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Independent Auditors’ Report

To the Officers and Directors
Children, Incorporated
Richmond, Virginia

We have audited the accompanying statement of financial position of Children, Incorporated (the “Organization”)
as of June 30, 2010, and the related statoments of activities, cash flows and functional expenses for the year then
ended. These financial statements are the vesponsibility of the Organization’s management, Ou¥ responsibility is
to express an opinion on {hese financial staterents based on our audit. The prior year summarized comparative
information has been derived from the Organization’s financial statements as of June 30, 2009 and for the year
then ended which wers audited by other auditors whose report, dated December 12, 2009, expressed an

unqualified opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of Ametica.
Those standards require that we plan and perform the andit to obfain reasonable assurance about whether the
financial statements are free of material misstatement, An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial giatements. An audit also includes agsessing the
accounting principles nsed and significant estimates made by management, as well as cvaluating the overall
financial statement presentation. We beligve that our audit provides a reasonable basis for our opinion.

T our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Children, Tncorporated as of June 30, 2010 and the changes in net assets and its cash flows for the year
then ended, in conformity with accounting principles generally accepted in the United States of America,

Qur audit was condueted for the purpose of forming an opinion o the basic financial statements taken as a whole.
The schedule of potential annual sponsorship revenue on page 13 s presented for additional analysis and isnot &
required part of the basic financial statements. Such information has not been subjected to the auditing

procedures applied in the audits of fhe basic financial statement and, accordingly, we express no opinion on it.

Richmond, Virginia
December 3, 2010



" CHILDREN, INCORPORATED

Statement of Finaneial Position

JFune 30,2010

(With Comparitive Totals for 2009)

Assets

Cash and cash equivalents
Unconditional promises to give
Accrued interest receivables
Employee recoivables
Prepaid expenses
Investments
Property and equipmentt, net

Total assets

Liabflities and Net Assets

Liabilities

Accounts payable

Accrued subsidies

Accrued salaries and wages

Other liabilities

Capital lease obligation
Total liabilities

Net assets
Unrestricted
Operating
Designated
Propetty and equipment
Total unresiricted

Temporatily restricted
Permanentily restricted
Total net assets

Total liabilities and net assets

See notes to financial statements.

June30,
3010 2009
g 375765 § 507,760
345,130 634,615
4,062 2,808
2,764 5,940
46,664 97,402
1,667,343 1,646,409
1,443,152 1,441,631

— Tyt
$ 3,884,880

_ 1441690
§ 4,266,565 -

$ 4403 $ 49345
321,149 360,164
46,364 67,947
45,556 27,225
19965 26,181
437,437 530,862
(834,332) (569,047)
99,262 96,000
1422317 1,441,631
687,247 968,584
2,660,196 2,667,119
100,000 100,000 _

Y B— 3,735,703

g 3884,480 § 4,266,565
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Revenues
Sponsorship contributions
Other contributions
Begquests
Commodity gifts
Investment income
Other income

Total revenues
MNet assefs released from restrictions

Total revenues and
reclassifications

Experises
Program Services
Child care programn
Total programn services

Supporting Services
Fundraising
Management and general
Total supporting services

Tofal expenses

Change in net assets
Net assets, beginning of year

Net assets, end of year

Seeti0tes to the finanecial statements.

CHILDREN, INCORPORATED

Statement of Activities
For The Year Ended June 30,2010
(With Comparative Totals for 2009)

2010 2009
Temporarily Permanently

Unirestricted Restricted Restricted Total Total
$ - $ 2,858,494 $ § 2,858,404 % 4,076,850
1,041,689 1,478,631 2,520,320 1,635472
78,959 - 78,959 258,804
- 309,882 309,882 293,396
252,581 - 252,581 (599,873)
. - 20,995
1,373,229 4,647,007 6,020,236 5,685,644

4,653,930 (4,653,930 - -
6,027,159 (6,923) 6,020,236 5,685,644
5,144,764 - 5,144,764 5,641,577
5,144,764 - 5,144,764 5,641,577
375,850 - 375,850 658,846
787,883 - 787,883 533,368
1,163,733 - _ 1,163,733 1,192,214
6,308,496 - 6,308,496 6,833,791
(281,337) (6.923) (288260)  (LMB.147)
068,584 2,667,119 3,735,703 4,883,850
¢ 687,247 8 2,660,196 __$_ . § 3447443 $ 3,735,703
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CHILDREN, INCORPORATED

Statement of Cash Flows
For the Year Ended June 30, 2010
(With Comparative Totals for 2009)

2010 2009
Cash flows from operaiing activities: _
Change in net assets $ (288,260) (1,148,147}
Adjustments to reconcile change in net assefs
to net cash used in operating activities:
Depreciation 80,203 74,293
Net loss on disposition of equipment 449 275
Unrealized gain on investment securities (72,039) (86,713)
Realized (gain) loss on investment securities (142,949} 743,265
Change in operating assets and liabitities
. Unconditional promises fo give 289,485 (156,586)
Other receivables 1,922 4,421
Prepaid expenses and other assets ‘ (19,262) 24,078
Accounts payable and accrued expenses (87,209) 13,396
Total adjustments ‘ 50,600 616,429
Net cash used in operating activities (237,660) (531,718)
Cash flows from investing activities:
Purchases of property and equipment : (82,173) (9,585)
Purchases of investment secutities (804,298) (2,419,185)
Proceeds from sale of investment securities 998,352 3,037,371
Net cash provided by investing activities 111,881 608,607
Cash flows from financing activities:
Principal payments on capital lease obligation (6,216) (6,009}
Net increase (decrease) in cash (131,995) 70,880
Cash and cash equivalents
Beginning of year 507,760 436,880
End of year $ 375,765 507,760

See notes to financial statements.
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CHILDREN, INCORPORATED

Statemnent of Functional Expenses
For the Year Ended June 30, 2010
(With Comparative Totals for 2009)

Program
Services Supgorﬁng Services
Child Care Management Total Expenses Total Expenses
Program Tundraising and General 2010 2009

Salarles $ 732,764 8 38268 $ 520,474 8 1,341,506  § 1,521,501
Payroll taxes 56,028 6,817 40,288 103,133 117,579
Employee health and retirement 86,761 18,160 58,614 163,533 184,574

Total salaries and related expenses 875,553 113,245 619,376 1,608,174 1,823,654
Subsidies for chitdren 2,280,934 “ - 2,280,934 2,430,033
Spectal gifts 1,348,759 - - 1,348,759 1,350,384
Commodity gifts 294,548 - - 204,548 293,396
Christmas gifts 44,629 - ) - 44,629 -
Professional and consultant fees 69,110 12,286 T 8.8 90,227 173,494 i
Adveriising - 184,531 340 184,871 239,668 \
Bank service fecs 12,993 673 38,009 51,765 37,768
Conferences and meetings 3,270 609 487 4,366 8,454
Contract labor 16,200 1,200 - 17,400 16,514
Depreciation 34,086 19,249 26,868 20,203 74,293 |
Dugs and subscriptions 362 3 3,110 3,547 2,572
Hleat, lights and water 3,667 632 3,829 5,148 9,028
Insuratice - general 10,736 2,322 14,075 27,133 32,259
Interest 337 190 265 792 1,000
Loss on disposition of equipment i 108 150 449 275
Miscellaneous 10,993 1,055 11,484 24,434 13,562
Other publicity - - - - 6,815
Other supplies 1,481 129 760 2,370 2,172
Photos - - - - 1,139
Postage 49,454 11,45 18,099 76,004 93,917
Rental of equipment 4,226 862 4,344 9,432 5,055
Repairs and maintenance - building 9,268 1,671 9,346 20,285 23,739
Repaits and maintenance equipment 7,817 3,596 6,493 18,306 33,352
Stationary, printing and office supplies 11,909 7,993 7,007 26,099 18,240
Taxes and lcenses 6,630 4,770 7,744 19,144 17,728
Telephone and cable 7,462 1,366 6,183 15,011 18,089
Travel and entertainment 40,147 - 6,517 903 47,567 61,771

Total expenses $ 5,144,764 $ 375,850 % 787,383 3 6,308,496 § 6,833,751

See notes to financial statements. 5



CHILDREN, INCORPORATED

Notes to Financial Statements
Years Ended June 30, 2010 and 2009

Note 1 — Summary of significant accounting policies

Natuve of the organization — Children, Incorporated (the “Organization”) is a not-for-profit, voluntary heaith and
welfare organization incorporated under the laws of Virginia, Its purpose is to assist children of all races and
creeds throughout the world, administering to their physical, mental and spiritual needs. It is the aim of the
Organization to assist and cooperate with other organizations and institutions which are dedicated to the
maintenance, support, education and welfare of needy children and the maintenance and education of young
adults seeking higher education. The Organization is supported primarily by donations from individual donors.

Basis of presentation — The accompanying financial statements have been prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United States of America, Net
assets, revenues, expenses, gains, and losses are classified based on the existence or absence of donor-imposed
restrictions. Accordingly, net assets of the Organization and changes therein are classified and teported as -
follows: '

Unrestricted net assets — Net assets that are not subject to donor-imposed stipulations.

Temporarily restricted net assets — Net asseis subject to donor-imposed stipulations that may or will be
met, either by actions of the Organization and/or the passage of time. When a restriction expires,
temporarily restricted net assels are reclassified to unrestricted net assets and reported in the statement of
activities as net assets released from restrictions.

Permanently restricted assets — Net assets subject to donor-imposed stipulations that they be maintained
permanently by the Organization. Generally, the donors of these assets permit the Organization to use all
or patt of the jncome earned on any related investments for general or specific purposes.

Use of estimates — The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and Habilittes at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from these estimates.

Unconditional promises 1o give — Unconditional promises to give are recorded as receivables and revenue when
recetved, and allowances are provided for amounts estimated to be uncollectible, The allowance is based on prior
years® experience and management’s analysis of specific promises made. '

Investmenis - Investments in marketable securities with readily determinable fair values are reported at their fair
values in the statement of financial position. Realized and unrealized gains and losses are included in the
statement of activities. '

The Organization’s investments, in general, are exposed to various risks, such as interest rate, credit, and overall
market volatifity. In addition, due to the level of risk associated with certain investment secutities, it is reasonably
possible that changes in the values of investment securities wilt occur in the near term and such changes could
materially affect the amounts reported in the statement of financial position.




CHILDREN, INCORPORATED

Notes to Financial Statemenis
Years Ended June 30, 2010 and 2009

Note 1 — Summary of significant accounting policies (concluded)

Property and equipment — All acquisitions of property and equipment in excess of $250 are capitalized. Property
and equipment are carried at cost or, if donated, at fuir value at the date of donation. Depreciation is computed
using the straight-line method.

Contributions — All contributions are considered to be available for unrestricted use unless specifically restricted
by the donor., Amounts received that are designated for future periods or restricted by the donor for specific
purposes are reported as temporarily restricted or permanently restricted support that increases thosc net asset
classes. When a temporarily restriction expires, temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets relcased from restrictions.

Donated materials and services — Donated maferials and services are reflected as contributions in the
accompanying statements at their estimated value at date of receipt. During 2010, volunteers donated significant
amounts of their time to the Organization. Although no amounts have been reflected in the statements because
they did not meet the criteria for recognition under generally accepted accounting principles (GAAT) the
estimated hours for donated services are as follows:

Program Hours
Spanish  translations of project 862
correspondence by university students
Volunteer coordination of all 338 field 6,288

projects that support children

Income tax status — The Organization is exempt from come taxes under Section 501(e)(3) of the Internal
Revenue Code and therefore has made no provision for federal income taxes in the accompanying financial
statements. In addition, Childrén, Incorporated has been determined by the Internal Revenue Service notto be a
“private foundation” within the meaning of Section 509(a) of the Internal Revenue Code.

Management has evaluated the effect of new guidance surrounding nncertain tax positions that became effective
this year and concluded that the Organization had no significant financial statement exposuro to uncertain tax
positions at June 30, 2010.

Functional ollocation of expenses — The costs of providing the Organization’s child care program and supporting
services have been summarized on a functional basis in the statement of activities. Accordingly, certain costs
have been allocated among the program and supporting services benefited.

Fundraising advertising — Fundraising advertising costs are expensed the first time the advertising takes place.
Total advertising costs for the years ended June 30, 2010 and 2009 were approximately $185,000 and $240,000
respectively.

Comparative information — The financial statements include certain prior-year summarized comparative
information in fotal but not by net asset class. Such information does not include sufficient detail to constitute a
presentation in conformity with accounting principles generally accepted in the United States of America.

Accordingly, such information should be read in conjunction with the Organization’s financial statements for the
year ended June 30, 2009, from which the summarized information was derived.




CHILDREN, INCORPORATED

Notes to Financial Statements
Vears Ended June 30, 2010 and 2009

Note 2 — Investments

Investments at June 30, 2010 and 2000 consisted of the following:

2010 2009
Cost Fair Value Cost Fair Value
Money market $ 520500 § 520,500 § 34582 8§ 34,582
Mutual fiunds - fixed 1,015,480 1,129,291 1,567,109 1,611,827
Real asset funds 14,606 17,552 - -
Total investments $ 1,550,586 3§ 1,667,343 § 1,601,691 $ 1,646,409

Investment income for the years ended June 30,2010 and 20

09 consisted of the following components:

_ 2010 2009
Interest and dividend income 3 48912 § 105,003
Realized/unrealized gains (losses) 214,988 (656,552)
Management fees (11,319) (48,324)
Total investment income § 252581 §  (599.873)
Note 3 — Unconditional promises to give
Unconditional promises to give at June 30, 2010 and 2009 consisted of the following:
2010 2009
Receivable in less than one year b 363,323 670,930
Less allowance for uncoliectible promises 18,193 36,315
Net unconditional promises to give $ 345,130 § 634,615




.CHILDREN, INCORPORATED

Notes to Financial Statements
Years Ended June 30, 2010 and 2009

Note 4 — Property and equipment

Property and equipment at June 30, 2010 and 2009 consisted of the following:

2010 2009
Land b 279,621 % 279,621
Building 1,123,053 1,123,053
Furniture and equipment 415,776 341,135
Total property and equipment 1,818,450 1,743,809
Less accumulated depreciation 375,298 302,178

Property and equipinent, net $

1,443,152 8 1,441,631

Inoluded in furniture and equipment are two
leased copiers is $32,190 at June 30, 2010
included in depreciation and amounted 10

copiers under a capital lease obligation. The gross amount of the
and 2009. Amortization on the capitalized equipment has been
$6,216 and $6,438 at June 30, 2010 and 2009, respectively.

Depreciation expense was $80,203 and $74,293 for fhe years ended June 30, 2010 and 2009, respectively.

Note 5 — Temporary restricted net assets

Temporarily restricted net assefs are available

for the following purposes or periods as of June 30:

2010 2009

Sponsorships $ 1,134,658  § 1,238,573
Trust and education 1,175,020 1,170,849
Children in specific regions 7,587 2,407
Clothing and supplies 92,312 54,822
Disaster and emergency 28,043 10,355
Special projects 151,231 120,132
Other child care 71,345 69,080

Total temporarily restricted net assets 38 2,660,196 % 2,667,118

e et e e R T




CHILDREN, INCORPORATED

Notes to Financial Statements
Years Ended June 30, 2010 and 2009

Note 5 — Temporary restricted net assets (conctud ed)

Temporarily restricted net assets weré released from restriction for the following purposes OF periods during the
years ended June 30:

2010 2009
Time restrictions expired:
Sponsorships _ $ 2,052,623 8§ 4,271,595
Designated funds 915,612 950,382
Total time restrictions expired 3,868,235 5,221,977
Purpose restrictions accomplished:
Commodity gifts 294,548 293,396
Trust and education 72,433 76,311
Children in specific regions 19,272 4,096
Clothing and supplies 22,675 55,327
Disaster and emergency 249,636 12,936
Special projects 122,142 81,722
Other child care 4,989 115,845
Total purpose restrictions accomplished - 785,695 639,633
Total restrictions released $ 4,653,930 § 5,861,610

Note 6 — Board designated net assets

The Board designates a portion of its fiunds to provide Christmas gifts to children each year. Unrestricted
designated funds to provide Christmas gifts totaled $99,262 and $96,000 as of June 30, 2010 and 2009,
respectively.

Note 7 — Endowment

The Organization’s endowment consists of one individual fund established for the purpose that the principal is to

. be held indefinitely and income from which is expendable to fund as many sponsorships as possible, As required

by GAAP, net assets associated with endowment funds, including funds (if any) designated by the Board of
Directors to function as endowments, are classified and reported based on the existence or absence of donor-
imposed restrictions.

The Board of Directors of the Qrganization has interpreted the Uniform Prudent Management of Institutional
Funds Act (“the Act”) as requiring the preservation of the fair value of the original gift as of the gift date of the
donor-restricted endowment fund absent explicit donor stipulations to the contrary. As a result of this
interpretation, the Organization classifies as permanently restricted net assets () the original value of the gift
donated to the permanent endowment, (b) the original value of subsequent gifts (if any) to the permanent
endowment, and (¢) accumulations to the permanent endowment made in accordance with the direction of the

applicable donor gift instrument at the time the accumulation is added to the fund.



CHILDREN, INCORPORATED

Notes to Financial Statements
Years Ended June 30, 2010 and 2009

Note 7 — Endowment (continued)

The remaining portion of the donor-restricted endowment find that is not classified in permanently restricted net
assets is classified as temporarily restricted net assets untif those amounts are appropriated for expenditure by the
Organization in a manner consistent with the standard of prudence prescribed by the Act.

In accordance with the Act, the Organization considers the following factors in making a determination to
appropriate or accumulate donor restricted endowment funds:

The duration and preservation of the fund

The purposes of the Organization and the donor-restricted endowment fund
General economic conditions

The possible effect of inflation and deflation

The expected total return from income and the appreciation of investments
Other resources of the Organization

The investment policies of the Organization

B Ul e

The composition of the endowment fund as of June 30, 2010 and 2009 follows:

2010 2009
Donor-restricted endowment fund:
Permanently restricted 3 100,000 § 100,600
Unrestricted (fair value below amount to be retained) (17,846) {17,366)
$ 82,154  § 82,634

The change in endowment fund for the years ended June 30, 2010 and 2009 were as follows:

Temporarily Permanently
' Unrestricted Restricted Restricted

Endowment net assets, June 30, 2008 b - 3 8,809 ~ & 100,000
Investment refurn

Investment income - 2,685 -

Net depreciation (realized and unrealized) (17,366) {11,494) -
Endowment net assets, July 1, 2009 {17,366) - 100,000
Investment return

Investment income - - -

Net depreciation (realized and unrealized) (480) - -
Endowment net assets, June 30, 2010 3 (17,846) % - by 100,000

i0




CHILDREN, INCORPORATED

Notes to Pinancial Qiatements
Years Ended june 30,2010 and 2009

Note 7—End owment (cnncluded)

From time to time, the fair value of assets associated with individual donor restricted endowment funds may fall
below the level that the donor or the Act requires the Organization 10 retain as a fund of perpetual duration. In
accordance with GAADP, deficiencies of this nature that ar¢ reported in anrostricted net assets were $17,846 and
$17,366 as of Tune 30, 2010 and 2009 respectively. This deficiency resulted from unfavorable market
fluctuations that occurred during the years ended June 30, 2010 and 2009.

The Organization has adopted investment and spending policies for endowment assets that atterpt to provide 2
predictable sfream of - funding for sponsorship supported by its endowment while seeking 0 maintain the

purchasing power of the endowment assets. Endowment assets include those assets of donos-restricted funds that .

the Organization must hold in perpetuity. Under this policy, as approved by the Board of Directors, the
endowiment assets are jnvested in a manner that is intended to produce results that exceed the price and yield
results of the S&F 500 index while assuming a moderate jevel of investment visk. The Organization expects its
cndowment funds, over time, to provide an average rate of returl of approximately cight pereent annually. Actual
returns in any given year may vary from this amount.

To satisfy its long-tern rate-of-return objectives, the Organization relies on @ total retw strategy in which
investment returns ate achigved through both capital appreciation (realized and unrealized) and current yield

(interest and dividends). The Qrganization targets a diversified asset allocation that places & greater emphasis on
equity-based investments to achicve its long-term return objective within prudent risk constraints.

The Organization has adopted & policy of appropriating for distribution each yeat, 8 percent the Organization
deems prudent, of its endowment fund’s fair vatue through the fiscal year-end preceding the fiscal year in which
the distribution is planncd. In establishing this policy, the Organization considered the long-terts expected returd
ont itg endowment. Accordingly, over the long term, the Organization expects the current spending policy to
allow its endowment {o grow at an average of three percent annually. This is consistent with tbe Organization’s
objective to maintain the purchasing power of the endowment assets held in perpetuity 28 well as to provide
additional real growth through new gifts and investment refuri.

Note § ~ Capital lease obligation

The Qrganization Jeases two copiers under a lease agreement that is set t0 expire in June 2013. The following is 2
schedule by years of future minimum leage payments required under this lease, a8 of June 30, 2010

Vear ending Juns 30,

2011 $ 7,009

2012 7,009

2013 7,008
Total future minimum Jease payments 21,026
Less amount representing {nferest {1,061)
Present vaiue of minimum Jease payments : $ 19,965

Interest paid and expensed under these leases was $792 and $1,000, respectively, for the years ended June 30,
2010 and 2009, ;

11



CRILDREN, INCORPORATED

Notes to Financial Statements
Years Ended June 30, 2010 and 2009

Note 9 - Fair value measurements

Bffective July 1, 2008, the Organization adopted an accounting standard that establishes a framework for
measuring fair value, clarifies the definition of fair value within that framework and expands disclosure
requirements regarding the use of fair value measurements.

Accounting standards establish a three level hierarchy that prioritizes the inputs to valuation techniques used to
measure fait value, The levels of the hierarchy are defined as follows:

Level 1 — Inputs to the valuation methodology are quoted prices, unadjusted, for identical assets or
liabilities traded in active markets.

Level 2 ~ Inputs to the valuation methodology include quoted prices for similar assets or liabilities in active
markets, quoted prices for identical or similar assets or liabilities in markets that are not active, inputs other
 than quoted prices that are observable for the asset or liability and market-corroborated inpuis.

Level 3 — Inputs to the valuation methodology are unobservable for the asset or liability and are significant
to the fair value measurement.

The Organization determines fair value based on 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. In determining
fair value the Organization uses valuation techniques that maximize the use of observable inputs and minimize the
use of unobservable inputs.

The Organization has evaluated the various types of investment funds in it investment portfolio to determine an
appropriate fair value hierarchy level based on trading activity and the observability of market inputs. Level 1
investments include those traded on an active exchange, such as the New York Stock Exchange. As of June 30,
2010 and 2009, the Organizations investments of $1,667,343 and 1,646,409, respectively, are determnined to be
Level 1 investments due to the observability of the unadj usted prices in active markets for identical assets.

Note 10 — Retivement plan

The Organization has established a retirement fax sheliered annuity 403(b) plan for ail employees who normally
work more than twenty hours per week, This is a voluntary contributory plan and the Organization matches the
employee contributiont up to 3% of compensation. In addition, the Organization may declate a discretionary
contribuiion equal to a uniform percentage (as determined cach year by the employer) of the employee
contributions. Contributions to the Plan by the Organization amounted to $31,712 for the year ended June 30,
2010 and $38,419 for the year ended June 30, 2009.

Note 11 — Concentration of credit risk

The Organizations places its cash and cash equivalents on deposit with financial institutions m the United States.
The Federal Deposit Insurance Corporation (FDIC) covers $250,000 for substantially all depository accounts and
temporarily provides unlimited coverage through December 31, 2012 for certain qualifying and participating non-
interest bearing transaction accounts, The Organization from time to time may have amounts on deposit in excess

of the insured limits. As of June 30, 2010, uninsured checking account balances totaled $205,389 and wninsured
money market accounts totaled $270,500.

12




CHILDREN, INCORPORATED

Notes to Financial Statements
Years Ended June 30, 2010 and 2009

Note 12 — Subsequent events-

The Organization has evaluated subsequent events for potential recogniion andlor disclosure in the June 30, 2010
financial statements through December 3, 2010, the date the financial statementis were available to be issued.

13
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CHILDREN, INCORPORATED

Schedule of Potential Annual Sponsorship Revenue
June 30,2010
(Unaudited)

As of June 30, 2010, the Organization had obtained 12,381 sponsorships. Assuming all sponsorships continue at
current rates during the coming year, potential annual revenue will be $4,113,180 as indicated in the following
tabulation: :

Number of Annual Potential
Sponsors Rate Revenue

1 120 $ 120

10 144 1,440

73 180 13,140

1 192 192

349 216 75,384

82 240 19,680

674 252 169,848

5 276 1,380

1,906 288 548,928

249 . 300 74,700

9,283 336 3,119,088

248 360 §9,280

12,881 % 4,113,180

13




CERTIFIED PUBLIC -
- ACCOUNTANTS &
CONSULTANTS .

December 3, 2010

To the Board of Directors
Children, Incorporated

tn planning and performing our audit of the financial statements of Children, Incorporated (the
“Organization”y as of and for the year ended June 30, 2010, in accordance with auditing standards
generally accepted in.the United States of America, we considered the Organization’s internal control
over financial reporting (internaf control) as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financlal statements, but not for the purpose of expressing an opinion on
the effectiveness of the Organization’s intsmal confrol. Accordingly, we do not express an opinion on the
effectiveness of the Organization's Internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify alf deficiencies in internal control that might be significant deficlencies or
material weaknesses and, therefore, there can be no assurance that all such deficiencies have been
identified. However, as discussed below, we identified certain deficlencies in Internal control that we
consider to be material weaknesses and another deflciency that we consider to be a significant deficiency.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, In the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency of combination
of deficlencies in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or defected and corrected on a timely basis. We
consider the following deficiency in the Organization’s internal control to be a material weakness:

Review and approval of journal entries

During the course of our audit procedures, CBH identified severat adjustments that were materfal, both
individually and in the aggregate, to the financial statements. The adjustments related to Journal entries
recorded to the incorrect accounts as well as ssveral year-end financial statement closing entries not
recorded by the Organization. The Organization's Internal conirols include various pariodic reviews of
financial results; however, there is a lack of controls over the review and approval of journal entries, which
resulted in these adjustments. The fact that several materlal adjustments were identified Is an Indication
that this control deficiency Is considered a material weakness in internal controls.

A significant deficiency is a deficiency, or & combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the following deficiency in the Organization's internal control to be a significant
deficiency:

Sponsership database management

The Organization's tracking and recording of sponsorships and the related revenue is dependant upon
the accurate fracking and reporting of data within the related sponsorship database. The Qrganization's
internal controls do not include controls over the appropriate approval and testing of database changes.
In addition, certain risks are evident due to a lack of segregation of duties in the operations of the
sponsorship database and on-line payment system. The fact that there is a more than remote chance
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that changes could ocouf that would have 2 more than inconsequenﬁal impact on the financial statements
is considered to be a significant deficiency in interna control.

This communication is intended solety for the information and use of management, Board of Directors,
and others within the organization, and is not intended to be and should not pe used by anyone other
than these specified parties.

December 3, 2010




Children, Incorporated
Response to Deficiency Letter sent to the CI Audit Committee
Policies and Procedures to be Tmplemented Tmmediately
December 23, 2010

The scope of the FY2010 audit conducted by Cherty, Bekaert and Holland, included 2
comprehensive review of the cutrent practices and procedures for yecording financial
information. Prior to the engagement of CBH, Children, Incorporated had used the same audit
fivm for forty years. One purpose for engaging a new audif firm was to cnsure that financial and
database practices and procedures are being conducted according to generally accepted
accounting procedutes. It is considered a nonprofit management best practice to request
proposals for audit services every thiee 10 five years to ensure the external audit firm is
reviewing all financial aspects of the organization thoroughly, and to uncover any issues that
need resolution.

As a result of the review, CBU provided Childten, Incorporated with deficiency lettet which
outlined various deficiencies in recording both in the financial records and in the database. The
purpose of this document is to respond to fhe deficiency letter.

1. Bnd of year journal entrics were not recorded prior o the field audit,

Answer: Children, Tncorporated staff had not previously been responsible for recording end of
year journal entrics. This had been completed by the external auditors.

Procedural change recommended: The Finance Director will perform all end of year journal
entries going forward, and will present all such journal entries to the President and CEQ for
approval prior to recosdation. Documentation and back-up of the end of year joutnal entries will
be maintained for the external audit firm.

5. Certain journal entries of 2 material level were recorded incortectly.

Answer: Three separate Finance Directors worked for Children, Incorporated in FY2010. Each
of these individuals recorded journal entries in the general ledger, No one on staff was
responsible for approving jousrnal entries above a threshold level.

Procedwal changes yecommended: All journal entries whose aggregate amount exceeds 4
threshold level will be approved by the President & CEO, who will initial such journal entrics.
Apptopriate do cumentation and back-up of these journal entries will be maintained for the
external audit firm, Entries will include the following as a minimum:

x  All payroll journal entrics

«  All reconciliations of the investment portfolio

= All journal entries exceeding & $10,000 balance.

Tn addition, the President and CEO will receive a monthly closing entry spreadsheet and trial
balance to review and approve as a IMeans of ensuring all recurting joutnal entrics are recorded.

3. CP’s internat controls do not include controls over approval and testing of database changes.
Answer: The IT staff person has been the only person who could make changes to the database,
thus making the database vulnerable to mistakes or even fraud. Steps wete taken in the summer
of 2010 to train additional staff members to have access 1o the back office and reporting



functions of the database, but the {raining was never completed. Since then, the Board has
authorized the formation of a task fotce which has reviewed dozens of external database options
to replace the database we curtently have, Proposals are being obtained from three companies
who have developed web based databases that appeat to be appropriate for CL. The basic
proposals will be reviewed by the CEO and subrmitted to the Board of Directors in January for

their consideration. We anticipate moving to a new database within the next 12 months.



Children, incorporated

Ordinary income/Expense
income
Total 300.00 General Gifts & sponsorship
301.10 - special Funds Gifts (temp. restricted)
305.00 - Bequests (unrestricted)
305.00* Bequests {permanently restricted)
302.00- Designated Fund Gifts (temp- restricted}
303.00- GCommodity and in-Kind Gifts (temp. restricted)
Varlous - Other Income {temp. restricted)

Total Income

Cost of Goods sold
400 - Subsidy {Sponsorsh‘tp Expense}
Tota! 401 * Special Gifts- Restricted
402 - besignated Funds (100%)
403 - Commodity Gifts (100%)
Various - Other

Total COGS

Gross Profit

Expense
Total 420.00 -
Total 421.00 -
Total 422.00 Payroil taxes
Total 423.00 - Office Expenses
Total 424.00 oceupancy Exps- RentfUtils etc
Total 425.00 ¢ LegaliAuditllnsurIReportg Exps
426.00 - Board Meeting Expenses
Total 427.00 - Marketing Expenses
Total 428.00 Travel & Meeting Expense
430.00 - Depreciation
Total Child Care Activities
§090 - Bad Debts

Total Expense

Salaries
Employee Benefits

Total Operating Income

Total 324,00 investment income
325.00 -Other

Total 325.00 Ge ves.

ni Fund Income from In

Net Income

Income statement for the Si

ESTIMATED
Variance

Percent Budgeted Unrestricted
415.39% (374,723) 543,782
254.00% 295,345
-87.76% (43,879) 8,121

26.33% 422,236
3.21% (4,508)
25.33% 11,001
3.86% 125,352 549,903
5.65% 67,081
-42.96% 67.071)
20.44% 108,848
3.21% (4,504)
37.65% (38,588)
3.10% 65,768
5.27% 50,586 549,903
-4.52% (28,562) 503,015
45.01% (10,408) 58,024
4.63% 2,230 50,398
-15.13% (14,299) 80,236
13.24% 2,941 26,158
-9.42% (4,790) 46,035
5.36% (60) 1,083
28.20% (33,098) 83,004
29.21% {8,298} 20,105
0.00% - 30,000
{10,630) 20,869
-100.00% (83) -
9.34% (105,052) 1,019,707
.3103.69% 164,638 (469,804)
9.95% 4,975 54,074
0.00% 29 461 29,461
68.87% 34,436 84,435
199,074 (385,369)

-350.96%



x Months Ending December, 2010
uNAUDITED __ Year fo Date
Temporarily permanently Variance

Restricted Restricted Actual Budget Prior Year Prior Year Percent
4,615,822 2,059,604 2,434,327 2,043,060 16,544 0.81%
411,579 411,579 116,234 291,086 120,493 41.39%
6,121 50,000 20,820 {14,699) -70.60%

419,788 119,788 -

586,562 586,662 464,326 621,183 {34,621) -5.57%
135,874 135,874 140,380 144,934 (9,060) -6.25%
54 880 54,880 43,788 79,348 (24,468) -30.84%
2,704,717 119,788 3,374,408 3,249,056 3,200,431 (48,625) 1.52%
1,254,581 1,254,581 1,187,500 1,467,790 86,791 7.43%
89,043 89,043 156,114 158,306 (69,263) -43.75%
641,348 641,348 532,500 675,809 (34,461) -5.10%
135,874 135,874 140,378 144,934 (9,060} -6.25%
63,912 63,912 102,600 04 959 (31,047) -32.70%

2,184,758 2,184,758 2,118,992 2,241,798 122,806 5.48%
519,959 119,788 1,189,650 1,1 30,064 958,633 231,017 24.10%
603,016 831,677 719,083 (116,968) 16.25%
58,924 69,330 95,755 (36,831) -38.46%
50,308 48,168 58,477 (8,079) 13.82%
80,236 94,535 121,546 (41,310) -33.99%
25,168 22,217 31,497 (6,:339) -20.13%
46,035 50,825 141,462 (65,427) -58.70%
1,063 1,123 1,254 (191) -16.23%
83,004 147,000 84,233 19,671 30.62%
20,105 28,403 35,464 (16,359) -44.86%
30,000 30,000 35,000 (6,000) 16.67%
20,869 31,400 38 20,831
- 83 (88) 88 -400.00%
1,019,707 1,124,759 1,276,621 (256,914) -20.12%
549,959 119,788 169,943 5,305 (317,988) 487,931 163.44%
54,974 49,999 213,218 (158,244) 74.22%
20,461 - 32,190 (2,729) -8.48%
- - 84,435 49,999 245,408 (160,973) -55.58%

519,959 119,788 254,378 55,304 (72,580) 326,958 -450.48%
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Children, Incorporated

Balance Sheet
As of December 31, 2010

ASSETS
Current Assets
Checking/Savings
Cash and Cash Equivalents
Total Cash and Cash Equivalents
Total Checking/Savings
Total Accounts Receivable
Other Current Assets
Total 130.02 - Employee/ Misc Rovhles
Total 130.00 - Advances Revble
438.00 + Interest Revble
Total 143.00 - Prepald Exps.
Total Other Current Assets
Total Current Assets
Total Fixed Assets
Other Assets
Total 146.00 - Investmenits

TOTAL ASSETS

LIABILITIES & EQUITY
Liabilities
Current Liabilities
Total Accounts Payable
Total Other Current Liabilities

Total Liabilities

Equity
252.00 - PrePaid Sponsrshp
251.00 * Trust & Educ. Fund
280.00 - Genl Fund (Unrestricted}
283.00 - Restricted Special Gifts Fund
286.00 * Prop & Equip Fund
290.00 + Perm Rest Net Assets Turock
390 - Unallocated [ncome
Net Income

Total Equity

TOTAL LIABILITIES & EQUITY

Dec 31,10

3 756,385
766,385
144,429

R ]

2,540
1,428
2,808
53,673
57,809
058,623

1,419,130

o » vl o O

l

$ 1,883,080

I

$ 4,260,843

\

3 566,885
3 s

$ 657,924

$ 1,031,772
$ 1,175,02¢
$ (834,232)
$ 453,402
3 1,422,317
3 100,000
§ 262
§ 254,378
$ 3,602,919

$ 4,260,843

‘l

Page 1 of 1



RESP.QNSE L
High touch
between donor &
child; 1to 1
connection with
child
Dedicated staff
responsive 10
donors and
children

Committed and
involved board

"QUESTION
What would you
preserve about C17

Small size and
agility of
organization

Keep the
sponsorship
model

Publicize the
success of
graduates
— T
self-criticize
Keep the renewal
process going

and enthusiasim,
want to keep it

Offering an
option fo sponsor
US children
Example of
Marian
Cummins puting
org above self

Don’t want to
become the animal
no one understands




L Commcnts
d as

" Responses. L

What is your vsn Financially stable; Even if not list¢
for CI: what would ‘| in sound financial part of vision, every
ou like CI tobe in | condition board member

brought this up

Organization have &

refined value

proposition

P | —
jocal profile

Reverse decline in
child sponsorship;
improve chi
sponsorship

Find new ways o
help children

Show children
receiving Cl support
as happy: children
ot on C1 support as
sad instead of other

in major cities
— Think bigger |—

Stay true t0 the
mission

Malke this a happy
place because of the
good we're doing
rather than 2 sad
place because all we
focus on is how
rnuch there is 10 do
Make things happen
by design, not by
accident

Develop bettet,
more efficient
management




One Change

Staff bring recommendations to Board rather than ask Board for recommendations
Sell the building and go to a lower rent area (Two responses)

Find an angel

Use the resoutces of universities for outreach and support (2 responses)

Develop a stronger board

Make some staff changes

Use Magic Jack phones!

Improve the website

Make the ask of potential donors

Develop an endowment

Find ways to differentiate CI programs; better branding and marketing (2 responses)
Use the Strategic Plan as a roadmap for the growth and development of the organization



CHILDREN, INCORP ORATED
PROPOSAL FORNEW DATABASE AND INTEGRATED WEBSITE
STAFF RECOMMENDATIONS

PHASE L: Website, Dstabase and IT Upgrades

Staff has conducted 2 thorough review of our current database needs and has contacted every
major vendor of databases in the country, including all that we could find that offer a “child
sponsorship module” Only one company has considerable experience in this technology with
organizations that ate of gimilar size t0 Children, Tncorporated. Another company has
gxperience with this technology, but only with extremely small non-profits (less than 100
sponsored children). A third company, Blackbaud, has almost completed a custom child
sponsorship module integration for Plan, a very large sponsorship organization.

Tt should be noted that most all nonprofit database developers now utilize cloud technology for
their systems. The three we have considered use this technologys meaning there is monthly
Maintenance fee for usage instead of having the data reside on2 server within out offices.

Recommendation: Contract with eTapestry, the comparny with considerable experience in
puilding child sponsorship modules, 10 build a new database for Children, Tncorporated.

Costs: Up-front costs to convert current data, build ecommerce and shopping carts
provide web access portal for sponsors (and eventually volunteer field personnel),
work with CI's web developer to fully integrate the new database with the

new back office functions of the website, and {rain our staff on usage.

$75,176 (does not include allowance)
_$20.593 discount if contract signed by 1/28/2011

$53,583 + 70% allowance for unforeseen problems = $64,300

Annual mainfenance includes access to BP to 150,000 recotrds, access for all
existing staff t0 the database, provision of firewalls, gecurity systems, set up and
maintenance of the external log-in featurc, email integration, highest level
(avai‘iable) reporting for staff, ability to segment donations, shopping catt wit

full security, PCL compliance, third party processor (additional fees for processing
oredit cards are not included — they arc charged by the processor), unlimited
telephone support and annual training agreement.

$42,512

Website Development

In order for the new database to work properly with the public website, a logic MmO del has to be
created for the website so that it works efficiently, and makes sense anyone wanting to make
contributions and/or access information on their sponsored child, Our website developer, Punch,



is in the process of designing the logic MmO del, which is necessary {0 make out website uset
friendly to OUf constituents. The additional cOStS of {his process will be needed t0 integrate the
new website features With the new database.

Costs: Design - $7 ,200
Proiect Management -~ $5,100
Ptogramming .- $8,200
TOTAL: $20,500

Development of Portdl for Project Coordinators in Field:
Input pictures from project site
Clorrespondenceé regarding enrollment changes: wpdates, children leaving project, €1¢
Submission of. ﬁnancial reports oF other requested data
Message board 10 send stories of the Children, Inc.
Apply for funding from CI (emergency funds, special projects)
Access to common documents (manuals, forms, efc)
Interface 10 database

Estimated cOSIS: $10,000 o $38,000 (still trying to sort this out!)

1T Upgrades — (] has four servers ourrently, Three are 2005; one 152009, When the database
and the website work s completed, tWO of the older servets can be decommissioned. At that
{ime the organization 18y choose to purchase one additional server 1o be used for email and
being off-site back-up, OF MOVe all email and files entire 10 the cloud, only keeping 0N server on
site to house the old database (in case it is needed for archives), or usc @ combination of one of

these choices. The anticipated cost of this project will be —

Costs: $14,500 plus $500 monthly maintenance t0 keep servers in-house, but replace
aging equipment and upgrade {he Microsoft applications t0 2010 '

OR
$18,000 plus $120 monthly use fee to configuie & migrate data & files to the
cloud; plan involves file clean-up and using the newest server for apps

OR
$4,000/ month to Move to a totally virtoal network (10 upfront costs)
PHASE IL: Upgrade to 2 Professional Accounting System

Staff recommends {hat after Phas¢ 1is completed, the organization should upgrade itg accounting
system to 0n® {hat can accurately track grants, call perform cost center accounting functions, and
nas expanded reporting capabilities.

Cost: $125,000 up front plus $18,000/year maintenance ( for Financial Bdge goftware)



PHASE IIL: Purchase ofa Monitoring and Tvaluation PDatabase (preferably off the shel)
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Strategic Plan timeline
January - December 2011
Programs/ Partnerships

Responsibilities for Sponsor Retention and Growth

Tactic 3: Streamline and improve the sponsorship process :

e Technological improvements that allow the project coordinators to log in to our
site remotely and enter their own enrollment forms, progress reports, download
pictures, access subsidy documentation, submit financial statements and project
updates as needed should be live by August 2011.

o Roll-out and training for all projects completed by April 2012 for all projects,
with the intent that 85% of all internet capable projects are utilizing the system to
submit documentation and receive subsidy materials by December 2012,
Providing subsidy elecironically to internet capable projects will begin in April
2011.

¢ We are planning to pilot a sponsor- child email correspondence program in
August 2011 ata select umber of project sites around the world to reduce the
correspondence time from weeks or months to less than one week.

Internal Communications, Development, and Engagement

Tactic 4: Improve coordinator and employee awarencss of project activity

o TFstablished a regular schedule of opportunities for staff to interact with children at
our project locations.

Organizational Metrics and Assessment
Tactic 1: Implement a rapid assessment of existing programs and activities
o Data from rapid assessments is going to be synthesized and utilized to help guide
budget meetings starting in February, ending prior to the April 2011 board
meeting,.
e Coordinator communication regarding the impact and resulis of the assessment
data they submitted is scheduled to go out during Q4 of 2010-2011.
Tactic 2: Tmplement a community needs assessment
o Data from the needs assessments is going to be utilized in Q3 of 2010-2011 as we
move toward identifying our organizational metrics.
o Identify a process for improving this tool for implementation on an annual or
biannual basis moving forward.
Tactic 3: Design and implement long-term outcomes based strategy
e We are utilizing the next 18 months as an exploratory period in which to
determine precise database needs for synthesizing, reporting, storing, and
sharing sponsorship and program related monitoring and evaluation data.

o Following that period we will most likely engage in the creation of a
customized database for this purpose pethaps by Q1 2012-2013. .

¢ Development of organizational metrics will be completed during Q3 , 2010-
2011 with a report out to the Board for final review.

e From the list of indicators, we will then move on to creating coverage tables
that will enable us to communication, collect, and track the data related to
each performance area. This will be completed during the Q4 of 2010-2011.



e A process to evaluate and timetable to collect coverage table data will be
completed by Q1, 2011-2012.

e Completed coverage table roll-out and implementation at project level by Q1
2012-2013.

Project Management
Tactic 1: Improve project information and communications and Tactic 2:
Increase project accountability and effectiveness can be combined.

o Most value added training opportunities for coordinators in the near term ate:

o Roll-out of coordinator manual thoroughly explaining all of our
changes, expectations, requirements, support, forms.

o Technology options such as sponsor communication email pilots and
coordinator access to our database for entering child enrollment,
financial reporting, and progress report information from the field.

o Child protection policy training -

These can all be implemented by Q2, 2011-2012.

o Development of project evaluation criteria is underway. The desire is to have
a list of criteria that can be utilized across all project sites to establish project
performance and effectiveness. This will be completed and projects will be
evaluated based on internal data and ongoing communications by Q4, 2010-
2011.

o Decisions will be made to determine where contraction and expansion needs
to occur over the next year based on things like economy of scale, clustering,
geographic location, mission fulfillment, sponsorship attrition risk, starting in
Q4 2010-2011, to be completed as early as Q1, 2011-2012.

Tactic 3: Build and strengthen the technology infrastructure of every project

e The tentative date pending Board approval for the new database and website
to be operational is by the end of Q4 2010-2011. This will create the online
ability for coordinators to access our database and enter their own progress
reports, enrollment forms, project updates, submit financial reports and access
subsidy documentation.

o A technology study is being devised for roll out in Q4 2010-2011 that will
help us identify technology gaps within each of the project locations.

Long-Term Program Development
Tactics 1-5
¢ Establishment of program guidelines by Q4 2011-2012.
e Implementation of new affiliation strategies by Q2 1011-2012. Exit
strategies will need to considered once we determine how we are
measuring our Success.



