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INDEPENDENT AUDITORS’ REPORT

To the Members of the
Michael Smith Foundation for Health Research

Report on the Financial Statements

We have audited the accompanying financial statements of Michael Smith Foundation for Health
Research, which comprise the statement of financial position as at March 31, 2016, the statements of
operations and cash flows for the year ended March 31, 2016, and notes, comprising a summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Canadian accounting standards for not-for-profit organizations, and for such internal
control as management determines is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from 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 our 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, we consider 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. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of 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.

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG
network of independent member firms affiliated with KPMG International Cooperative
(“KPMG International”), a Swiss entity.

KPMG Canada provides services to KPMG LLP.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Michael Smith Foundation for Health Research as at March 31, 2016 and its result of operations and
its cash flows for the year ended March 31, 2016 in accordance with Canadian accounting standards
for not-for-profit organizations.

Report on Other Legal and Regulatory Requirements

As required by the Society Act (British Columbia), we report that, in our opinion, the accounting
policies applied in preparing and presenting the financial statements in accordance with the Canadian
accounting standards for not-for-profit organizations have been applied on a basis consistent with that
of the preceding year.
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e

Chartered Professional Accountants

June 24, 2016
Burnaby, Canada



MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Statement of Financial Position

March 31, 2016, with comparative information for 2015

2016 2015
Assets

Current assets:
Cash $ 3,867,859 $ 2,104,481
Contributions and other amounts receivable 455,911 3,322,379
Short-term investments (note 3) 83,567,998 111,068,558
Prepaid expenses and deposits 157,170 115,878
88,048,938 116,611,296
Long-term investments (note 3) 16,766,875 3,231,169
Capital assets (note 4) 174,057 142,105

$ 104,989,870 $ 119,984,570

Liabilities and Net Assets

Current liabilities:

Accounts payable and accrued liabilities $ 700,880 $ 516,807
Grants payable 551,175 17,574
1,252,055 534,381

Deferred contributions (note 5):
Contributions for expenses of future periods 90,578,651 102,594,193
Capital contributions 174,057 142,105
Sponsored projects 10,718,568 14,447,352
101,471,276 117,183,650

Net assets:

Restricted for endowment purposes 2,266,539 2,266,539

Commitments (note 6)

$ 104,989,870 $ 119,984,570

See accompanying notes to financial statements.

Approved on behalf of the Foundation:

M Director \.&ﬂ&? é dé@ L Director




MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Statement of Operations

Year ended March 31, 2016, with comparative information for 2015

2016 2015
Revenue:
Contributions recognized in current year (note 5(a)) $ 13,120,624 $ 13,745,726
Contributions recognized in current year — sponsored
projects (note 5(c)) 3,727,889 3,406,367
Amortization of deferred capital contributions (note 5(b)) 61,978 54,169
Other 817,146 533,357
17,727,637 17,739,619
Expenses (recovery):
Programs and projects
Career 5,623,248 5,769,934
Trainee 1,927,359 1,923,103
Research networks 713,295 437,500
Monitoring, evaluation, and learning system 88,190 835,072
Knowledge translation 62,871 278,458
Ethics harmonization 21,084 (6,820)
Partnership 404,583 275,000
Other 164,900 122,818
Program and project delivery 1,169,265 1,037,713
Sponsored project expenses 3,727,889 3,407,727
13,902,684 14,080,505
Administration:
General operating 3,762,975 3,604,945
Amortization of capital assets 61,978 54,169
3,824,953 3,659,114
17,727,637 17,739,619
Excess of revenue over expenses $ - $ -

See accompanying notes to financial statements.



MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Statement of Cash Flows

Year ended March 31, 2016, with comparative information for 2015

2016 2015

Cash flows from operating activities:

Contributions from the Province of British Columbia

Operations $ - $ 61,000,000
Sponsored projects 2,599,105 3,503,330
Grants and awards (8,921,268) (9,547,026)
Program and project delivery and administration (6,850,452) (2,820,227)
Sponsored project expenses (1,179,852) (5,350,056)
Other revenue 817,146 533,357
Investment revenue 2,459,941 1,501,553
Net cash provided by (used in) operating activities (11,075,380) 48,820,931

Cash flows from investing activities:
Purchase of investments (128,951,500) (139,763,192)
Proceeds from sale of investments 141,884,188 91,306,912
Purchase of capital assets (note 5(a)) (93,930) (103,652)
Net cash provided by (used in) investing activities 12,838,758 (48,559,932)
Net increase (decrease) in cash 1,763,378 260,999
Cash, beginning of year 2,104,481 1,843,482
Cash, end of year $ 3,867,859 $ 2,104,481

The Foundation uses the direct method in preparation of its statement of cash flows.

See accompanying notes to financial statements.



MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements

Year ended March 31, 2016

1. Nature of operations:

The Michael Smith Foundation for Health Research (the “Foundation”) is incorporated under the
Society Act (British Columbia) and is a registered charity under the Income Tax Act. Accordingly
the Foundation is exempt from income and capital taxes and is able to issue donation receipts for
income tax purposes.

The Foundation was established to create a vibrant and sustainable British Columbian health
research environment that is recognized for excellence and:

e has the human resources, infrastructure and research space to compete effectively for
national and international funding across all sectors;

e anticipates and responds to B.C. health and health system needs;
e builds the B.C. economy; and
e networks for critical mass across Western Canada, nationally and internationally.

The Foundation receives funding from the Province of British Columbia to conduct a range of
peer-reviewed grant programs and other projects. In addition, the Foundation receives funding
from other sources to undertake various projects consistent with its purpose.

2. Significant accounting policies:
(a) Basis of accounting:

The financial statements have been prepared in accordance with Canadian accounting
standards for not-for-profit organizations in Part 11l of the CPA Canada Handbook.

(b) Revenue recognition:

The Foundation follows the deferral method of accounting for contributions, including grants
and donations from other sources.

Funding received from the Province of British Columbia, along with the future investment
income, will be directed to the granting of funds to eligible recipients, the support of strategic
initiatives and the payment of the Foundation’s operating and capital expenditures. These
restricted contributions, along with any additional related grants and the investment income
thereon, are initially deferred and subsequently recognized as revenue in the year in which
the related expenses are incurred by the Foundation. Restricted contributions used for the
purchase of capital assets are deferred and amortized to revenue at a rate corresponding
with the amortization rate for the related capital assets.

The Foundation also receives various other restricted contributions through sponsored
project grants, contracts or matching contributions from other organizations that are deferred
and recognized as revenue in the year in which the related expenses are incurred by the
Foundation.



MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

2. Significant accounting policies (continued):

(b)

()

(d)

Revenue recognition (continued):

Endowment contributions are recorded as a direct increase in net assets. Realized and
unrealized investment income earned on endowment investments and restricted for specific
purposes is deferred and recognized as revenue in the year in which the related expenses
are incurred by the Foundation.

Unrestricted contributions are recognized as revenue in the current period if the amount to be
received can be reasonably estimated and collection is reasonably assured. Unrestricted
investment income is recognized as revenue when earned.

Capital assets:

Capital assets are recorded at cost less accumulated amortization. Repairs and maintenance
costs are charged to expense. Leasehold improvements are amortized on a straight-line
basis over the lesser of the term of the lease or their estimated useful lives. Other capital
assets are amortized on a straight-line basis over their estimated useful lives as follows:

Asset Period
Computer software 1 year
Computer hardware 3 years
Office furniture 5 years
Office equipment 5 years

Financial instruments:

Financial instruments are initially measured at fair value. Subsequently, equity instruments
guoted in an active market are measured at fair value. Other instruments are subsequently
measured at amortized cost unless elected to be measured at fair value. The Foundation has
elected to carry its investments at fair value.

Transaction costs incurred on the acquisition of financial instruments measured subsequently
at fair value are expensed as incurred. All other financial instruments are adjusted by
transaction costs incurred on acquisition and financing costs, which are amortized using the
straight-line method.



MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

2. Significant accounting policies (continued):

(d)

()

Financial instruments (continued):

Financial assets measured at amortized cost are assessed for impairment on an annual basis
at the end of the fiscal year if there are indicators of impairment. If there is an indicator of
impairment, the Foundation determines if there is a significant adverse change in the
expected amount or timing of future cash flows from the financial asset. If there is a
significant adverse change in the expected cash flows, the carrying value of the financial
asset is reduced to the highest of the present value of the expected cash flows, the amount
that could be realized from selling the financial asset or the amount the Foundation expects
to realize by exercising its right to any collateral. If events and circumstances reverse in a
future period, an impairment loss will be reversed to the extent of the improvement, not
exceeding the initial carrying value.

The Foundation’s financial instruments consist of cash, contributions and other amounts
receivable, short and long term investments, accounts payable and accrued liabilities and
grants payable.

Contributions and other amounts receivable:

(i) Contributions and other amounts receivable are measured at amortized cost using the
effective interest method and approximate their fair values due to the relatively short
periods to maturity.

Investments:

(i) Short-term investments - include any term deposits, guaranteed investment certificates,
treasury bills, bankers’ acceptances, income funds, bonds or equities, with a term to
maturity of less than one year. Short-term investments are measured at fair value with
subsequent changes to fair value recorded as changes in deferred contributions and
recognized as revenues when the related expenses are incurred.

(if) Long-term investments - include any term deposits, guaranteed investment certificates,
treasury bills, bankers’ acceptances, bonds, commercial paper and equities with a term to
maturity of more than one year or that are related to permanent endowments. Long-term
investments are measured at fair value with subsequent changes in fair value recorded
as changes in deferred contributions and recognized as revenues when the related
expenses are incurred.

Financial Liabilities:

(i) Accounts payable, grants payable and accrued liabilities are measured at amortized cost
using the effective interest method.

Grants and awards:

Grants and awards approved by the Foundation are recorded as expenses in the fiscal year
that the payment is to be made. Amounts are usually paid in quarterly installments in
advance.



MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

2. Significant accounting policies (continued):

(H Volunteer services:

The Foundation gratefully acknowledges the significant contribution it receives in the form of
services from a large number of volunteer peer reviewers, committee members and task
force participants. Such services, while essential to the Foundation’s operations, are not
recorded in these financial statements because of the difficulty of determining their fair value.

(g) Use of estimates:

The preparation of financial statements 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 reported amounts
of revenue and expenses during the reporting period. Actual results could differ from those

estimates.

3. Investments:

2016 2015
Income funds $ 51,536,976 $ 20,894,410
Term deposits 28,048,931 86,173,377
Equities 2,810,202 7,231,940
Bonds 17,938,764 -
Total investments 100,334,873 114,299,727
Short-term 83,567,998 111,068,558
Long-term $ 16,766,875 $ 3,231,169

Investments in term deposits mature in fiscal 2017. Bonds are recorded at fair value with maturity
dates ranging from fiscal 2017 to fiscal 2020. The long-term portion consistent of bonds with

maturity dates beyond the next fiscal year which are held for the endowment fund.

4. Capital assets:

2016 2015

Accumulated Net book Net book

Cost  amortization value value

Computer software $ 647,503 $ 644,703 2,800 $ 958
Computer hardware 431,805 352,891 78,914 46,716
Office furniture and equipment 558,504 526,583 31,921 24,077
Leasehold improvements 707,545 647,123 60,422 70,354
$ 2,345,357 $ 2,171,300 174,057 $ 142,105




MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

5. Deferred contributions:

Deferred contributions represent unspent grants or contract resources restricted for specific
purposes and projects, and include expenses for operating as well as capital purposes.

(a) Deferred contributions relating to expenses of future periods:

(b)

2016 2015

Balance, beginning of year $ 102,594,193 $ 64,193,758
Contributions received during the year:

Grant from the Province of BC - 50,000,000

Investment income 1,199,012 2,249,813

103,793,205 116,443,571

Amounts recognized as revenue
during the period

Amounts applied toward capital

(13,120,624)

(13,745,726)

assets purchased during the period (93,930) (103,652)
Balance, end of year $ 90,578,651 $102,594,193
Deferred contributions relating to capital assets:

2016 2015
Balance, beginning of year $ 142,105 $ 92,622
Allocation of deferred contributions 93,930 103,652
Amounts amortized to revenue (61,978) (54,169)
Balance, end of year $ 174,057 $ 142,105




MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

5. Deferred contributions (continued):

(c) Deferred contributions relating to sponsored projects with restricted funding:

Contributions

Balance, and donations Amounts

beginning received recognized to Balance, end

2016 of the year (repaid) revenue of the year
BC Patient Safety & Quality Council $ 5,018 $ (895) $ (4,123) $ -
Cerebrospinal Venous Insufficiency 100,000 - (50,000) 50,000
BC Influenza Vaccine Program 433,333 - (157,532) 275,801
Health Services and Policy Research Support 515,089 - (124,273) 390,816
BC Nursing Research Initiative 544,305 - (67,403) 476,902
Healthy Minds, Healthy People 1,000,000 - (25,000) 975,000
Children and Youth with Special Needs 1,339,168 - (70,576) 1,268,592
Interior Health Capacity Building 1,048,929 - (575,831) 473,098
Human Papillomavirus 2 1,777,173 - (647,192) 1,129,981
Alzheimer’s disease Research 1,484,938 - (701,010) 783,928
Strategy for Patient Oriented Research 1,965,937 - (361,554) 1,604,383
Vancouver Island Research Capacity Building 1,633,462 - (943,395) 690,067
Academic Health Science Network 2,600,000 - - 2,600,000
$ 14,447,352 $ (895) $ (3,727,889) $ 10,718,568

Contributions
Balance, and donations Amounts

beginning received recognized to Balance, end

2015 of the year (repaid) revenue of the year
BC Patients Safety & Quality Council $ 85,905 $ - $ (80,887) $ 5,018
Cerebrospinal Venous Insufficiency 300,000 - (200,000) 100,000
BC Influenza Vaccine Program 466,666 - (33,333) 433,333
Health Services and Policy Research Support 738,312 - (223,223) 515,089
BC Nursing Research Initiative 890,626 - (346,321) 544,305
Healthy Minds, Healthy People 1,000,000 - - 1,000,000
Children and Youth with Special Needs 1,339,168 - - 1,339,168
Interior Health Capacity Building 1,500,000 - (451,071) 1,048,929
Human Papillomavirus 2 1,777,173 - - 1,777,173
Alzheimer’s disease Research 1,996,398 - (511,460) 1,484,938
Strategy for Patient Oriented Research 2,000,000 - (34,063) 1,965,937
Vancouver Island Research Capacity Building 3,159,471 - (1,526,009) 1,633,462
Academic Health Science Network - 2,600,000 - 2,600,000

$ 15,253,719 $ 2,600,000 $ (3,406,367) $ 14,447,352




MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

6. Commitments:

@)

(b)

Grant commitments:

Through a variety of targeted granting programs, the Foundation commits the majority of its
funds to providing peer-reviewed research awards or strategic projects aimed at fulfilling the
Foundation’'s mandate. Some of the commitments made through these granting programs
and projects have terms that span more than one fiscal year. Such grants have on-going
eligibility criteria and consequently, grant commitments are expensed in the period that the
payment is to be made.

The following table summarizes grant commitments approved by the Foundation, by major
grant program or project:

Grant commitments
for the years ending March 31:

2018 and
2017 thereafter Total
Grant Program or Project:
Career $ 1,483,751 $ - $ 1,483,751
Trainee 1,078,889 15,792 1,094,681
Technology methodology platforms 108,333 - 108,333
Other 80,067 - 80,067

$ 2,751,040 $ 15792 $ 2,766,832

Grant commitments - Sponsored projects:

Through a variety of specialized granting programs, the Foundation also may commit
significant amounts of project funding to providing peer-reviewed research awards aimed at
fulfilling each project’'s specific mandate. Some of the commitments made through these
granting programs have terms that span more than one fiscal year. Such grants have on-
going eligibility criteria and consequently, grant commitments are expensed in the period that
the payment is to be made.
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MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

6. Commitments (continued):

(b) Grant commitments - Sponsored projects (continued):

The following table summarizes grant commitments approved by the Foundation, by each

sponsored project:

Grant commitments

for the years ending March 31:

2018 and
2017 thereafter Total
Sponsored projects:
Health Services & Policy Research Support
Network:
- CIHR partnerships $ 80,000 $ 20,000 $ 100,000
Human Papillomavirus 2
- Long-term vaccine evaluation 160,000 - 160,000
BC Nursing Research Initiative
- Investigative Team 52,730 - 52,730
Vancouver Island Capacity Building 69,913 - 69,913
- Network Grant
Cerebrospinal Venous Insufficiency 50,000 - 50,000
Influenza Prevention Policy 20,000 - 20,000
Alzheimer’s Disease Research 469,505 - 469,505
Consortium for Neurodegeneration in Aging 150,246 36,496 186,742
$ 1,052,394 $ 56,496 $ 1,108,890

(c) Office space and equipment lease commitments:

The Foundation rents office space under a long-term lease that expires October 31, 2021 and
provides for an additional five-year extension at the option of the Foundation.

The Foundation also leases various types of office equipment.

The Foundation has future minimum lease payments under these operating leases as

follows:

Years ending March 31:

2017 $ 532,058
2018 573,370
2019 579,117
2020 587,163
2021 590,036
Thereafter 346,534

$ 3,208,278

11



MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

7. Financial risk management:

The Foundation is exposed to the following risks from its use of financial instruments:

(@)

(b)

(©)

e Credit risk

e Liquidity risk
e Market risk
Credit risk:

Credit risk is the risk of financial loss to the Foundation if a counterparty to a financial
instrument fails to meet its contractual obligations. The Foundation’s investments in any term
deposits, bonds, income funds and equities are subject to credit risk. The maximum exposure
to credit risk on these instruments is their carrying value. The Foundation manages the risk
by retaining professional investment counselors who act in accordance with the Foundation’s
investment policies. These policies include asset mix guidelines and minimum investment
grade levels for each asset class.

Other credit risks can arise from holding receivables. The Foundation has minimal accounts
receivable, other than from government and as such the credit risk is minimal.

Liquidity risk:

Liquidity risk is the risk that the Foundation will not be able to meet its financial obligations as
they fall due. The majority of the Foundation's assets are held as short term investments that
can be readily liquidated and therefore the Foundation's liquidity risk is considered minimal. In
addition, the Foundation aims to retain a sufficient cash position to manage liquidity.

Market risk:

Market risk is the risk that changes in market prices, as a result of changes in foreign
exchange rates, interest rates and equity prices, will affect the Foundation's income or the
value of its holdings of financial instruments. The objective of market risk management is to
manage and control market risk exposures within acceptable parameters, while earning an
acceptable return.

(i) Currency risk:

Investments in foreign securities are exposed to currency risk due to fluctuations in
foreign exchange rates.

The Foundation holds minimal investments in foreign currencies as such the risk is
minimal.

12



MICHAEL SMITH FOUNDATION FOR HEALTH RESEARCH

Notes to Financial Statements (continued)

Year ended March 31, 2016

7. Financial risk management (continued):
(c) Market risk (continued):
(i) Interest rate risk:

Interest rate risk relates to the risk that changes in interest rates will affect the fair value
or future cash flows of financial instruments held by the Foundation. The Foundation is
invested in term deposits and income funds that may be impacted by changes in the
market interest rate.

The Foundation manages interest rate risk on term deposits by choosing instruments that
have fixed rates of return and terms that will match the projected cash flow requirements.
Interest rate risk on income funds is managed through professional investment
counselors, by holding instruments which have a high liquidity in the marketplace or by
choosing instruments with fixed terms that align with projected cash flow requirements.

8. Subsequent event:

On June 2, 2016, the Foundation renewed the existing lease agreement for an additional 5 years
until October 31, 2021. Commitment for future lease payments is disclosed in the note 6(c).
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