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Independent Auditors’ Report

Board of Directors
Drug Policy Action

We have audited the accompanying financial statements of Drug Policy Action, which comprise
the statement of financial position as of May 31, 2020, and the related statements of activities,
functional expenses and cash flows for the year then ended, and the related notes to the
financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

PKF O’'CONNOR DAVIES, LLP
665 Fifth Avenue, New York, NY 10022 | Tel: 212.867.8000 or 212.286.2600 | Fax: 212.286.4080 | www.pkfod.com

PKF O’Connor Davies, LLP is a member firm of the PKF International Limited network of legally independent firms and does not accept any responsibility or
liability for the actions or inactions on the part of any other individual member firm or firms.



Board of Directors
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Drug Policy Action as of May 31, 2020, and the changes in its net
assets and its cash flows for the year then ended in accordance with accounting principles
generally accepted in the United States of America

Report on Summarized Comparative Information

We have previously audited Drug Policy Action’s May 31, 2019 financial statements, and we
expressed an unmodified audit opinion on those audited financial statements in our report dated
November 14, 2019. In our opinion, the summarized comparative information presented herein

as of and for the year ended May 31, 2019 is consistent, in all material respects, with the
audited financial statements from which it has been derived.

K O Cramp, Davies, LLP

February 11, 2021



Drug Policy Action

Statement of Financial Position

May 31, 2020

(with comparative amounts at May 31, 2019)

ASSETS

Cash and cash equivalents
Investments

Due from Drug Policy Alliance
Grants receivable, net

Total Assets

LIABILITIES AND NET ASSETS
Liabilities
Accounts payable and accrued expenses
Other payable
Total Liabilities

Net Assets
Without donor restrictions
With donor restrictions
Total Net Assets

See notes to financial statements

2020 2019
$ 4,212,335 $ 8,844,800
5,438,198 6,661,332
18,805 -
4,350,000 7,753,096
$ 14,019,338 $ 23,259,228
$ 31,987 $ 17,472
500,000 -
531,987 17,472
8,507,798 15,388,660
4,979,553 7,853,096
13,487,351 23,241,756
$ 14,019,338 $ 23,259,228




Drug Policy Action

Statement of Activities

Year Ended May 31, 2020
(with summarized totals for the year ended May 31, 2019)

2020
Without Donor With Donor 2019
Restrictions Restrictions Total Total
SUPPORT, REVENUE AND INVESTMENT RETURN
Contributions $ 43,828 $ 2,379,897 $ 2,423,725 $ 1,521,449
Present value discount adjustment - 146,904 146,904 254,601
Investment return 273,650 - 273,650 247,805
Net assets released from restriction 5,400,344 (5,400,344) - -
Total Support, Revenue and Investment Return 5,717,822 (2,873,543) 2,844,279 2,023,855
EXPENSES
Program Services
Public policy and legal affairs 12,548,195 - 12,548,195 6,736,880
Support Services
Management and general 37,568 - 37,568 240,083
Fundraising 12,921 - 12,921 2,311
Total Expenses 12,598,684 - 12,598,684 6,979,274
Change in Net Assets (6,880,862) (2,873,543) (9,754,405) (4,955,419)
NET ASSETS
Beginning of year 15,388,660 7,853,096 23,241,756 28,197,175
End of year $ 8,507,798 $§ 4,979,553 § 13,487,351 $ 23,241,756

See notes to financial statements



Grant, general

Campaign donations
Consulting

Ballot and other initiatives
Administrative expenses
Insurance

Meeting and travel expense
Professional fees
Miscellaneous

Taxes

Total

Drug Policy Action

Statement of Functional Expenses

Year Ended May 31, 2020
(with summarized totals for the year ended May 31, 2019)

2020 2019
Program Services Support Services
Public Policy and Management
Legal Affairs and General Fundraising Total Total
$ 10,454,562 $ - $ - $10,454,562 $ 6,500,000
5,000 - - 5,000 16,500
218,777 - 6,846 225,623 11,880
1,697,510 - - 1,697,510 208,500
172,346 - - 172,346 196,013
- 3,720 - 3,720 3,720
- - 4,648 4,648 944
- 26,559 - 26,559 24,650
- 3,789 1,427 5,216 17,067
- 3,500 - 3,500 -
$ 12,548,195 $ 37,568 $ 12,921 $ 12,598,684 $ 6,979,274
5
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Drug Policy Action
Statement of Cash Flows

Year Ended May 31, 2020
(with comparative amounts for the year ended May 31, 2019)

2020 2019

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ (9,754,405) $ (4,955,419)
Adjustments to reconcile change in net assets

to net cash from operating activities

Unrealized and realized gain on investments (131,958) (100,797)
Discount to present value (146,904) (254,601)
Changes in operating assets and liabilities
Prepaid expenses - 11,140
Grants receivable 3,550,000 2,600,000
Due from Drug Policy Alliance (18,805) -
Accounts payable and accrued expenses 14,515 (5,283)
Other payable 500,000 -
Net Cash from Operating Activities (5,987,557) (2,704,960)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments (132,908) (3,851,476)
Proceeds from sale of investments 1,488,000 3,249,610
Net Cash from Investing Activities 1,355,092 (601,866)
Net Change in Cash and Cash Equivalents (4,632,465) (3,306,826)
CASH AND CASH EQUIVALENTS
Beginning of year 8,844,800 12,151,626
End of year $ 4212335 $ 8,844,800

See notes to financial statements



Drug Policy Action

Notes to Financial Statements
May 31, 2020

Nature of Organization

Drug Policy Action is a non-profit organization organized and operated exclusively for
the purpose of promoting social welfare within the meaning of section 501(c)(4) of the
Internal Revenue Code of 1986, including, specifically to advocate for reform of federal,
state, local and foreign laws on drug policy, educating Americans at the grassroots level
about drug policy and involving them in efforts to ensure that government policies on
these issues effectively advance the public interest.

Summary of Significant Accounting Policies
Basis of Presentation and Use of Estimates

The accompanying financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (US GAAP)
which requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenue and expenses
during the reporting period. Accordingly, actual results could differ from those estimates.

Change in Accounting Principle

On June 1, 2019, Drug Policy Action adopted ASU 2014-09 Revenue from Contracts with
Customers, which provides a single comprehensive model for entities to use in accounting
for revenue arising from contracts with customers and supersedes most current revenue
recognition guidance. Adoption of the guidance had an immaterial impact on Drug Policy
Action’s financial statements.

In June 2018, the FASB issued ASU 2018-08, Clarifying the Scope and the Accounting
Guidance for Contributions Received and Contributions Made (“ASU 2018-08”). ASU
2018-08 provides a framework for evaluating whether grants and contributions should be
accounted for as exchange transactions or as non-exchange transactions. ASU 2018-08 is
effective for resource recipients for fiscal years after December 15, 2018. ASU 2018-08 is
effective for resource providers for fiscal years beginning after December 15, 2019.
Adoption of the ASU had an immaterial impact on Drug Policy Action’s financial
statements.

Cash and Cash Equivalents
For financial statement purposes, Drug Policy Action considers all highly liquid

instruments with maturities of three months or less at the time of purchase to be cash
equivalents.



Drug Policy Action

Notes to Financial Statements
May 31, 2020

Summary of Significant Accounting Policies (continued)

Fair Value Measurements

Drug Policy Action follows US GAAP guidance on Fair Value Measurements which defines
fair value and establishes a fair value hierarchy organized into three levels based upon the
input assumptions used in pricing assets. Level 1 inputs have the highest reliability and
are related to assets with unadjusted quoted prices in active markets. Level 2 inputs
relate to assets with other than quoted prices in active markets which may include quoted
prices for similar assets or liabilities or other inputs which can be corroborated by
observable market data. Level 3 inputs are unobservable inputs and are used to the extent
that observable inputs do not exist.

Investments and Investment Income Recognition

Investments are stated at fair value. Purchases and sales of securities are recorded on a
settlement-date basis. Interest and dividend income is recorded when earned. Realized
and unrealized gains and losses are included in the determination of the change in net
assets in the statement of activities.

Grants Receivable

Management periodically evaluates receivable balances to determine whether an
allowance for doubtful accounts should be established to provide for estimated
uncollectible amounts.

Grants and Contributions

Grants and contributions are recorded when an unconditional promise to give is made by
the donor. Grants and contributions that are restricted by the donor are reported as an
increase in net assets without donor restrictions if the restriction expires in the reporting
period in which the support is recognized. All other donor-restricted support is reported as
an increase in net assets with donor restrictions depending on the nature of the restriction.
When a restriction expires, net assets with donor restrictions are reclassified to net assets
without donor restrictions and reported as net assets released from restrictions.

Net Asset Presentation

The financial statements report amounts separately by class of net assets based on the
presence or absence of donor restrictions. Net assets without donor restriction amounts
are those currently available at the discretion of Drug Policy Action for use in its programs
and operations. Net assets with donor restriction amounts are those which are subject to
donor-imposed restrictions that will be met either by actions of Drug Policy Action or the
passage of time, and amounts that are subject to donor-imposed restrictions requiring that
they be maintained permanently by Drug Policy Action.



Drug Policy Action

Notes to Financial Statements
May 31, 2020

Summary of Significant Accounting Policies (continued)
Net Asset Presentation (continued)

Revenue and support are reported as increases in net assets without donor restrictions
unless their use is limited by donor-imposed restrictions. Expenses are reported as
decreases in net assets without donor restrictions. Gains and losses on investments and
other assets or liabilities are reported as increases or decreases in net assets without
donor restrictions unless their use is restricted by explicit donor stipulation or by law.
Expirations of net assets with donor restrictions (i.e., the donor-stipulated purpose has
been fulfilled and/or the stipulated time period has elapsed) are reported as net assets
released from restrictions.

Functional Allocations of Expenses

The financial statements report certain categories of expenses that are attributable to one
or more programs or operations and governance of Drug Policy Action. These expenses
include program services, grants, legal, insurance, and associated administrative
expenses; and are allocated based on time and cost of studies of efforts made on behalf
of each program.

Accounting for Uncertainty in Income Taxes

Drug Policy Action recognizes the effect of income tax positions only if those positions are
more likely than not of being sustained. Management has determined that Drug Policy
Action had no uncertain tax positions that would require financial statement recognition or
disclosure. Drug Policy Action is no longer subject to examination by the applicable taxing
jurisdictions for the periods prior to 2017.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year
presentation.

Subsequent Events Evaluation by Management

Management has evaluated subsequent events for disclosure and/or recognition in the
financial statements through the date that the financial statements were available to be
issued, which date is February 11, 2021.

Prior Year Summarized Comparative Information

Information as of and for the year ended May 31, 2019 is presented for comparative
purposes only. Certain activity by net asset classification is not included in these financial
statements. Accordingly, such information does not include sufficient detail to constitute a
presentation in conformity with US GAAP. Accordingly, such information should be read in
conjunction with Drug Policy Action’s financial statements as of and for the year ended
May 31, 2019, from which the summarized comparative information was derived.
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Drug Policy Action

Notes to Financial Statements
May 31, 2020

Concentration of Credit Risk

Drug Policy Action’s financial instruments that are potentially exposed to concentration of
credit risk consist primarily of cash and cash equivalents, receivables and investments.
Drug Policy Action maintains its cash with a financial institution which at times, may be in
excess of the Federal Deposit Insurance Corporation’s insurance limit. Investments are
managed by professional investment management firms and are monitored by the Board
of Directors and an investment advisor engaged by Drug Policy Action.

As of May 31, 2020 and 2019, one funding source accounted for approximately 80% and
89% of grants receivable. In addition, during the fiscal years ended May 31, 2020 and
2019, one funding source accounted for 35% and 67% of total revenue and support.

Investments

The following are major categories of investments as of May 31:

Description 2020 2019
Mutual Funds, at Fair Value

Short-term bond index fund $ 2,225,208 $ 2,105,674
Short-term grade fund 3,207,653 3,062,734
Stock market index fund 5,337 4,792
5,438,198 5,173,200
CDs at cost, plus accrued interest - 1,488,132
Total $ 5,438,198 $ 6,661,332

As of and for the years ended May 31, 2020 and 2019 all of Drug Policy Action’s
investments bought, sold, and held measured at fair value were valued using Level 1
inputs under the fair value hierarchy.

The composition of investment return as reported in the statement of activities for the
years ended May 31, consisted of the following:

2020 2019
Interest and dividends $ 141,692 $ 147,008
Unrealized and realized gain 131,958 100,797
Total Investment Return $ 273,650 $ 247,805
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Drug Policy Action

Notes to Financial Statements
May 31, 2020

Liquidity and Availability of Financial Assets

Drug Policy Action’s financial assets and resources available to meet cash needs for general
expenditures within one year of the date of the statement of financial position were as follows
at May 31:

2020 2019
Financial Assets:
Cash and cash equivalents $ 4,212,335 $ 8,844,800
Investments 5,438,198 6,661,332
Due from Drug Policy Alliance 18,805 -
Grant receivable 4,350,000 7,753,096
Total Financial Assets 14,019,338 23,259,228
Less: Contractual or donor imposed restriction amounts
Grants receivable - future years - 3,803,096
Donor imposed restrictions 729,553 100,000
Financial Assets Available to Meet General Expenditures
Over the Next Twelve Months $ 13,289,785 $19,356,132

As part of Drug Policy Action’s liquidity management, it has a policy to structure its financial
assets to be available as its general expenditures, liabilities, and other obligations come due.
In addition, Drug Policy Action invests cash in excess of daily requirements in its investment
portfolio. Drug Policy Action anticipates that the 2021 expenditures will continue to be
covered by contributions and unrestricted fund balance.

Grants Receivable

Grants receivable are due within one to five years. Payments expected to be received in
more than one year have been discounted to their present value using an interest rate
ranging from 2.58% to 4.03%. All receivables are due within one year as of May 31, 2020.
At May 31, 2020 and 2019, management has deemed all amounts outstanding to be
collectible. Grants receivable at May 31, are summarized as follows:

2020 2019
Receivable within one year $ 4,350,000 $ 3,950,000
Receivable within two-five years - 3,950,000
Discount to present value - (146,904)
Total $ 4,350,000 $ 7,753,096
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Drug Policy Action

Notes to Financial Statements
May 31, 2020

Net Assets with Donor Restriction

Net assets with donor restrictions at May 31, 2020 and 2019 are restricted for the following
purposes:

2020 2019
Purpose Restricted
Policy Reform $ - $ 100,000
Oregon Decriminalization Ballot Initiative 564,656 -
Pell Grant Project 64,897 -
Total Purpose Restricted 629,553 100,000
Time restricted 4,350,000 7,753,096

$ 4,979,553 $ 7,853,096

Net assets released from restrictions in fiscal year 2020 and 2019 are as follows:

2020 2019
Policy Reform $ 100,000 $ -
Oregon Decriminalization Ballot Initiative 1,350,344 -
Time restricted 3,950,000 3,950,000

$ 5,400,344 $ 3,950,000

Related Party Transactions

As per an administrative service agreement between Drug Policy Action and Drug Policy
Alliance (“DPA”), Drug Policy Action reimburses DPA for all administrative, personnel and
related expenses, and use of facilities. During the years ended May 31, 2020 and 2019,
Drug Policy Action reimbursed DPA $172,346 and $196,013 for expenses paid by DPA.
During the years ended May 31, 2020 and 2019 Drug Policy Action made grants totaling
$10,454,562 and $6,500,000 to DPA.

COVID-19
The COVID-19 pandemic has resulted in substantial volatility in the global financial markets.

Because of the response to changing market conditions, the amount of losses, if any, cannot
be determined.

* k k k %
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