inputs to valuation
used 1o measure farr value The higrarchy prioritizes the inputs into three broad
levels as follows

Level 1 Inputs are quoted prices in active markets for 1dentical assets or
liabilities

Level 2. Inputs are quoted prices for similar assets and habilities in active
markets or inputs that are observable for the asset or Liability, either
directly or indirectly through market corroboration, for substantially
the full term of the financial instrument

L.evel 3 Inputs are unobservable inputs based on IAVI’s own assumptions
used to measure assets and liabilities at fair value

A financial asset or lLabihity’s classification within the hierarchy 1s determined
based on the lowest level input that is significant to the fair value measurement.

The following table provides the assets and liabilities carned at fair value
measured on a recurting basis as of December 31, 2009

Fawr Value Measurements at
December 31, 2009 Using

Carrying Value Quoted Pricesin  Stgnuficant Other Significant
(Far Value at Active Markets Observable [nputs  Unobservable [nputs
December 31, 2009) {Level 1) (Level 2) {Level 3)
Cash and cash equivalents 3 40,820,000 5 40820000 % - 5 -
Long-term investments 44 470,802 2 863,996 41,606,806 -
Restricted mvestment 662,875 662,875 - -
Restricted cash 2,990,576 2,990,576 - -

The following table provides' the assets and liabihiies carmied at fair value
measured on a recurring basis as of December 31, 2008

Fair Valee Measurements at
December 31, 2008 Using

Carrying Value Quoted Prices m Sigmificant Other Sigmificant
(Fair Value at Active Markets Observable Inputs  Unobservable Inputs
December 31, 2008) {Level 1) {Levei 2) (Level 3)
Cash and cash equivalents 3 39,685,917 3 39,685917 3 - 3 -
Long-term investments 38,840,193 839174 38,001,019 -
Restncted investment 473,848 473,848 - -
Restricied cash 4,047.223 4,047 223 -

-14-




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 5

NET ASSETS

The Board of Directors has designated a portion of unrestricted net assets for
estimated operating expenses for the subsequent year Such amount totaled
$40,820,000 at December 31, 2009 ($39,685,917 at December 31, 2008)

The Board of Directors has also designated a portion of unrestricted net asset
toward the “Restricted Fund for Vaccine Development Commitments ” This fund
totaled approximately $37,487,000 at December 31, 2009 (approximately
$32,897,500 at Deccember 31, 2008) The fund reflects 50% of award
commitments that meet the following criteria

¢ Amounts reflect five-year forecast expenditures for already established
vaccine development projects

» Amounts include all aspects of IAVI’s development program, including
but not hmited to preclinical work, manufacturing, regulatory, clinical
development up to Phase I1b, and core lab work

The Board of Directors has also created a fund for “Efficacy Trial Preparation and
Feasibility Assessments ” This fund includes fixed and vanable costs for the next
five years of on-site ficld labs for 12 African and Indian sites, as well as contracts
for data management At December 31, 2009, approximately $85,052,000 was
estimated to be required for this purpose, however, the Board has designated for
this fund the remaming balance of unrestricted net assets of approximately
$29,081,000

At December 31, 2009 and 2008, temporarily restricted net assets of $8,726,790
and $6,300,830, respectively, have been restricted by multiple donors to fund
research, development, and country commitments This amount, along with the
Board-designated funds for development commitments and efficacy tnal,
commitments, brings the total commitments for such relationships to
approximately $74,738,000 and $87,181,000 at December 31, 2009 and 2008,
respectively

The Board of Directors has discretion to review and change unrestricied net asset
designations

Net assets released from restrictions in 2009 and 2008 reflect the use of funds 1n
connection with development commitments of $5,610,798 and $15,873,760,
respectively
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Naotes to Consohidated Financial Statements
December 31, 2009

NOTE 6

EMPLOYEE BENEFIT PLANS

IAVI has a defined contribution retirement plan for employees under Section
403(b) of the Code The plan allows eligible employees to contribute pre-tax
dollars from their salaries up to the maximum amount specified by the Internal
Revenue Code The plan requires payment of between 5% and 9% of salary per
employee per year IAVI matches employee contributions up to 2% per year

IAVI’s contributions to retirement plans were approximately $1,918,000 and
$1,450,000 during the years ended December 31, 2009 and 2008, respectively

During 2005, 1AVI1 established a deferred compensation plan under Section
457(b) of the Code The plan allows certain eligible management and highly
compensated employees to voluntarily defer a portion of compensation Amounts
deferred by plan participants are held by an outside trustee Such amounts are
included in restricted investments and deferred compensation payable in the
accompanyng consohdated statements of financial position at December 31, 2009
and 2008 1AV does not contribute to the plan

IAVI 15 a custodian of assets with an offsetting lhabthity relating to a deferred
compensation plan for its president that (s applicable to prior employment
Restricted investments consist of amounts segregated under this plan that will be
used to pay deferred compensation at the president’s completion of employment
All changes n the investment are directly attributable to the compensation
payable and IAVI does not participate 1n any increases or decreases from
activities in the investment
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 7 CONTRIBUTORS

Grants and contributions for the year ended December 31, 2009 were received
from the following contributors

U S Agency for International Development $ 32896,228
U K Department for International Development 16,291,998
Munistry of Foreign Affairs of The Netherlands** 6,541,271
Bill & Melinda Gates Foundation ( T- Cell)* 6,318,089
Minmistry of Foreign Affairs and Cooperation, Spain 5,544,317
Norwegian Royal Mimistry of Foreign Affairs 3,262,251
Foundation for the National Institutes of Health* 2,095,976
Bill & Mehinda Gates Foundation (Innovation fund)* 2,000,000
The Starr Foundation 2,000,000
Swedish International Development Cooperation Agency 1,361,400
The City of New York Economic Development Corporation 800,000
The World Bank (through 1ts development grant facility) 500,000
Becton, Dickinson and Company 375,933
Pfizer, Inc 283,090
Basque Autonomous Government 278,926
White & Case, LLP 238,486
Dr Muhammad Mahmood 173,077
Duke University 133,662
Google 111,684
Proskauer Rose, LLP 103,218
James B Pendleton Charitable Trust $0,000
The John D Evans Foundation 75,000
Other 317,806

Total b 81,782,412

*Of these amounts, a total of $8,726,790 was temporarily restricted to fund programmatic activitaes

*# ['otal expenses charged to this grant amounted to $7,696,505, $7,497,000, $7.249,906 and $121,238 for
the years ended December 31, 2009, 2008, 2007 and 2006, respectively, (from uaresincted and restricted)
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 8

COMMITMENTS AND CONTINGENCIES

Conditional Contributions

At December 31, 2009, JAVI has been approved for certain conditional grants
from public and private sources In accerdance with US generally accepted
accounting principles, such conditional contributions are not recogmzed as
revenue until such time as the related conditions have been met These
contributions are intended to fund IAV!’s operations for a period of between two
and four years and are conditioned upon IAVI expending funds for the program
purposes specified in the respective proposals submuitted to the various grantors
In some cases, for IAVI to receive funds in accordance with the agreements
underlying these conditional contributions, IAV] must develop new programs,
identtfy new vaccine development partners, and achieve project milestones
Programs are subject to annual review by the grantors In the event that IAVI 1s
unable to expend funds in accordance with the various program objectives or is
unable to meet program objectives, grantors may discontinue funding Total
conditional contributions outstanding at December 31, 2009 amounted to
approximately $85,808,000

Operating Leases

IAVI leases 11s office space and certain office equipment under non-cancellable
operating lease agreements The New York office lease, as amended, provides for
escalations resulting from increases in real estate taxes and other expenses as well
as for a rent-free period during 2002 The New York office lease expires In
October 2012 In June 2007, IAVI entered into a lease agreement at the Brooklyn
Army Terminal for laboratory and office space This lease term commenced 1n
January 2008 and the lease includes a 10-month free rent period and escalation
charges during the lease term In addition, as part of the Historic Tax Credits
Program discussed in Note 9, IAVI subleases the Brooklyn Army Terminal space
to an outside party and then leases the property back from this outside party
Future mimimum lease payments relating to these operating leases and minimum
rental amounts to be received under a sublease are as follows

Minimum
Minimum Sublease
Year ending December 31 Payments Rentals

2010 $ 2,286,843 $ 619,200
2011 2,165,007 632,100
2012 2,160,594 696,600
2013 1,476,405 715,950
2014 1,689,255 812,700
Thereafter 15,941,820 7,759,350

$ 25,719,924 § 11,235,900
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2009

NOTE 8

NOTE 9

COMMITMENTS AND CONTINGENCIES (continued)

Aggregate mimimum lease payments are being amortized on the straight-line basis
over the term of the lease The difference between rent expense so calculated and
amounts pard in accordance with the terms of the lease has been reflected as
deferred rent payable, a hability 1n the accompanying consohdated statement of
financial position Rent expense was approximately $3,137,000 and $2,102,000
for the years ended December 31, 2009 and 2008, respectively Sublease income
amounted to approximately $922 000 for the year ended December 31, 2009
Sublease payments are being amortized on a straight-line basis over the term of
the sublease agreement The difference between sublease income so calculated
and amounts received 1n accordance with the terms of the sublease amounted to
approximately $303,000 at December 31, 2009 and 1s included 1n refundable
advances, security deposits, and other assets in the accompanying consolidated
statement of financial position

Letter of Credit

IAVI has an outstanding standby letter of credit of $120,000 as security for a
lease, which 1s renewable annually until March 2010 The letter of credit 1s
secured by a time deposit of approximately $120,000, which is restricted as to use
and expires in June 2010 The time deposit 1s included in cash and cash
equivalents 1n the accompanying consolidated statement of financial position at
December 31, 2009

IAVI also has an outstanding standby letter of credit of $2,219,015 to secure the
construction at the Brooklyn Army Termunal The letter of credit 1s secured by
cash of $2,249,109, which 1s presented as restricted cash in the accompanying
consolidated statement of financial position as of December 31, 2009

FINANCING

In February 2008, IAVI entered into a financing arrangement to fund a portion of
the costs of improvements to be made to IAVI's new leasehold for laboratory and
office space at the Brooklyn Army Terminal (see Note 8) Under this
arrangement, the City of New York, through the Economic Development
Corporation (EDC), will provide funding of $12 million 1A VI expects to receive
additional funding of approximately $3 3 million through December 31, 2009
through a new markets tax credits program and expects to recetve approximately
$2 25 mithion through a historic tax credits program In conjunction with, and as
required under these financing arrangements, IAVI formed three subsidiary
entiies 1AV] Holdings LI.C and IAVI Lab LLC, formed in February 2008 as
required under the new markets tax credit program, and [AVI Historic Holdings
LLC, formed in October 2008 as required under the historic tax credits program
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Notes to Consolidated Financial Statements
December 31, 2009

NOTE 9

FINANCING (continued)

Economic Development Corporation

In 2008, IAVI recerved $11 2 million of the $12 million funding from the EDC,
the balance of the funds was contingent upon completion of the build out, which
occurred m 2009 and will be paid in 2010 upon final approval of the EDC

The grant from the EDC 1s recorded as deferred revenue in IAVI’s financial
statements and 1s being recogmized straight-line over the life of the 15-year lease
period In both 2008 and 2009, $800,000 1n revenue was recognized from the
EDC ‘

New Markets Tax Credits Program

Under the new markets tax credits program, IAV] has received $3 3 mulbon 1n
new funds ($2 6 million in 2009 and $0 7 million 1n 2008) to support the
construction of the lab These funds are being made available through a series of
loans and capital contributions made through the new IAVI subsidiaries and
unrelated financing entities established for this purpose At December 31, 2009,
IAVI Holdings LLLC had an outstanding loan receivable of $12,878,129 from the
new markets tax credit leveraged investment structure earning interest at a rate of
4 2665% per year Of that amount, interest at a rate of 0 50% per year 1s payable
quarterly and the remaining interest on the loan accrues and 1s deferred until
Apnl 5, 2015, the maturity date All principal 1s due on the maturity date This
investment structure uses these funds to invest in community development
entities, which then use the funds to loan IAVI Lab LLC funds for payment of
construction costs As of December 31, 2009, IAVI Lab LLC had outstanding
loans payable of $17,149,899, accruing interest at a rate of 1 23% per year
Interest 1s payable quarterly Principal on the outstanding loans payable 1s due on
April 1, 2015, the maturity date of the loans Initially, approximately $922,000 of
the borrowed funds was reserved for debt service on the loan payable The
balance of the reserved funds remaining at December 31, 2009 of approximately
$741,000 1s included 1n restricted cash in the accompanying consolhdated
statement of financial position

Revenue recognmition of the new markets tax credits funds 1s being made over the
Iife of the seven-year compliance period of this arrangement and is in the form of
interest income on the loan receivable and interest expense on the loans payable

In 2009 and 2008, IAVI recorded interest income of approximately $585,000 and
$229,000, respectively, and interest expense of approximately $209,000 and
$71,000, respectively, on this arrangement
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December 31, 2009

NOTE 9

FINANCING (continued)

In 2015, the bank that owns the investment structure may put its interest in the
investment structure to IAVI for a put price of $1,000 If the bank does not
exercise 1ts put right, IAVI may call the bank’s interest 1n the investment structure
for a call price equal to the fair value of the interest Exercise of the put or the call
would provide 1AVI Holdings LLC with ownership of the investment structure
and the abihity to forgive the loan receivable from the investment structure and the
loans payable to the community development entities (which are majority-owned
by the investment structure) 1AVI Holdings LL.C may also direct the mvestment
structure to assign IAV] Lab LLC’s loans payable to the community development
entitics to IAVI] Holdings LLC to extinguish the loan receivable from the
investment structure The principal and remaining accrued interest on the lean
receivable and loans payable under the new markets tax credits program are
expected to be extinguished through these transactions prior to the loans” maturity
dates 1AVI has determined that the fair values of the put and call nghts were
nominal at December 31, 2009 and 2008

Historic Tax Credits Program

In October 2008, IAVI entered into another financing arrangement under the
historic tax credits program Under this arrangement, IAVI granted 100% of its
mnterest in IAVI Lab LLC to IAVI Historic Holdings LLC, the newly formed
IAVI subsidiary The Banc of America Historic New Veniures LLC (Banc of
America), through an entity named NYSC Master Tenant LLC, may contribute an
aggregate amount of approximately $5 5 million to IAVI Lab LLC 1n exchange
for a 20% mterest in IAV] Lab LLC Capital contributions of $10,000 have been
contributed as of December 31, 2009 Future contrtbutions may be received In
two installments scheduled approximately 18 months and five years from
imitiation of the program 1f certain conditions are met Concurrently, IAVI Lab
LLC entered into a development services agreement with [AVI Inc and the
BioBat Inc, an unrelated development company, in which 1t will pay a developer
fee (the lesser of $4 5 million, or 20%, of qualified rehabilitation expenditures)
upon final completion of the rehabilitation of the historic building and satisfaction
of certain other conditions Unpaid development fees are required to be paid pnor
to any distributtons being made to the members of IAV] Lab LLC The net of the
capital contributions, less fees and expenditures, 15 expected to result in
approximately $2 25 million 1n additional funding for IAV]
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NOTE 9

NOTE 10

FINANCING (continued)

To qualify for the historic tax credits program, JA VI extended the term of its lease
agreement for the Brooklyn Army Terminal (see Note 8) space to 55 years The
landlord (the EDC) may convert the lease back to the oniginal 15-year lease term
if the hustoric tax credits program 1s not completed Rent expense and EDC grant
revenue recognition, as well as the lease commitments disclosed in Note 8, are
based on a 15-year lease term Also in connection with the historic tax credits
program, IAVI Lab LLC subleased the Brooklyn Army Terminal Space to NYSC
Master Tenant LLC, which n turn subleased 1t back to 1A VI

In 2015, Banc of America may put 1ts 20% interest in [AVI Lab LLC back to
IAVI for a put price The put price will be calculated based on a percentage of the
Banc of America’s capttal contributions and other factors If the Banc of America
does not exercise its put right, JAVI may call the 20% nterest for a call price
equal to (1) the greater of an amount sufficient to pay the tax hability incurred by
Banc of America upon the sale of its interest and (1} the fair market value of the
20% nterest IAVI has determined that the fair values of the put and call nights
were nominal at December 31, 2009 and 2008

FAIR YALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used by IAVI for fair wvalue
measurements made in the accompanying financial statements under ASC 820

Cash equivalents Carrying amounts of cash equivalents are based on quoted
market prices

Grants recevable Grants receivable are reported at their fair values at the date of
gift Fair values are measured based on present value of future cash flows, with
consideration of expectations about possible variations in the amount and/or
timing of the cash flows and other specific factors that would be considered by
market participants The farr value measurements also include consideration of
donor’s credit nsk

Long-term investments These assets are stated at fair value as determined by
quoted market prices or by inputs that are observable in the market

Restricted mvestments Restricted nvestments are stated at fair value as
determined by quoted market prices
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NOTE 10

FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

The following methods and assumptions were used by |AVI to estimate its fair
value disclosures for financial instruments that are not measured and recorded at
fair value under ASC 820

Cash and restricted cash The carrying amounts reported in the accompanying
statements of financial position represent their fair values

Loan receivable It 15 not practicable to estimate the fair value of the loan
receivable The loan was made as part of the new markets tax credits program
discussed in Note 9 and 15 expected to be extinguished prior to its maturnity
Therefore, the loan receivable does not represent a typical loan arrangement
entered 1nto for investment purposes The terms of the loan are discussed 1n Note
9

Other recervables The carrying values of the short-term other receivables
approximate fair value.

Grants payable Grants payable are scheduled to be paid within the next fiscal
year and their carrying values approximate their fair values

Loans payable It 1s not practicable to estimate the fair values of the loans
payable The loans were made as part of the new markets tax credits program
discussed 1n Note 9 and are expected to be extinguished prior to their maturity
dates The loans payable do not represent typical borrowing arrangements The
terms of the loans payable are discussed in Note 9

The carrying values and fair values of IAVI’s financtal instruments are as follows
at December 31

2009 2008
Carrving Value Fair Value  Carrving Value Fair Value

Cash and cash equivalents $ 40,820,000 $ 40,820,000 $ 39,685917 $§ 39685917

Long-term mvestments 44,470,802 44,470,802 38,840,193 38,840,193
Loan receivable 12,878,129 ** 12,878,12% **
Grants and other recervables 26,834,012 26,834,012 37,532,423 37,532,423
Restricted invesiments 662,875 662,875 473,848 473,848
Restricted cash 2,990,576 2,990,576 4,047,223 4,047,223
Grants payable 11,158,637 11,158,637 7,046 548 7,046,548
Loans payable 17,149,899 Al 14,373,758 **

**Farr values are not determinable
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NOTE 11

NOTE 12

INCOME TAXES

IAVI 1s a Section 501(c)(3) not-for-profit organization, incorporated in the State
of Delaware, and 1s exempt from federal income tax under Section 501(a) of the
Internal Revenue Code It also 1s exempt from state and local income taxes The
Suchting operates from Amsterdam and 1s not subject to Dutch corporate income
tax or gift tax IAVI Holdings LLC, IAVI Lab LLC, and IAVI Historic Holdings
LLC operate as hmited habiity companies IAVI Holdings LLC and [AVI
Historic Holdings LLC are taxed as corporations and IAVI Lab LLC 1s taxed as a
partnership

At December 31, 2009, 1AVI Historic Holdings LLC had net operating loss
carryforwards for federal tax purposes of approximately $3,484,000, expiring 1n
years through 2029 [AVI Historic Holdings LLC had deferred taxes at December
31, 2009 and 2008 related to the utilization of the net operating loss carryforwards
of approximately $1,219,000 and $440,000, respectively A valuation allowance
of an equal amount has been provided as of December 31, 2009 and 2008 due to
the uncertainty of the realization of the deferred tax assets

SUBSEQUENT EVENTS
IAVI evaluated events and transactions occurring between January 1, 2010 and

August 10, 2010, which 1s the date that the financial statements were available to
be issued, for disclosure and recognition in the financial statements
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December 31, 2009

Assets

Cash and cash equivalents

Accrued investment ncome

Long-term investments

Loan recervable

Grants and other receivables

Restricted investment

Restricted cash

Refundable advances, secunty deposits, and other assets

Property, equipment, and leasehold improvements, net
Total assets

Liabihties and net assets
Liabilities
CGrants payable
Accounts payable and accrued expenses
Loans payable
Deferred rent payable
Deferred grant revenue
Deferred compensation payable
Total liabilities

Net assets
Internanional AIDS Yaccine Imnative, Inc controlling
interest
Unrestricted and board-designated
Temporanly restricted — vaccine development partnership
and country commitments
Total International AIDS Vaccine Initiative, Inc
controliing nterest

Non-controlling interest
Unrestncted

Total net assets

Total habilities and net assets

TAVI** The Stuchting

Consohdated

$ 39575981 $ 1244019 $ 40,820,000
96,264 5,187 101,451
44,176,818 293,984 44,470,802
12,878,129 - 12,878,129
26,828,550 5462 26,834,012
662,875 . 662,875
2,990,576 - 2,990,576
3,299,346 7,170 3,306,516
27,818,391 5.600 27,823,991
$ 158,326,930 $ 1,561,422 § 159,888,352
S 11,158,637 § - $ 11,158,637
3,320,938 337,642 3,658,580
17,149,899 - 17,149,899
1,300,612 - 1,300,612
10,400,000 - 10,400,000
662,875 - 662,875
43,992,961 337,642 44,330,603
106,163,854 1,223,780 107,387,634
8,726,790 - 8,726,790
114,890,644 1,223,780 116,114,424
(556,675) - (556,675)
114,333,969 1,223,780 115,557,749
$ 158,326,930 $ 1,561,422 $ 159,888,352

**includes International AIDS Vaccine Imtiative, Inc , IAV] Lab LLC, IAVI Holdings LL.C, and [AVI Histonic

Holdings LLC
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Consclidating Statement of Activities (Total Net Assets)
Year Ended December 31, 2009

JAV]** The Suchting Consolidated
Support and revenue
Grants and contributions $ 81,782,292 3 120 $ 81,732,412
Due to/from International AIDS Vaccine Imitiative, Enc {547,969} 547,969 -
Investment income, net 4,255,001 37,176 4,292,177
Net (loss) gain on foreign currencies (751,870) (885) (752,755)
Other 1ncome 1,322,063 - 1,322,063
Total support and revenue 86,059,517 584,380 86,643,897
Expenses
Program services
Vaccine advocacy and education 8,568,017 1,498,459 10,066,476
Policy/access 1,890,728 155,324 2,046,052
Research and development 71,649,556 353,166 72,002,762
Total program services 82,108,341 2,006,949 84,115,290
Stipporting services
General and administrative 10,378,101 485,818 10,863,919
Fund raising 2,528,391 395,752 2,924,143
Total supporting services 12,906,492 881,570 13,788,062
Total expenses 95,014,833 2,888,519 97,903,352
Foreign exchange translation adjustment - 49,773 49,773
Total expenses and foreign exchange
translation adjustment 95,014,833 2,938,292 97,953,125
Contribution from International AIDS Vaccine
Initiative, Inc (2,189,357) 2,189,357 -
Change n net assets (11,144,673) (164,355) (11,309,228)
Less change n net assets attributable to non-controlling
interest {556,675) - (556,675)
Change n net assets attributable to International
AIDS Vaccine, Ine controlling interest $ (10,587,998) 3% (164,555 $§ (10,752,553)

**Includes International AIDS Vaccine Imitiative, Inc , IAVI Lab LLC, IAV! Holdings LLC, and IA VI Historic

Holdings LLC
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Schedule of Conditional Contributions, Budgeted Expenditures and
Projected Annual Operating Deficit (Unaudited)

Years 2010 - 2012

IAVI has entered into contracts, memoranda of understanding and confidential proposals that are
still under review with orgamzations to provide funding in future years for an array of research
and development activities that are contingent on specific performance Historically, such
arrangements have accounted for 48% of the first year of budgeted expenditures and
approximately 35% and 15% of the following two years of budgeted expenditures as presented in
the table below

Conditional contrtbutions (unaudited), projected program expenditures (unaudited) and projected
operating deficits arising from unidentified funding sources (unaudited) are expected to be
realized as follows

Projected

Annual
Operating Deficit

(Unidentified

Incremental

Conditional Total Budgeted Funding

Contnbutions Expenditures Sources)

Year {(Unaudited) (Unaudited) {Unaudited)
2010 $ 40,167,780 $ 90,949,000 $ (50,781,220)
2011 19,758,358 93,122,000 (73,363,642)
2012 16,866,767 98,459,000 (81,592,233)
$ 76,792,905 $ 282,530,000 $ (205,737,095)

Note The unaudited projected annual operating deficits, as reflected in the table above, do not
reflect the use of any net assets accumulated as of December 31, 2009
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