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Independent Auditor's Report

To the Board of Directors of
Horton’s Kids, Inc.

We have audited the accompanying financial statements of Horton’s Kids, Inc. (a nonprofit
organization), which comprise the statement of financial position as of August 31, 2018, and the related
statements of activities and changes in net assets, 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.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audits 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 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 the auditor’s 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.

59 Franklin Street, 2nd Floor
Annapolis, MD 21401



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Horton’s Kids, Inc. as of August 31, 2018, 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.

Aota [.PH ézw—a/i; Lz

January 28, 2019



STATEMENT OF FINANCIAL POSITION

Current Assets:
Cash and Cash Equivalents
Investments
Contributions and Other Receivables
Prepaid Expenses

Total Current Assets

Property and Equipment:
Land
Furniture and Equipment
Vehicles
Leasehold Improvements
Less: Accumulated Depreciation

Net Property and Equipment

Total Assets

Current Liabilities:

HORTON'S KIDS, INC.

AUGUST 31, 2018

ASSETS

LIABILITIES AND NET ASSETS

Accounts Payable and Accrued Expenses

Deferred Revenue
Total Current Liabilities
Net Assets:
Unrestricted
Temporarily Restricted

Total Net Assets

Total Liabilities and Net Assets

See auditor's report and accompanying notes to financial statements.
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314,759
637,553
159,655

88,631

1,200,598

265,788
133,394

70,941
236,762

(295,807)
411,078

1,611,676

45,608
8,750

54,358

1,489,942
67,376

1,557,318

1,611,676



HORTON'S KIDS, INC.
STATEMENT OF ACTIVITIES AND CHANGE IN NET ASSETS

FOR THE YEAR ENDED AUGUST 31, 2018

REVENUE

Contributions

Investment Income:
Net Appreciation in Fair Value of Investments
Interest and Dividends
Less: Investment Expenses

Net Investment Income
Net Assets Released from Restrictions

Total Revenue

EXPENSES
Program Services:
Academics
Communication and Marketing
Health and Basic Needs
Summer Camp
Youth Development

Total Program Services

Supporting Services:
Management and General
Fundraising:

Special Events
Other Fundraising
Total Fundraising

Total Supporting Services
Total Expenses

Change in Net Assets

Net Assets at Beginning of Year

Net Assets at End of Year

$

Temporarily
Unrestricted Restricted Total
1,826,479 S 758,135 S 2,584,614
38,803 - 38,803
25,747 - 25,747
(18,648) - (18,648)
45,902 - 45,902
740,350 (740,350) -
2,612,731 17,785 2,630,516
538,416 - 538,416
283,766 - 283,766
691,905 - 691,905
87,551 - 87,551
322,798 - 322,798
1,924,436 - 1,924,436
160,999 - 160,999
214,562 - 214,562
208,705 - 208,705
423,267 - 423,267
584,266 - 584,266
2,508,702 - 2,508,702
104,029 17,785 121,814
1,385,913 49,591 1,435,504
1,489,942 S 67,376 S 1,557,318

See auditor's report and accompanying notes to financial statements.



HORTON'S KIDS, INC.
STATEMENT OF FUNCTIONAL EXPENSES
FOR THE YEAR ENDED AUGUST 31, 2018

Total
Communication Health and Summer Youth Program
Academics and Marketing Basic Needs Camp Development Services

Advertising and Promotion S - S 120,000 S - S - S - S 120,000
Bank Charges - - - - - -
Books, Subscriptions, Materials 11,087 - - 72 663 11,822
Computer Services 9,441 2,552 14,181 4,759 7,355 38,288
Depreciation 2,096 224 43,476 173 786 46,755
Employee Benefits 24,605 5,283 27,202 4,442 18,850 80,382
Event Supplies and Entertainment 362 43,072 815 476 310 45,035
Equipment Rental and Maintenance 1,915 440 7,646 163 1,294 11,458
Fees 493 - 4,780 7,371 4,646 17,290
Food and Meals 400 23 4,695 392 1,767 7,277
Insurance 5,208 1,123 5,604 881 3,842 16,658
Internet 755 159 967 125 557 2,563
Occupancy Expense 28,932 5,268 31,933 4,187 18,175 88,495
Office Supplies 7,234 9,905 8,267 1,140 5,195 31,741
Other Specific Assistance 11,404 9 1,208 - 61 12,682
Payroll Taxes 21,085 4,480 22,302 3,420 15,632 66,919
Postage, Shipping, Delivery 307 813 417 45 230 1,812
Presents 2,883 430 3,122 181 13,574 20,190
Printing and Copying 1,118 439 1,907 188 774 4,426
Professional Fees 21,586 29,218 19,481 2,419 11,570 84,274
Program Activity Supplies 31,096 692 149,371 4,182 5,219 190,560
Salaries and Wages 271,613 54,538 310,880 41,706 189,619 868,356
Staff Development 4,881 882 5,119 760 3,737 15,379
Telephone and Telecommunications 4,560 630 4,287 844 2,242 12,563
Transportation, Travel and Parking 64,102 834 8,613 3,863 9,049 86,461
Volunteer Expense/Development 11,253 2,752 15,632 5,762 7,651 43,050

Total S 538,416 S 283,766 S 691,905 S 87,551 S 322,798 S 1,924,436

See auditor's report and accompanying notes to financial statements.
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Advertising and Promotion

Bank Charges

Books, Subscriptions, Materials
Computer Services

Depreciation

Employee Benefits

Event Supplies and Entertainment
Equipment Rental and Maintenance
Fees

Food and Meals

Insurance

Internet

Occupancy Expense

Office Supplies

Other Specific Assistance

Payroll Taxes

Postage, Shipping, Delivery
Presents

Printing and Copying

Professional Fees

Program Activity Supplies

Salaries and Wages

Staff Development

Telephone and Telecommunications
Transportation, Travel and Parking
Volunteer Expense/Development

Total

$

$

HORTON'S KIDS, INC.
STATEMENT OF FUNCTIONAL EXPENSES (CONTINUED)

FOR THE YEAR ENDED AUGUST 31, 2018

Total Fundraising
Program Management Other Total Total
Services and General Special Events Fundraising Fundraising Expenses
120,000 $ 240 S - S 24 S 24 S 120,264
- 8,279 - 7,721 7,721 16,000
11,822 - - - - 11,822
38,288 2,581 2,621 5,471 8,092 48,961
46,755 837 240 2,015 2,255 49,847
80,382 6,428 5,361 11,181 16,542 103,352
45,035 - 102,822 - 102,822 147,857
11,458 442 326 730 1,056 12,956
17,290 - - - - 17,290
7,277 42 - - - 7,319
16,658 1,268 1,167 2,314 3,481 21,407
2,563 186 180 328 508 3,257
88,495 5,828 5,383 10,703 16,086 110,409
31,741 2,669 17,695 16,226 33,921 68,331
12,682 10 12 12 24 12,716
66,919 5,109 4,642 9,320 13,962 85,990
1,812 147 90 142 232 2,191
20,190 543 330 1,298 1,628 22,361
4,426 221 188 407 595 5,242
84,274 61,676 13,128 13,915 27,043 172,993
190,560 220 1,678 59 1,737 192,517
868,356 60,559 56,489 118,852 175,341 1,104,256
15,379 2,176 649 4,522 5,171 22,726
12,563 530 505 1,917 2,422 15,515
86,461 545 609 785 1,394 88,400
43,050 463 447 763 1,210 44,723
1,924,436 S 160,999 $ 214,562 S 208,705 S 423,267 § 2,508,702

8

See auditor's report and accompanying notes to financial statements.



HORTON'S KIDS, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED AUGUST 31, 2018

CASH FLOWS FROM OPERATING ACTIVITIES
Change in Net Assets S 121,814

Adjustments to Reconcile Change in Net Assets to
Net Cash Provided by Operating Activities:

Depreciation 57,060
In-Kind Donation Stock (25,064)
(Appreciation) Depreciation in Fair Value of Investments (38,803)
(Decrease) Increase in Contributions and Other Receivables (49,913)
Increase in Prepaid Expenses (47,224)
Increase in Accounts Payable and Accrued Expenses (19,212)
Increase in Deferred Revenue 3,250

Net Cash Provided by Operating Activities 1,908

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of Investments 404,554
Proceeds from Sale of Investments (210,296)
Purchase of Fixed Assets (318,854)

Net Cash Used by Investing Activities (124,596)

CASH FLOWS FROM FINANCING ACTIVITIES -

Decrease in Cash and Cash Equivalents (122,688)
Cash and Cash Equivalents at Beginning of Year 437,447
Cash and Cash Equivalents at End of Year S 314,759

SUPPLEMENTAL DISCLOSURE
Interest Paid S -
Income Taxes Paid S -

See auditor's report and accompanying notes to financial statements.
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HORTON’S KIDS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Horton’s Kids’ (HKI) mission is to empower at-risk children and prepare them for successful and
healthy lives through educational opportunities and comprehensive programs tailored to their
needs. Horton’s Kids believes circumstance should not dictate a child’s future, and that each
participant should graduate from high school ready to succeed in college, career, and life.

Horton’s Kids’ model includes three areas of focus:
Academics

Academic supports serve children of all ages so they graduate from high school prepared for
post-secondary success. Academic supports — and literacy supports in particular — are an
urgent need for the children we serve. Reading on grade level by third grade is one of the
most important predictors of long term success, but meeting this benchmark is a challenge for
Wellington Park children. By the time they enter kindergarten, our participants have heard, on
average, 30 million fewer words than their more affluent peers, putting them at a significant
disadvantage. This gap only widens as children grow older: in fact, many of our participants
come to us three or more years behind in reading. Aligned to the Common Core, our
programming includes one-on-one tutoring and homework help for children in grades K-12 to
strengthen their literacy skills; older youth programming for children in grades 7-12 — such as
career exploration and SAT/ACT preparation - to prepare them for post-secondary options; and
educational advocacy services to connect families with high-performing schools and support
children with special needs. All of these supports result in tremendous outcomes for children:
in fact, children in Horton’s Kids are twice as likely to graduate from high school.

Youth Development

Youth Development activities help children develop social-emotional skills, habits, and
behaviors that are critical to lifelong success. This includes everything from learning to manage
their emotions to writing a resume additionally, key character strengths — such as
perseverance, optimism, and self-control — are closely tied to life-long success. Out activities
that foster these skills and habits include field trips, team and individual sports, mentoring, life
skills lessons, discussion forums, and enrichment activities.

Health & Basic Needs

Health and basic needs supports ensure that children are healthy and prepared to learn. The
children we serve live in a community with one of the highest rates of violent crime in DC,
where the average family income is less than $10,000 per year. Our community resource
center, open six days a week, is located just steps from children’s homes, allowing us to be a
consistent and trusted resource for the families we serve. We provide a wide range of
services, including daily after school meals, mental health supports, diaper and toiletry
distribution, coat and backpack distributions, and connections to partner organizations that
empower families.

10



HORTON’S KIDS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2018

NOTE 1 - SUMMARY OF SIGNIFIGANT ACCOUNTING POLICIES (CONTINUED)

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 liabilities as of the date of the
financial statements, and reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents consist of amounts on deposit (including interest bearing deposits)
with domestic financial institutions as well as money market funds.

Investments

Investments are stated at aggregate fair value. Publicly traded securities and mutual funds are
valued at the last reported sales price on the last business day of the year. The difference
between the total fair value at the beginning and end of the year, including investments
bought and sold during the year, is included in the statement of activities and changes in net
assets as net appreciation (depreciation) in fair value of investments. All purchases and sales
of investments are recorded on a trade-date basis. Any unsettled transactions are recorded
either as a receivable or a liability on the statements of financial position.

Financial assets and liabilities valued using level 1 inputs are based on unadjusted quoted
market prices within active markets. Financial assets and liabilities valued using level 2 inputs
are based primarily on quoted prices for similar assets or liabilities in active or inactive
markets. For certain long term debt, the fair value was based on present value techniques
using inputs derived principally or corroborated from market data. Financial assets and
liabilities using level 3 inputs were primarily valued using management’s assumptions about
the assumptions market participants would utilize in pricing the asset or liability. Valuation
techniques utilized to determine fair value are consistently applied.

Pledges and Grants Receivable

Pledges and grants receivable consist of unconditional promises to give and contracts with
government agencies as of August 31, 2018. All pledges and grants are expected to be
collected in the subsequent year.

Provision for Doubtful Accounts

The provision for doubtful accounts is based on management’s estimate of the status of
existing grants and pledges receivable. At August 31, 2018, management has recorded no
provision for doubtful accounts.

11



HORTON’S KIDS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2018

NOTE 1 - SUMMARY OF SIGNIFIGANT ACCOUNTING POLICIES (CONTINUED)

Property and Equipment

HKI capitalizes all property and equipment acquisitions of $1,000 and above. Property and
equipment is recorded at cost, if purchased, or fair market value at date of donation, if
contributed. Depreciation is provided on a straight line basis over the estimated useful life of
the asset, usually 5-7 years.

Basis of Presentation

HKI classifies resources for accounting and reporting purposes into three net asset categories
according to externally (donor) imposed restrictions. Unconditional promises to give are
recorded as receivables and revenues and HKI distinguishes between contributions received
for each net asset category in accordance with donor-imposed restrictions. A description of
the three net asset categories follows.

= Permanently Restricted - the portion of the net assets resulting from contributions and
other inflows of assets whose use is limited by donor-imposed stipulations that neither
expire by passage of time nor can be fulfilled and removed by actions of HKI pursuant to
those stipulations.

» Temporarily Restricted - the portion of the net assets resulting from contributions or other
inflows of assets whose use by HKI is limited by donor-imposed stipulations that either
expire by passage of time or can be fulfilled and removed by actions of HKI pursuant to
those stipulations.

= Unrestricted - the portion of the net assets that is neither permanently restricted nor
temporarily restricted by donor-imposed stipulations.

When contributions are received and the restrictions met within the same fiscal year, the
amounts are reported as unrestricted contributions.

Donated Services, Materials and Facilities

Donated services are recognized as contributions at their estimated fair value at the date of
donation, if the services (a) create or enhance non-financial assets or (b) require specialized
skills, are performed by people with those skills, and would otherwise be purchased by HKI. In
addition, individuals and other groups contribute substantial amounts of materials and services
toward the fulfillment of programs initiated by HKI. A substantial number of volunteers have
donated significant amounts of time to HKI's program services and to its fundraising
campaigns. However, these amounts have not been recognized in the accompanying
statement of activities and changes in net assets for these contributed services because the
conditions for requiring recognition of such volunteer effort under generally accepted
accounting principles do not exist.
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HORTON’S KIDS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2018

NOTE 1 - SUMMARY OF SIGNIFIGANT ACCOUNTING POLICIES (CONTINUED)

Donated Services, Materials and Facilities (Continued)

Donations of materials are recorded as contributions at their estimated fair value at the date of
donation. Such donations are reported as increases in unrestricted net assets unless the donor
has restricted the donated asset to a specific purpose. Assets donated with explicit restrictions
regarding their use are reported as restricted contributions. Absent donor stipulations
regarding how long those donated assets must be maintained, HKI reports expirations of donor
restrictions when the donated or acquired assets are placed in service as instructed by the
donor. HKI reclassifies temporarily restricted net assets to unrestricted net assets at that time.

Income Taxes
HKI is exempt from income taxes under Section 501(c)(3) of the Internal Revenue Code (the
Code). In addition, HKI has been determined by the Internal Revenue Service not to be a

private foundation within the meaning of Section 509(a) of the Code.

HKI’s informational return filings are subject to audit by the Internal Revenue Service, generally
for three years after filing.

Functional Allocation of Expenses

The costs of providing the various programs and other activities have been summarized on a
functional basis in the statement of activities and changes in net assets. Accordingly, certain
costs have been allocated among the programs and supporting services benefited.

Subsequent Events

HKI evaluated subsequent events through the date that the financial statements were available
to be issued. HKI has identified one significant event that occurred subsequent to the
statement of financial position date but prior to January 28, 2019 that would have a material
impact on the financial statements.

NOTE 2 - CONCENTRATIONS
HKI maintains cash balances in a number of financial institutions. The accounts at these
institutions are insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000.

At August 31, 2018, HKI had uninsured cash balances of approximately $30,000. HKI considers
the risk of loss to be minimal.

13



HORTON’S KIDS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2018

NOTE 3 - INVESTMENTS

The following table presents HKI’s fair value hierarchy for the above assets measured at fair
value on a recurring basis as of August 31, 2018:

Quoted Market Other
Prices in Observable Unobservable
Active Markets Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
Common Stock S 26,151 S - S - S 26,151
Exchange Traded and
Closed End Funds 497,117 --- --- 497,117
Mutual Funds 114,285 - - 114,285
Total Investments S 637,553 S — S — S 637,553

NOTE 4 - LEASE

In March 2012, HKI entered into a lease for a residential apartment used for various program
functions. This lease was for a period of five years and expired February 28, 2018. This lease
has defaulted to a month to month agreement.

In December 2014, HKI entered into a lease for office space for a period of five years, expiring
January 31, 2019. The terms of this lease require monthly payments of $6,538 and 4% annual
increases effective February 1 of each year.

Future minimum annual payments under these leases are as follows:

2019 S 38,241
Total Minimum Lease Payments S 38,241

NOTE 5 - TEMPORARILY RESTRICTED NET ASSETS

At August 31, 2018, temporarily restricted net assets are available for the following purposes:

Purpose

Purpose Restricted - Older Youth S 17,504
Purpose Restricted - Academic Programs 30,749
Purpose Restricted - Career Assistance 7,495
Purpose Restricted - Scholarships 7,826
Purpose Restricted - Organizational Development 3,802

Purpose Restricted — Family Empowerment ---

Total S _67,376
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HORTON’S KIDS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2018

NOTE 6 - DONATED SERVICES AND FACILITIES

The value of donated services and facilities included as contributions in the financial
statements and the corresponding expenses for the years ended August 31, 2018 are as

follows:

Program Management

Services and General Fundraising Total
Advertisement S 120,000 S - S - S 120,000
Professional Fees - 16,308 -—- 16,308
Total S 120,000 S 16,308 S S _136,308

NOTE 7 - RETIREMENT PLAN

In 2003, HKI established a SIMPLE IRA plan covering all employees who are reasonably
expected to receive $5,000 in compensation for the calendar year. HKI matches employee
contributions dollar-for-dollar up to the lesser of 3% of the employee’s compensation or the
Internal Revenue Service limit. Pension expense for the years ended August 31, 2018 was
approximately $12,000.
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