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REPORT OF INDEPENDENT AUDITORS

The Board of Directors
International AIDS Vaccine Initiative, Inc

Report on the financial statements

We have audited the accompanying consohdated financial statements of International AIDS Vaccine
Iniiative, Inc (IAVI), which comprise the consohidated statement of financial position as of December 31,
2012, the related consolidated statements of activities, changes in net assets, functional expenses and cash
flows for the year then ended, and the related notes to the financial statements The prior year summarized
comparative information has been derived from 1AV1’s 2011 financial statements and, in our report dated July
10, 2012, we expressed an unqualified opinion on those statements

Management’s responsibility for the financial statements

Management 1s responsible for the preparation and fair presentation of these financial statements n
conformity with U S generally accepted accounting principles, this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that
are free of material misstatement, whether due to fraud or error

Auditor’s responsiblity

Our responsibility 15 to express an opmnion on these financial statements based on our audit We conducted
our audit in accordance with auditing standards generally accepted m the Unned States Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of matenal misstatement

An audit mvolves performing procedures to obtain audut evidence about the amounts and disclosures in the
financial statements The procedures selected depend on the auditor’s judgment, including the assessment of
the nsks of material misstatement of the financial statements, whether due to fraud or error In making those
risk assessments, the auditor considers inlernal control relevant to the entiy’s preparation and fair
presentation of the financial statements n order to design audit procedures that are appropnate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control Accordingly, we express no such opmion An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained 1s sufficient and appropniate to provide a basis for our
audit opimon

A member firm of Erst & Young Giobai Limted
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Opmion

In our opmon, the financial statements referred to above present fairly, in all material respects, the
consohidated financial position of Intemational AIDS Vaccine Initiative, Inc at December 31, 2012, and the
consolidated changes m 1ts net assets and 1its cash flows for the year then ended in conformity with U S
generally accepted accounting principles

Supplementary information

Our audst was conducted for the purpose of forming an opinion on the financial statements as a whole The
accompanying supplementary information (consolidating statements of financial posiion and activities) are
presented for purposes of additional analysis and are not a required part of the financial statements Such
information 1s the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements The information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain additional procedures,
mncluding comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themselves, and other additional
procedures (n accordance with auditing standards generally accepted in the United States In our opinion, the
mformation 1s fairly stated in all matenial respects n relation to the financial statements as a whole

AN £ Tokr L7

July 15,2013

A member firm of Emst & Young Global Limded
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC,
Consolidated Statements 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
Liabilities

Contracts payable

Accounts payable and accrued expenses

Loans payable

Deferred rent payable

Lease incentive obligation

Deferred grant revenue

Deferred compensation payable

Total habihties

Commitments and contingencies

NET ASSETS
Unrestricted-Board designated
Temporanly restricted

Total net assets

Total liabilities and net assets

December 31,

2012 2011
$ 12,102,775 § 21,937,055
87,997 158,450
30,176,249 34,501,955
12,878,129 12,878,129
24,113,686 14,242,971
413,002 831,884
1,329,417 1,476,139
1,574,916 2,136,843
18,615,325 22,096,307
$101,291,496  $110,259,733
$ 2442367 $ 4,734,198
4,730,687 4,441,479
17,881,565 17,922,697
1,687,852 1,555,773
994,583 1,066,917
12,107,136 8,800,000
413,002 831,884
40,257,192 39,352,948
48,670,340 46,510,137
12,363,964 24,396,648
61,034,304 70,906,785
$101,291,496  $110,259,733

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

Consclidated Statement of Activities
For the Year Ended December 31, 2012

With Summanized Financial Information for 2011

Temporarily Total
Unrestricted Restricted 2012 2011
OPERATING SUPPORT, REVENUE,
AND RECLASSIFICATIONS
Grants and contributions $ 57,556,372 2,519,292 00,075,664 $ 58,738,360
Investment income, net 1,298,840 - 1,298,840 1,360,714
Net gain (loss) on foreign currencies 291,781 - 291,781 (4,922)
Other income 373,184 - 373,184 1,064,228
Net assets released from restrictions 14,551,976 (14,551,976) - -
Total support, revenue, and
reclassifications 74,072,153 {12,032,684) 62,039,469 61,158,380
OPERATING EXPENSES
Program services
Vaccme advocacy, education and
policy/access 6,766,992 - 6,766,992 8,889,345
Research and development 52,454,943 - 52,454,943 59,902,407
Total program services 59,221,935 - 59,221,935 68,791,756
Supporting services
General and adminustrative 9,825,676 - 9,825,676 11,466,845
Fund-raising 2,878,050 - 2,878,050 3,057,659
Total supporting services 12,703,726 - 12,703,726 14,524,504
Total expenses 71,925,661 - 71,925,661 83,316,260
Foreign exchange translation adjustment (13,711) - (13,71 (187,907)
Total expenses and foreign exchange
translation adjustment 71,911,950 71,911,950 83,128,353

Change n net assets

(9.872,481) 8 (21,969,973)

$ 2,160,203 § (12,032,684)

The accompanying notes are an integral part of these financial statements
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC,
Consolidated Statements of Changes 1in Net Assets
For the Years Ended December 31, 2012 and 2011

Net assets, January 1, 2010

Return of capital contnibutions to non-
controlling interest holder

Other changes 1n net assets during 2011

Termination of non-controlling interest in
IAVILab LLC

Changes n net assets

Net assets, December 31, 2011

Changes 1n net assets

Net assets, December 31, 2012

International AIDS Vaccine

Inmitiative, Inc. Controlling Interest

Non-controlling
Interest

Temporanly

Unrestricted Restricted Unrestricted Total

$ 84,807,482 $ 9,279,032 $ (1,209,756) $ 92,876,758
- - (10,000) (10,000}
(36,466,723) 15,117,616 (610,866) (21,959,973)

(1,830,622) - 1,830,622 -

(38,297,345) 15,117,616 1,209,756 (21,969,973}

46,510,137 24,396,648 - 70,906,785
2,160,203 (12,032,684) - {9,872,481)

$ 48,670,340 $ 12,363,964 $ - $ 61,034,304

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

OPERATING ACTIVITIES
Change 1n net assets
Adjustments to reconcile change in net assets to net cash
used in operating activities
Depreciation and amortization
Deferred rent
Amortization of lease incentive obligation
Net realized and unreahized (gains) losses on investments
Net (gan} loss on foreign currencies
Gain on forgiveness of loan payable
Changes 1n operating assels and labilities
Accrued nvestment income
Grants and other receivables
Restricted investments
Refundable advances, security deposits, and other assets
Contracts payable
Accounts payable and accrued expenses
Deferred grant revenue
Deferred compensation payable
Net cash used 1n operating activities

INVESTING ACTIVITIES

Net sales of investments

Change 1n restnicted cash

Payments for property, equipment, and leasehold improvements

Net cash provided by investing activities

FINANCING ACTIVITIES
Borrowings on loans payable
Net cash provided by financing activities

Effect of exchange rate changes on cash

Net decrease 1n cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION
Cash paid for interest

Cash paid for income taxes

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

Leasehold improvements purchased under lease incentive obligation

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

2012 2011
$  (9,872,481) S (21,969,973)
4,457,538 5,377,012
132,079 45,944
(72,334) (18,083)
(35,202) 206,616
(291,781} 4,922
(41,132) -
70,453 (79,519)
(9,781,606) 1,174,263
418,382 51,763
561,927 931,778
(2,322,875) (573,737)
339,870 307,185
3,307,136 (800,000)
(418,882) (51,763)
(13,548,408) (15,393,592)
4,360,908 4,791,043
146,722 289,017
(1,027,218) (1,602,750)
3,480,412 3,477,310
- 813,199
- 813,199
233,716 (225,944)
(9,834,280) (11,329.027)
21,937,055 33,266,082
$ 12,102,775 § 21937055
$ 214461 § 280,742
$ - $ 6,446
$ - $ 50,662
$ - $ 1,085,000




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2012

NOTE 1

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization

The accompanying consolidated financial statements include the accounts of
International AIDS Vaccine Initiative, Inc , Stichting International AIDS Vaccine
Imtiative, The Netherlands (the Stichting), IAVI Holdings LLC, IAVI Lab LLC,
and IAVI Historic Holdings LLC (collectively, IAVI) International AIDS
Vaccine Initiative, Inc 1s the sole member of IAVI Holdings LLC and IAVI
Historic Holdings LLC IAVI Historic Holdings LLC 1s the sole member of IAVI
Lab LLC 1AVI 1s a global imtiative dedicated to ensuring the development of
safe, effective, accessible, preventive HIV vaccines for use globally IAVI has
offices in five countries around the world, including US headquarters in New
York City The Stichting 1s a separate foundation based 1n the Netherlands All
entities are under the control of one common Board of Directors All
intercompany balances and transactions were eliminated 1n consolhidation

IAVI focuses on two major areas of activity

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

2 Securing and sustaiming high-level global commitment for accelerated vaccine
research and development by promoting adoption of public policies that
support rapid development and distribution of preventive vaccines, especially
in the countries most affected by the epidemic and where the need for a
vaccine 15 the most urgent Expenditures related to these activities are
classified as vaccine advocacy, education and policy/access

Fund Accounting and Net Asset Classifications

To ensure comphiance with restrictions placed on the resources availtable to IAVI,
its accounts are maintained 1n accordance with the principles of fund accounting
This procedure classifies resources for accounting and reporting into funds
established according to their nature and purpose In the accompanying
consohdated financial statements, funds that have similar characteristics have
been combined nto two net asset categories unrestricted and temporanly
restricted




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2012

NOTE 1

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(continued)

Unrestricted net assets are either not restricted by donors or the donor-imposed
restrictions  have expired As reflected in the accompanying consolidated
statements of financtal position, IAVE's Board of Directors has designated its
unrestricted net assets for operating expenses, development commitments, and
feasibility and efficacy trial commitments

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

Functional Expense Allocation

The majority 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 that were determined by management

Cash Equivalents

IAVI considers highly hquid financial instruments purchased with maturities of
three months or less, other than those that are restricted as to use or held as part of
long-term 1nvestments, to be cash equivalents

At December 31, 2012, cash and cash equivalents were held primarily n three
financial institutions

Revenue Recognition

[AVI records as revenue the following types of contributions when they are
recelved unconditionally at their 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 receivable at December 31, 2012 and 2011
are expected to be received within the next year At December 31, 2012, grants
from US pgovernment agencies, foreign government agencies, and foundations
and other organizations represented approximately 46%, 53%, and 1% of grants
recewvable, respectively At December 31, 2011, grants from a U S government
agency, foreign government agencies, and foundations represented approximately
47%, 48%, and 5% of grants receivable, respectively A U S government agency
and a foreign government agency accounted for a combined 71% and 60% of total
grants and contributions revenue for 2012 and 2011, respectively

.9-




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2012

NOTE 1

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(conttnued)

Temporarily Restricted Contributions

IAVI 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
restriction 1s fulfilled, temporarily restricted net assets are reclassified to
unrestricted net assets and reported as net assets released from restricttons [AVI's
policy records temporarily restricted contributions recerved and expended 1n the
same accounting period (n the unrestricted net asset class.

Donated Goods and Services

In accordance with U S generally accepted accounting principles (GAAP), IAVI
records in-kind contributions that meet the critenia for recognition as revenue and
expense in the accompanying consolidated financial statements Contributed fixed
assets are recorded as contribution revenue at their estimated fair value on the
date received and are depreciated over their estimated useful Lives

IAVI received donated website banner space and professional services valued at
approximately $634,000, and $198,000 during the year ended December 31,
2012, respectively During 2011, IAVI received in-kind contributions of legal
services of approxmmately $147,000 In addition, IAVI recerved discounted
airfare, website banner space, and professional services of approximately
$33,000, $266,000, and $134,000 during the vear ended December 31, 201,
respectively In-kind contributions are reflected in grants and contributions
revenue 1n the accompanying consolidated statements of activities and are
expensed 1n the year received

Cost-reimbursement Contract Expenses

IAVI] recognizes contract expenses when the expenses are reported by the
contractors During 2012 and 2011, IAVI] advanced funds to certain contractors
that were not yet expended as of December 31, 2012 and 2011 These advances
amounted to approximately $617,000 and $838,000 and are included n
refundable advances, security deposits, and other assets in the accompanying
consolidated statements of financial position as of December 31, 2012 and 2011,
respectively

-10-




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2012

NOTE 1

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(continued)

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 securities 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 US GAAP
requires management to make certain estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and
liabihities at the date of the financial statements and revenue and expenses during
the reporting period Actual results could differ from those estimates

Property, Equipment, and Leasehold Improvements

Property, equipment, and leasehold improvements have been recorded at cost
when purchased or, 1f donated, at their estimated fair value on date of recetpt and
are stated net of depreciation and amortization Property 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 estimated 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 1s a local currency
other than the U S dollar

The foreign exchange translation adjustment 1s reported as a component of the
applicable net asset classification and results from the translation of the
Stichting’s assets, liabilities, and operattons into US dollars at appropnate
exchange rates

All assets and liabihities denominated 1n foreign currencies are remeasured in U S
dollars using the appropriate December 31% exchange rates

-11-




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.

Notes to Consolidated Financial Statements
December 31, 2012

NOTE 1

NOTE 2

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

(continued)

Summarnized Financial Information for 2011

The accompanying consolidated financial statements include certain prior year
summarized comparative information 1n total, but not by net asset class Such
information does not nclude sufficient detail to constitute a presentation 1n
conformity with U S GAAP Accordingly, such information should be read n
conjunction with 1AVI’s financial statements for the year ended December 31,

2011, from which the summarized information was derived

Reclassifications

Certain expenses in the 2011 consolidated statements of activities and functional
expenses have been reclassified to conform to the current year presentation

LONG-TERM INVESTMENTS

Long-term investments consisted of the following

December 31,

2012 2011
Fixed-income securities

U S government and agency securities $ 17,507,169 £ 11,840,502
U S corporate obligations 6,421,063 11,228,633
Asset- and mortgage-backed securities 4,685,497 4,489,371
International corporate obhgations 1,295,311 3,250,877

Municipal bonds 145,874 -
Total fixed-ncome securities 30,054,914 30,809,383
Cash/money market funds 121,335 3,692,572
$ 30,176,249 $ 34,501,955

Restricted investments consist of mutual funds held as part
compensation arrangements at both December 31, 2012 and 2011

-12-
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2012

NOTE 2

NOTE 3

LONG-TERM INVESTMENTS (continued)

Investment income, net consisted of the following

Year Ended December 31,

2012 2011
Interest and dividend income $ 1,344,094 $ 1,722,900
Net reahzed gains on sales of investments 225,229 116,259
Net change in unrealized gains and losses on
investments (150,027) (322,875)
Investment fees and commissions (80,456) (155,570)
$ 1,298,840 $ 1,360,714

PROPERTY, EQUIPMENT, AND LEASEHOLD IMPROVEMENTS

Property, equipment, and leasehold improvements consisted of the following

December 31,

2012 2011

Lab equipment $ 18,056,439 $ 17,743,497
Office furniture and equipment 6,099,623 5,935,292
Software 1,691,175 1,642,881
Vehicles 142,027 191,283
Leasehold improvements 21,943,087 21,480,138
47,932,351 46,993,091

Less Accumulated depreciation and
amortization 29,317,026 24,896,784
' $ 18,615,325 $ 22,096,307

Depreciation and amortization expense was $4,457,538 and $5,377,012 for the

years ended December 31, 2012 and 2011, respectively
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2012

NOTE 4

FAIR VALUE MEASUREMENTS

IAV] employs the methods described in Accounting Standards Codification
(ASC) 820, Far Value Measurements, to value 1ts assets and habilities, when
applicable ASC 820 defines far value as the price that would be received to sell
an asset or paid to transfer a liability 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 fair value measurements and does not require any new fair value
measurements Fair value measurements are applied based on the unit of account
from the reporting entity’s perspective The unit of account determines what 1s
bemng measured by reference to the level at which the asset or hability 1s
aggregated (or disaggregated) for purposes of applying other accounting
pronouncements

ASC 820 establishes a valuation hierarchy for disclosure of the inputs to valuation
used to measure fair value The hierarchy priorntizes the inputs into three broad
levels as follows

Level I Inputs are quoted prices in active markets for identical assets or
habulities

Level 2 Inputs are quoted prices for similar assets and habilities 1n active
markets or mnputs that are observable for the assct or liability, either
directly or indirectly through market corroboration, for substantially
the full term of the financial instrument

Level 3 Inputs are unobservable inputs based on IAVI’s own assumptions
used to measure assets and habilities at fair value

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

The following table provides the assets and habiliies carried at farr value
measured on a recurring basis as of December 31, 2012

Fair Vatue Measurements at
December 31, 2012 Using

Carrying Value Quoted Pricesn Sigmficant Other Significant
(Fair Yalue at Active Markets Observable Inputs  Unobservable Inputs
December 31, 2012) (Level 1) (Level 2) (Level 3)
Cash and cash equivalents $ 12,102,775 $ 12,102,775 3 - §
Long-term mvestments 30,176,249 121,335 30,054,914
Restricted investments 413,002 413,002 -
Restricted cash 1,329,417 1,329,417
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consehdated Financial Statements
December 31, 2012

NOTE 4

NOTE 5

NOTE 6

FAIR VALUE MEASUREMENTS (continued)

The following table provides the assets and labihties carried at fair value
measured on a recurring basis as of December 31, 2011

Fair Value Measurements at
December 31, 2011 Using

Carrymg Value Quoted Prices in Sigmificant Other Significant
(Fair Value at Active Markets  Observable Inputs  Unobservable Inputs
December 31, 2011) (Level 1) {Level 2) {Level 3)
Cash and cash equivalents § 21,937,055 $ 21,937,055 $ - $
Long-term investments 34,501,955 3 692,572 30,809,383
Restricted investments 831,884 831 884 -
Restnicted cash 1,476,139 1,476,139

NET ASSETS

The Board of Directors has designated all unrestricted net assets as an operating
reserve The Board of Directors has discretion to review and change unrestricted
net asset designations

At December 31, 2012 and 2011, temporarily restricted net assets of $12,363,964
and $24,396,648, respectively, were restricted by multiple donors to fund
research, development, and country commitments

At December 31, 2012, there are no temporarily restricted net assets remaining
from the Ministry of Foreign Affairs of the Netherlands grant to support the
Product Development Partnership Fund All funds received have been expended
Expenditures for 2012 amounted to $4,837,033

Net assets released from restrictions in 2012 and 2011 reflect the use of funds in
connectton with development commitments of $14,551,976 and $8,126,875,
respectively

EMPLOYEE BENEFIT PLANS

IAVI] has a defined contribution retirement plan for employees under Section
403(b) of the Internal Revenue Code (the Code) The plan allows eligible
employees to contribute pre-tax dollars from their salaries up to the maximum
amount specified by the 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 $1,733,000
and $1,840,000 during the years ended December 31, 2012 and 2011,
respectively
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Conschdated Financial Statements
December 31, 2012

NOTE 6

NOTE 7

EMPLOYEE BENEFIT PLANS (continued)

During 2005, IAVI 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 1n restricted investments and deferred compensation payable in the
accompanying consohidated statements of financial position at December 31, 2012
and 2011 IAVI does not contribute to the plan

At December 31, 2011, IAVI was also the custodian of assets, offset by a liability

relating to a deferred compensation plan for a former officer that s applicable to
prior employment Such amounts were completely paid out in fiscal 2012

COMMITMENTS AND CONTINGENCIES

Conditional Contributions

At December 31, 2012, IAVI has been approved for certain conditional grants
from public and private sources In accordance with U S GAAP, such conditional
contributions are not recogmized as revenue until such time as the related
conditions have been met These contributions are intended to fund IAVI’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 submitted to the assorted grantors In some instances, for IAVI to
receive funds according with the agreements underlying these conditional
contributions, {AVI must develop new programs, identify new vaccine
development partners, and achieve project milestones Programs are subject to
annual review by the grantors If IAVI 1s unable to expend funds in accordance
with the program objectives or 1s unable to meet its program objectives, grantors
may discontinue funding Total conditional contributions outstanding at
December 31, 2012 amounted to approximately $59,697,000

Operating Leases

IAVI leases 1ts office space and certain office equipment under non-cancellable
operating lease agreements

In October 2010, IAVI entered into a lease agreement for new office space in
New York City The lease term commenced in 2011 and has a 15-year term 1AVI
has the right to terminate the lease after 10 years for a termination fee [AVI also
has the right to renew the lease for an additional five years after the first 15 years
1s completed The lease calls for escalation charges over the term
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INTERNATIONAL AIDS YACCINE INITIATIVE, INC.
Notes to Consolidated Financial Statements
December 31, 2012

NOTE 7

COMMITMENTS AND CONTINGENCIES (continued)

Operating Leases (continued)

In June 2007, IAVI entered into a lease agreement at the Brooklyn Army
Terminal for laboratory and office space This lease term commenced in
January 2008 and the lease included a 10-month rent-free period and escalation
charges during the lease term

Future minimum lease payments relating to the operating leases are as follows

Year Ending Minimum

December 31, Payments
2013 $ 1,988,140
2014 1,895,909
2015 1,903,898
2016 1,809,101
2017 1,860,491
Thereafter 14,666,924

§ 24,124,463

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 paid n accordance with the terms of the lease were reflected as deferred
rent payable, a liability 1n the accompanying consolidated statement of financial
position Rent expense was approximately $2,736,000 and $3,661,000 for the
years ended December 31, 2012 and 2011, respectively Sublease income
amounted to approximately $777,000 for the year ended December 31, 2011 The
sublease was terminated, effective December 31, 2011

Under the terms of the New York office space lease, the landlord reimbursed
IAVI for certain leasehold improvement costs that amounted to $1,085,000 The
costs are included 1n property, equipment, and leasehold improvements, net (n the
accompanying consolidated statement of financial position As of December 31,
2012, a lease incentive obligation of approximately $995,000 was reflected in the
accompanying consohdated statement of financial position Such amount will be
amortized as a reduction of rent expense over the term of the lease

Letter of Credit

IAVI has an outstanding standby letter of credit of $1,000,000 serving as a
security deposit under its lease for office space in New York The letter of credit
1s secured by $1,024,329 and $1,024,750 i cash, which 1s presented as restricted
cash in the accompanying consolidated statement of financial position as of
December 31, 2012 and 2011, respectively
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Notes to Consohidated Financial Statements
December 31, 2012

NOTE 7

NOTE 8

COMMITMENTS AND CONTINGENCIES (continued)
Line of Credit

In March 2011, IAVI entered into a $25,000,000 secured line of credit
arrangement, which expired on January 31, 2013 No leoans were drawn agaimnst
the line during 2011 or 2012 The arrangement was renewed 1n June 2013, with
an expiration date of June 30, 2014 Under the line, the bank may provide loans,
at the bank’s discretion, and s not committed to lend to JAVI

General

Various claims and regulatory reviews arise in the ordinary course of 1AVID’s
activities Based upon information currently available, management belicves that
any lhability arnsing therefrom will not materally affect the consolidated financiai
position and operations of IAVI

FINANCING
Brooklyn Army Terminal

In February 2008, IAVI entered into a financing arrangement to fund a portion of
the costs of improvements to be made to IAVI's leasehold for laboratory and
office space at the Brooklyn Army Terminal Under this arrangement, the City of
New York, through the Economic Development Corporation (EDC), provided
funding of $12 million IAVI received funding of approximately $3 3 million
through a new markets tax credits program To facilitate the new markets tax
credit program IAVI formed two subsidiary entities 1AVI Holdings LI.C and
IAVI Lab LLC 1n February 2008 and to facilitate the historic tax credit program
IAVI formed a subsidiary entity IAVI Historic Holdings in October 2008

Economic Development Corporation

The grant from the EDC 1s recorded as deferred revenue in IAVI’s consolhidated
financial statements and 1s being recognized on a straight-line basis over the hife
of the 15-year lease period In both 2012 and 2011, $800,000 in revenue was
recognized from the EDC

IAVI has recerved $3 3 mullion 1in new funds to support the construction of the lab
under the new markets tax credits program through a series of loans and capital
contributions made through IAVI’s subsidiaries and unrelated special purpose
vehicles (SPVs) established for this purpose
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NOTE 8

FINANCING (continued)

Economic Development Corporation {continued)

IAVI Holdings LLC made a loan of $12 9 miliion to SPV (1) At December 31,
2012 and 2011, IAVI Holdings LLC had an outstanding loan receivable of $12 9
million from SPV (1) earning interest at 4 27% per year (0 50% of which 1s
payable quarterly with the remaining accruing untl the Apnl 5, 2015 maturity
date of the loan) All principal 1s due on the maturnity date SPV (1) invested the
proceeds of that loan in SPVs (2) and (3)

SPVs (2) and (3) utihzed those funds to make 2 loans totaling $17,149,899 to
IAV] Lab LLC for payment of construction costs As of December 31, 2012 and
2011, IAVI Lab LLC had outstanding loans payable of $17,149,899 accruing
interest, payable quarterly, at 1 23% per year Principal on the outstanding loans
payable 1s due on April 1, 2015 and April 1, 2028, the maturity dates of the loans

Imitially, approximately $922,000 of funds borrowed by IAVI Lab LLC was
reserved for debt service on the loans payable The balance of these reserved
funds remaining at December 31, 2012 was approximately $305,000 and was
included 1n restricted cash in the accompanying consolidated statement of
financial position

Revenue is being recognized over the life of the seven-year comphance period of
this arrangement in the form of interest income on the loan receivable and interest
expense on the loans payable In 2012 and 2011, 1AVI recorded interest income
of approximately $652,000 and $625,000, respectively, and interest expense of
approximately $214,000 and $214,000, respectively, on this arrangement At the
end of this comphance period, under the new market tax credit program, 1t s
anticipated that IAVI will recognize additional revenue related to extinguishment
of the loan receivable and loans payable, and no additional cash outlays are
anticipated

Historic Tax Credits Program

In October 2008, 1AVI] entered into another financing arrangement under the
historic tax credits program This arrangement was terminated effective as of
December 31, 2011 A non-controlling interest in IAVI Lab LLC was terminated
as a result of the termination of this transaction
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NOTE 7

NOTE 8

COMMITMENTS AND CONTINGENCIES (continued)

Line of Credit

In March 2011, JAVI entered into a $25,000,000 secured line of credit
arrangement, which expired on January 31, 2013 No loans were drawn against
the hine during 2011 or 2012 The arrangement was renewed 1n June 2013, with
an expiration date of June 30, 2014 Under the hne, the bank may provide loans,
at the bank’s discretion, and 1s not committed to lend to IAVI

General

Various claims and regulatory reviews arise 1n the ordinary course of IAVI’s
activities Based upon information currently available, management believes that
any hability arising therefrom will not materially affect the consclidated financial
position and operations of [AV]

FINANCING
Brooklyn Army Terminal

In February 2008, IAVI entered into a financing arrangement to fund a portion of
the costs of improvements to be made to IAVI’s leasehold for laboratory and
office space at the Brooklyn Army Termunal Under this arrangement, the City of
New York, through the Economic Development Corporation (EDC), provided
funding of $12 miliion 1AVI received funding of approximately $3 3 milhon
through a new markets tax credits program To tfacilitate the new markets tax
credit program JAVI formed two subsidiary entities IAVI] Holdings LLC and
IAVI Lab LLC in February 2008 and to facilitate the historic tax credit program
IAVI] formed a subsidiary entity IAVI Historic Holdings i October 2008

Economic Development Corporation

The grant from the EDC 1s recorded as deferred revenue in IAVI’s consolidated
financial statements and 15 being recognized on a straight-line basis over the life
of the 15-year lease period In both 2012 and 2011, $800,000 n revenue was
recognized from the EDC

IAVI has received $3 3 mullion 1n new funds to support the construction of the lab
under the new markets tax credits program through a series of loans and capital
contributions made through IAVI's subsidiaries and unrelated special purpose
vehicles (SPVs) established for this purpose
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NOTE 8

FINANCING (continued)

Economic Development Corporation (continued)

IAVI Holdings LLC made a loan of $12 9 millien to SPV (1) At December 31,
2012 and 2011, IAVI Holdings LLC had an outstanding loan recewvable of $12 9
million from SPV (1) earning nterest at 4 27% per year (0 50% of which 1s
payable quarterly with the remaining accruing until the April 5, 2015 maturity
date of the loan) All principal 15 due on the matunity date SPV (1) invested the
proceeds of that loan in SPVs (2) and (3)

SPVs (2) and (3) utihized those funds to make 2 loans totaling $17,149,899 to
IAVI Lab LLC for payment of construction costs As of December 31, 2012 and
2011, IAVI Lab LLC had outstanding loans payable of $17,149,899 accruing
interest, payable quarterly, at 1 23% per year Principal on the outstanding loans
payable 1s due on April 1, 2015 and Apnil 1, 2028, the maturity dates of the loans

[nially, approximately $922,000 of funds borrowed by IAVI Lab LLC was
reserved for debt service on the loans payable The balance of these reserved
funds remamning at December 31, 2012 was approximately $305,000 and was
included 1n restricted cash in the accompanying consolidated statement of
financial position

Revenue 1s being recognized over the life of the seven-year compliance period of
this arrangement 1n the form of interest income on the loan receivable and interest
expense on the loans payable In 2012 and 2011, [AV] recorded interest income
of approximately $652,000 and $625,000, respectively, and interest expense of
approximately $214,000 and $214,000, respectively, on this arrangement At the
end of this comphance period, under the new market tax credit program, 1t 1s
anticipated that IAVI will recognmize additional revenue related to extinguishment
of the loan receivable and loans payable, and no additional cash outlays are
anticipated

Historic Tax Credits Program

In October 2008, IAVI entered into another financing arrangement under the
historic tax credits program This arrangement was terminated effective as of
December 31, 2011 A non-controlling interest in [AVI Lab LLC was terminated
as a result of the termination of this transaction
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NOTE 8

NOTE 9

FINANCING (coniinued)

Other loan payable

In August 2011, IAVI entered into a loan agreement with a research partner under
which the partner lent funds to 1AVI to refurbish laboratory space used by IAVI

IAVI’s obhigation at December 31, 2012 and 2011 amounted to $731,666 and
$772,798, respectively The loan does not bear interest and 1s to be repaid n equal
anpual installments commencing on August 1, 2012 through August 1, 2021

Future repayments are scheduled as follows approximately $81,000 in each of the
years 2013 - 2017 and approximately $327,000 in years thereafter

The partner may waive annual repayment requirements 1f research funding that
the partner receives from 1AVI meets certain annual thresholds and 1f additional
external funding received by the partner, in the partner’s reasonable opinion, 1s
sufficient to allow the partner to waive the annual payment The partner waived
the annual 1nstallment due 1n 2012

FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used by IAVI for fair value
measurements made 1n the accompanying financial statements under ASC 820

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

Cash and restricted cash The carrying amounts reported 1n the accompanying
statements of financial position represent their fair values

Grants receivable 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
ttiming of the cash flows and other specific factors that would be considered by
market participants The fair value measurements also include consideration of
donor’s credit risk

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

Restricted mvesiments Restricted investments are stated at fair value as
determimed by quoted market prices
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NOTE 9

FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

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

Loan recevable 1t 1s 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 1 Note 8 and 1s expected to be extinguished prior to 1ts maturity
Therefore, the loan receivable does not represent a typical loan arrangement
entered into for investment purposes The terms of the loan are discussed
Note 8

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

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

Loans payable 1t 1s not practicable to estimate the fair values of the loans payable
related to the new markets tax credits program discussed in Note 8 These loans
are expected to be extinguished prior to their maturity dates and do not represent
typical borrowing arrangements The fair value of the other loan payable has been
estimated using discounted cash flow techniques and a discount rate of 3 25%

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

2012 2011
Carrying Value Famr Value  Carrying Value Fair Value

Cash and cash

equivalents $ 12,102,775 $12,102,775 § 21,937,055 $ 21,937,055
Long-term investments 30.176,249 30,176,249 34,501,955 34,501,955
Loan receivable 12,878,129 ** 12,878,129 **
Grants and other

recetvables 24,113,686 24,113,686 14,242 971 14,242 971
Restricted investments 413,002 413,002 831,884 831,884
Restricted cash 1,329,417 1,329,417 1,476,139 1,476,139
Contracts payable 2,442,367 2,442,367 4,734,198 4,734,198
Loans payable—tax

credit program 17,149,899 ¥ 17,149,899 * &
Other loan payable 731,666 629,149 772,798 649,273

**Farr values are not determinable
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NOTE 10

NOTE 11

INCOME TAXES

[AVI 1s a Section 501(c)(3) not-for-profit orgamization, incorporated 1n the State
of Delaware, and 1s exempt from Federal income tax under Section 501(a) of the
Code It also 1s exempt from state and local income taxes The Stichting operates
from Amsterdam and 1s not subject to Dutch corporate income tax or gift tax
IAVI Heldings LLC, IAVI Lab LLC, and IAVI Historic Holdings LLC operate as
limited hability companies JAVI Holdings L.LI.C and 1AVI Historic Holdings LLC
are taxed as corporations IAVI Lab LLC was taxed as a partnership through
December 31, 2011 As a result of the termimnation of the historic tax credits
transaction (see Note 8), IAVI Lab LLC 1s considered to be a disregarded entity
for tax purposes, effective December 31, 2011 There were no tax expenses for
2012 Total tax expenses for 2011 amounted to approximately $5,700

At December 31, 2012, IAVI Historic Holdings LLC had net operating loss
carryforwards for Federal tax purposes of approximately $11,604,000, expiring in
years through 2032 1AV] Historic Holdings LLC had deferred taxes at December
31,2012 and December 31, 2011 related to the utihzation of the net operating loss
carryforwards of approximately $4,642,000 and $3,277,000, respectuively A
valuation allowance of an equal amount has been provided as of December 31,
2012 and 2011 due to the uncertainty of the realization of the deferred tax assets

ASC 740, Income Taxes, provides guidance for reporting uncertainty in income
taxes For the vears ended December 31, 2012 and 2011, IAVI has documented its
consideration of ASC 740 and determined that no matenal uncertain tax positions
qualify for esther recogmtion or disclosure n the consohdated financial
statements The Federal Form 990, Refurn of Organization Exempt from Income
Tax, as well as corporate tax returns for the limited hability companies, are
subject to examination by the Internal Revenue Service, generally for three years
after fited

SUBSEQUENT EVENTS

IAVI evaluated events and transactions that occurred between January 1, 2013
and July 15, 2013, which is the date that the financial statements were available to
be issued, for disclosure and recognition n the financial statements There were
no events or transactions during the subsequent event period requiring disclosure
or recognition 1n the consolidated financial statements
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INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Consolidating Statement of Financial Position

As of December 31, 2012
LAV]** The Suchting _ Consohdated
ASSETS
Cash and cash equivalents $ 11,254,559 $ 848216 § 12,102,775
Accrued mvestment income 87,997 - 87,997
Long-term investments 30,176,249 - 30,176,249
Loan recervabie 12,878,129 - 12,878,129
Grants and other receivables 24,106,668 7,018 24,113,686
Restricted investments 413,002 - 413,002
Restricted cash 1,329,417 - 1,329,417
Refundable advances, security deposits, and other assets 1,558,396 16,520 1,574,916
Property, equipment, and leaseheld improvements, net 18,615,325 - 18,615,325
Total assets $ 100,419,742 $ 871,754 $ 101,291,496
LIABILITIES AND NET ASSETS
Liabilitres
Granis payable $ 2345859 § 96,508  § 2,442,367
Accounts payable and accrued expenses 4,537,444 193,243 4,730,687
Loans payable 17,881,565 - 17,881,565
Deferred rent payable 1,687,852 - 1,687,852
Lease incentive obligation 994 583 ~ 994,583
Deferred grant revenue 12,107,136 - 12,107,136
Deferred compensation payable 413,002 - 413,002
Total habihities 39,967,441 289,751 40,257,192
NET ASSETS
Unrestricted and Board-designated 48,088,337 582,003 48,670,340
Temporanly restricted 12,363,964 - 12,363,964
Total net assets 60,452,301 582,003 61,034,304
Total habihties and net assets $ 100,419,742 3 871,754 $ 101,291,496

**Includes International AIDS Vaccine Imtiative, Inc, 1AV] Lab LLC, IAVI Holdings LLC, and [AVI] Historic
Holdings LL.C




INTERNATIONAL AIDS VACCINE INITIATIVE, INC.
Consolidating Statement of Activities (Total Net Assets)
For the Year Ended December 31, 2012

1AV[** The Stichting Consohdated
OPERATING SUPPORT AND REVENUE
Grants and contributions $ 60,065,355 $ 10,309 $ 60,075,664
Investment income, net 1,294,289 4,551 1,298,840
Net gain on foreign currencies 289,160 2,621 291,781
Other income 373,184 - 373,184
Total support and revenue 62,021,988 17,481 62,039,469
QOPERATING EXPENSES
Program services
Vaccine advocacy, education and policy/access 5,517,376 1,249,616 6,766,992
Research and development 52,303,655 151,288 52,454,943
Total program services 57,821,031 1,400,904 59,221,935
Supporting services
General and administrative 9,687,532 138,144 9,825,676
Fund raising 2,318,576 559,474 2,878,050
Total supporting services 12,006,108 697,618 12,703,726
Total expenses 69,827,139 2,098,522 71,925,661
Foreign exchange translation adjustment - (13,711) (13,711)
Total expenses and foreign exchange
translation adjustment 69,827,139 2,084,811 71,911,950
Contribution from [nternational AIDS Vaccine
Inihative, Inc to The Stichting {2,395,761) 2,395,761 -
Change 1n net assets £ 10200912y % 328,431 $ (9872481

** Includes International AIDS Vaccine Imtiative, Inc, IAVI Lab LLC, TAVI Holdings LLC, and 1AVI Historic
Holdings LLC
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