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AW

CPAs & ADVISORS

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Horton's Kids, Inc.
Washington, D.C.

Opinion

We have audited the accompanying financial statements of Horton's Kids, Inc. (the Organization), which
comprise the statement of financial position as of August 31, 2022, and the related statements of activities
and change in net assets, functional expenses and cash flows for the year then ended, and the related
notes to the financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Organization as of August 31, 2022, and the change 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.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Our responsibilities under those standards are further described in the Auditor's Responsibilities
for the Audit of the Financial Statements section of our report. We are required to be independent of the
Organization and to meet our other ethical responsibilities in accordance with the relevant ethical
requirements relating to our audit. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the Organization's ability to
continue as a going concern within one year after the date that the financial statements are available to be
issued.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with generally accepted auditing
standards will always detect a material misstatement when it exists.
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The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Misstatements, including omissions, are considered material if there is a substantial
likelihood that, individually or in the aggregate, they would influence the judgment made by a reasonable
user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

o |dentify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Organization's internal control. Accordingly, no such
opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Organization's ability to continue as a going
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control related
matters that we identified during the audit.

Report on Summarized Comparative Information

We have previously audited the Organization's 2021 financial statements, and we expressed an
unmodified audit opinion on those audited financial statements in our report dated April 1, 2022. In our
opinion, the summarized comparative information presented herein as of and for the year ended

August 31, 2022, is consistent, in all material respects, with the audited financial statements from which it
has been derived.

February 16, 2023



HORTON'S KIDS, INC.

STATEMENT OF FINANCIAL POSITION

AS OF AUGUST 31, 2022

WITH SUMMARIZED FINANCIAL INFORMATION FOR 2021

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Investments
Grants and contributions receivable
Prepaid expenses
Total current assets
FIXED ASSETS
Land
Building
Furniture and equipment
Vehicles
Leasehold improvements
Less: Accumulated depreciation and amortization
Net fixed assets
NONCURRENT ASSETS

Grants and contributions receivable, net of current portion

TOTAL ASSETS

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable and accrued liabilities
Construction project payable
Paycheck Protection Program loan
Deferred rent
Total current liabilities

NONCURRENT LIABILITIES

Deferred rent
Loan payable, net

Total liabilities
NET ASSETS

Without donor restrictions
With donor restrictions

Total net assets

TOTAL LIABILITIES AND NET ASSETS

EXHIBIT A

2022 2021
$ 806,154 $ 794,469
599,753 1,029,806
1,198,645 330,211
166,309 110,527
2,770,861 2,265,013
338,766 338,766
4,291,981 100,000
195,354 163,947
22,797 22,797
349,414 345,726
5,198,312 971,236
(445.012) (385.087)
4,753,300 586,149
192,174 -
$___7,716,335 $__ 2,851,162
$ 121,066 $ 90,726
839,024 -
- 323,115
11,712 21,462
971,802 435,303
- 11,712
2,416,080 -
3,387,882 447,015
2,763,992 1,939,774
1,564,461 464,373
4,328,453 2,404,147
$__ 7,716,335 $__ 2,851,162

See accompanying notes to financial statements.



HORTON'S KIDS, INC.

STATEMENT OF ACTIVITIES AND CHANGE IN NET ASSETS

FOR THE YEAR ENDED AUGUST 31, 2022

WITH SUMMARIZED FINANCIAL INFORMATION FOR 2021

EXHIBIT B

2022 2021
Without
Donor With Donor
Restrictions _Restrictions Total Total

SUPPORT AND REVENUE

Grants and contributions

$ 2191436 $ 3,366,523 $ 5,557,959 $ 3,077,561

In-kind contributions 398,990 - 398,990 761,833
Investment (loss) income, net (98,764) (7,061) (105,825) 162,221
Net assets released from donor
restrictions 2,259,374 (2,259,374) - -
Total support and
revenue 4,751,036 1,100,088 5,851,124 4,001,615
EXPENSES
Program Services:
Academics 921,917 - 921,917 1,140,493
Communications and Marketing 439,454 - 439,454 345,229
Health and Wellness 716,094 - 716,094 587,683
Community and Family
Engagement 564,881 - 564,881 546,822
Youth Development 675,932 - 675,932 619,987
Total program
services 3,318,278 - 3,318,278 3,240,214
Supporting Services:
Management and General 166,502 - 166,502 225,990
Fundraising 765,153 - 765,153 505,087
Total supporting
services 931,655 - 931,655 731,077
Total expenses 4,249,933 - 4,249,933 3,971,291
Change in net assets before other item 501,103 1,100,088 1,601,191 30,324
OTHER ITEM
Extinguishment of debt 323,115 - 323,115 247,545
Change in net assets 824,218 1,100,088 1,924,306 277,869
Net assets at beginning of year 1,939,774 464,373 2,404,147 2,126,278
NET ASSETS AT END OF YEAR $_2763992 $_ 1564461 $_ 4328453 $_ 2,404,147
See accompanying notes to financial statements. 5



EXHIBIT C
HORTON'S KIDS, INC.
STATEMENT OF FUNCTIONAL EXPENSES

FOR THE YEAR ENDED AUGUST 31, 2022
WITH SUMMARIZED FINANCIAL INFORMATION FOR 2021

2022
Program Services
Community Total
Communications Health and and Family Youth Program
Academics and Marketing Wellness Engagement Development Services

Salaries, wages, benefits and taxes $ 583981 § 112,261 $ 450,233 $ 389,580 $ 432,516 $ 1,968,571
Professional fees 58,311 48,837 66,222 19,652 42,324 235,346
Program supplies, activity fees and

transportation 107,493 - 66,091 66,159 93,463 333,206
Occupancy expense 51,416 7,091 42,483 29,241 33,749 163,980
Advertising and promotion - 177,872 - - - 177,872
Event supplies and entertainment - 60,046 - - - 60,046
Computer services and telecommunications 34,979 5,783 27,965 14,161 20,930 103,818
Staff development 20,596 2,405 14,984 12,298 12,742 63,025
Depreciation and amortization 16,982 2,248 12,918 7,885 10,294 50,327
Office supplies, postage, printing and office

expenses 15,898 6,557 8,881 6,708 8,552 46,596
Licenses and fees 6,848 5,937 8,925 4,829 6,309 32,848
Development and volunteer expenses 599 8,091 2,749 63.00 1,550 13,052
Equipment 14,926 771 6,928 11,015 7,892 41,532
Insurance 9,888 1,555 7,715 3,290 5,611 28,059
TOTAL $ 921,917 $ 439,454 $ 716,094 $ 564,881 $ 675,932 $ 3,318,278

See accompanying notes to financial statements. 6



HORTON'S KIDS, INC.

STATEMENT OF FUNCTIONAL EXPENSES
FOR THE YEAR ENDED AUGUST 31, 2022

WITH SUMMARIZED FINANCIAL INFORMATION FOR 2021

Salaries, wages, benefits and taxes

Professional fees

Program supplies, activity fees and
transportation

Occupancy expense

Advertising and promotion

Event supplies and entertainment

Computer services and telecommunications

Staff development

Depreciation and amortization

Office supplies, postage, printing and office
expenses

Licenses and fees

Development and volunteer expenses

Equipment

Insurance

TOTAL

EXHIBIT C
(Continued)

2022 (Continued) 2021
Supporting Services
Management Total
and Supporting Total Total
General Fundraising Services Expenses Expenses
$ 95,300 $ 247,871 $ 343,171 § 2,311,742  $ 2,048,862
51,751 285,732 337,483 572,829 763,941
- - - 333,206 297,338
11,456 24,851 36,307 200,287 192,771
- - - 177,872 108,126
- 77,799 77,799 137,845 52,434
2,543 25,526 28,069 131,887 120,000
575 10,586 11,161 74,186 57,768
631 8,967 9,598 59,925 61,678
3,358 9,053 12,411 59,007 50,162
253 25,526 25,779 58,627 55,257
- 41,190 41,190 54,242 50,719
49 1,710 1,759 43,291 80,156
586 6,342 6,928 34,987 32,079
$ 166,502 $ 765,153 $ 931,655 $ 4,249,933 $ 3,971,291

See accompanying notes to financial statements.



HORTON'S KIDS, INC.

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED AUGUST 31, 2022
WITH SUMMARIZED FINANCIAL INFORMATION FOR 2021

EXHIBIT D

2022 2021
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ 1,924,306 $ 277,869
Adjustments to reconcile change in net assets to net cash
provided (used) by operating activities:
Depreciation and amortization 59,925 61,678
Unrealized loss (gain) 184,877 (118,468)
Realized gain (50,562) (24,697)
Contributions invested in perpetuity 1,500 1,800
Change in discount on long-term receivables 36,642 -
Receipt of donated securities (25,192) (56,245)
Proceeds from sale of donated securities 10,316 51,450
Extinguishment of debt (323,115) (247,545)
Loss on disposal of fixed assets - 16,693
Increase in:
Grants and contributions receivable (1,097,250) (217,791)
Prepaid expenses (55,782) (36,565)
Increase (decrease) in:
Accounts payable and accrued liabilities 30,340 17,254
Deferred rent (21,462) (17,779)
Net cash provided (used) by operating activities 674,543 (292,346)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of fixed assets (3,388,052) (140,800)
Purchase of investments (50,794) (258,415)
Proceeds from sale of investments 361,408 173,124
Net cash used by investing activities (3,077,438) (226,091)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from loan payable 2,458,063 -
Debt issuance costs (41,983) -
Contributions invested in perpetuity (1,500) (1,800)
Proceeds from Paycheck Protection Program loan - 323,115
Net cash provided by financing activities 2,414,580 321,315
Net increase (decrease) in cash and cash equivalents 11,685 (197,122)
Cash and cash equivalents at beginning of year 794,469 991,591
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 806,154 $ 794,469
SUPPLEMENTAL INFORMATION:
Interest Paid $ 50,462 $ -
SCHEDULE OF NONCASH TRANSACTIONS:
Extinguishment of Debt $____ 323115 $____ 247,545
Fixed Assets Included in Construction Project Payable at Year-End $ 839,024 $ -

See accompanying notes to financial statements.



HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND GENERAL INFORMATION
Organization -

Horton's Kids, Inc. (the Organization) is a non-profit organization, incorporated in the
Washington, D.C. For over 30 years, Horton’s Kids has empowered children growing up in
Southeast DC’s most under-resourced neighborhoods. The Organization supports the physical,
educational, and social-emotional development of over 500 children in grades PreK-12 annually
so that they graduate from high school ready for success in college, career, and life. Their
holistic, multi-generational approach provides comprehensive programs and services for
children as well as their parents and caregivers—targeting economic assets including housing,
job readiness, and health and well-being to promote each individual child’s success.

The Organization’s programmatic model has four key pillars:

Academic programs ensure participants will graduate from high school prepared for post-
secondary success. Aligned to the Common Core, activities include high-impact tutoring
focusing on literacy, homework help, college/career coaching, and educational advocacy
supports.

Youth Development programs help participants develop social-emotional and life skills that are
critical to lifelong productivity and happiness. Activities include field trips, sports, mentoring, life
skills lessons, and project-based learning. Discussion groups foster positive peer groups,
helping participants pursue educational goals together.

Health and Wellness supports ensure that participants have what they need to be healthy and
prepared to learn. In partnership with community-based organizations, the Organization provides
a range of services including meals, winter coats, school uniforms, vision screening, and diaper
distribution. Mental health supports are delivered in partnership with providers who can deliver
group and individual therapy. The Organization develops crisis intervention plans to support
families with critical needs.

Community and Family Engagement supports ensure parents have access to resources needed
for household stability and a voice in organizational planning, including the Parents Council,
walk-in hours, access to the computer lab, job posts, resume assistance, food pantry, diapers,
and other essential items for the family.

Basis of presentation -

The accompanying financial statements are presented on the accrual basis of accounting, and
in accordance with Financial Accounting Standards Board (FASB) Accounting Standards Update
(ASU) 2016-14, Presentation of Financial Statements of Not-for-Profit Entities. As such, net
assets are reported within two net asset classifications: without donor restrictions and with donor
restrictions. Descriptions of the two net asset categories are as follows:

« Net Assets without Donor Restrictions - Net assets available for use in general operations
and not subject to donor restrictions are recorded as "net assets without donor restrictions".
Assets restricted solely through the actions of the Board are referred to as Board designated
and are also reported as net assets without donor restrictions.

« Net Assets with Donor Restrictions - Net assets may be subject to donor-imposed
stipulations that are more restrictive than the Organization mission and purpose. Some donor
imposed restrictions are temporary in nature, such as those that will be met by the passage
of time or other events specified by the donor.



HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND GENERAL INFORMATION
(Continued)

Basis of presentation (continued) -

+ Net Assets with Donor Restrictions (continued) - Donor imposed restrictions are released
when the restriction expires, that is, when the stipulated time has elapsed, when the
stipulated purpose for which the resource was restricted has been fulfilled, or both. Other
donor imposed restrictions are perpetual in nature, where the donor stipulates that resources
be maintained in perpetuity. Gifts of long-lived assets and gifts of cash restricted for the
acquisition of long-lived assets are recognized as revenue without donor restrictions when
the assets are placed in service.

The financial statements include certain prior year summarized comparative information in total
but not by net asset class; such information does not include sufficient detail to constitute a
presentation in conformity with generally accepted accounting principles. Accordingly, such
information should be read in conjunction with the Organization's financial statements for the
year ended August 31, 2021, from which the summarized information was derived.

New accounting pronouncement adopted -

During the year ended August 31, 2022, the Organization adopted ASU 2020-07, Presentation
and Disclosures by Not-for-Profit Entities for Contributed Nonfinancial Assets, which improves
generally accepted accounting principles (GAAP) by increasing the transparency of contributed
nonfinancial assets for not-for-profit (NFP) entities through enhancements to presentation and
disclosure. The amendments in this Update address certain stakeholders' concerns about the
lack of transparency relating to the measurement of contributed nonfinancial assets recognized
by NFPs, as well as the amount of those contributions used in a NFP's programs and other
activities. The ASU was adopted retrospectively and did not change the recognition and
measurement requirements for those contributed nonfinancial assets.

Cash and cash equivalents -

The Organization considers all cash and other highly liquid investments with initial maturities of
three months or less to be cash equivalents. Bank deposit accounts are insured by the Federal
Deposit Insurance Corporation (“FDIC”) up to a limit of $250,000. At times during the year, the
Organization maintains cash balances in excess of the FDIC insurance limits. Management
believes the risk in these situations to be minimal.

Investments -

Investments are recorded at their readily determinable fair value. Interest, dividends, realized
and unrealized gains and losses are included in investment (loss) income, which is presented
net of investment expenses paid to external investment advisors, in the accompanying
Statement of Activities and Change in Net Assets. Investments acquired by gift are recorded at
their fair value at the date of the qift. The Organization’s policy is to liquidate all gifts of
investments as soon as possible after the gift.

Grants and contributions receivable -

Grants and contributions receivable are recorded at their net realizable value, which
approximates fair value. Receivables that are expected to be collected in future years are
recorded at fair value, measured as the present value of their future cash flows. The discounts
on these amounts are computed using risk-adjusted interest rates applicable to the years in
which the promises are received. Amortization of the discounts is included in grants and
contribution revenue. Management considers all amounts to be fully collectible. Accordingly, an
allowance for doubtful accounts has not been established.

10



HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND GENERAL INFORMATION
(Continued)

Fixed assets -

Fixed assets in excess of $1,000 are capitalized and stated at cost. Fixed assets are
depreciated on a straight-line basis over the estimated useful lives of the related assets. The
useful life of the building is 40 years, building renovations have useful lives ranging from 21 to 25
years and the useful lives of vehicles and furniture and equipment is generally five to seven
years. Leasehold improvements are amortized over the remaining life of the lease. The cost of
maintenance and repairs is recorded as expenses are incurred. Depreciation and amortization
expense for the year ended August 31, 2022 totaled $59,925.

Impairment of long-lived assets -

Management reviews asset carrying amounts whenever events or circumstances indicate that
such carrying amounts may not be recoverable. When considered impaired, the carrying amount
of the assets is reduced, by a charge to the Statement of Activities and Change in Net Assets, to
its current fair value.

Income taxes -

The Organization is exempt from Federal income taxes under Section 501(c)(3) of the Internal
Revenue Code. Accordingly, no provision for income taxes has been made in the accompanying
financial statements. The Organization is not a private foundation.

Uncertain tax positions -

For the year ended August 31, 2022, the Organization has documented its consideration of
FASB ASC 740-10, Income Taxes, that provides guidance for reporting uncertainty in income
taxes and has determined that no material uncertain tax positions qualify for either recognition or
disclosure in the financial statements.

Debt issuance costs -

In accordance with the FASB ASU 2015-03, Simplifying the Presentation of Debt Issuance
Costs, the Organization presents debt issuance costs in the financial statement as a direct
deduction from the related debt liability. Amortization of the costs is reported as interest
expense.

Support and revenue -

The majority of the Organization's activities are supported by grants and contributions from
private entities. These awards are for various activities performed by the Organization. Grants
and contributions are recognized in the appropriate category of net assets in the period received.
The Organization performs an analysis of the individual grant and contribution to determine if the
revenue streams follow the contribution rules or if they should be recorded as an exchange
transaction depending upon whether the transactions are deemed reciprocal or nonreciprocal
under ASU 2018-08, Not-for-Profit Entities (Topic 958): Clarifying the Scope and Accounting
Guidance for Contributions Received and Contributions Made.

For grants and contributions qualifying under the contribution rules, revenue is recognized upon
notification of the award and satisfaction of all conditions, if applicable. Contributions and grants
qualifying as contributions that are unconditional and have donor restrictions are recognized as
"without donor restrictions" only to the extent of actual expenses incurred in compliance with the
donor-imposed restrictions and satisfaction of time restrictions.

11



HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND GENERAL INFORMATION
(Continued)

Support and revenue (continued) -

Funds in excess of expenses incurred are shown as net assets with donor restrictions in the
accompanying financial statements.

Grants and contributions qualifying as conditional contributions contain a right of return from
obligation provision that limits the Organization on how funds transferred should be spent.
Additionally, a barrier is present that is related to the purpose of the agreement. Revenue is
recognized when the condition or conditions on which they depend are substantially met. The
Organization recognizes revenue for these conditional contributions when the related barrier has
been overcome (generally, when qualifying expenditures are incurred). Funds received in
advance of the incurrence of qualifying expenditures are recorded as refundable advances. For
grants and contributions treated as conditional contributions, the Organization had no
unrecognized awards as of August 31, 2022.

In-kind contributions -

In-kind contributions consist of advertising and promotion services, professional fees, program
supplies and software licenses. Goods donated for distribution for the Organization's programs
are recorded at their fair market value as of the date of the gift. Contributed services are
recognized as contributions if the services (a) create or enhance nonfinancial assets or (b)
require specialized skills, are performed by people with those skills, and would otherwise be
purchased by the Organization. In addition, volunteers have donated significant amounts of their
time to the Organization; these donated services are not reflected in the financial statements
since these services do not meet the criteria for recognition as contributed services.

Use of estimates -

The preparation of the 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 at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting period.
Accordingly, actual results could differ from those estimates.

Advertising -

The Organization expenses advertising costs as incurred. Advertising expense was $120,000 for
the year ended August 31, 2022.

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 Change in Net Assets. Accordingly, certain
costs have been allocated among the programs and supporting services benefited. Expenses
directly attributed to a specific functional area of the Organization are reported as direct
expenses to the programmatic area and those expenses that benefit more than one function are
allocated on a basis of estimated time and effort or other reasonable basis.

Risks and uncertainties -

The Organization invests in various investment securities. Investment securities are exposed to
various risks such as interest rates, market and credit risks.

12



HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND GENERAL INFORMATION
(Continued)

Risks and uncertainties (continued) -

Due to the level of risk associated with certain investment securities, it is at least reasonably
possible that changes in the values of investment securities will occur in the near term and that
such changes could materially affect the amounts reported in the accompanying financial
statements.

Fair value measurement -

The Organization applies the provisions of FASB ASC 820, Fair Value Measurement. FASB
ASC 820 defines fair value, establishes a framework for measuring fair value, establishes a fair
value hierarchy based on the quality of inputs (assumptions that market participants would use
in pricing assets and liabilities, including assumptions about risk) used to measure fair value,
and enhances disclosure requirements for fair value measurements. The Organization accounts
for a significant portion of its financial instruments at fair value or considers fair value in their
measurement.

Reclassification -

Certain amounts in the prior year's financial statements have been reclassified to conform to the
current year's presentation. The reclassifications had no effect on the reported change in net
assets.

New accounting pronouncements not yet adopted -

ASU 2019-01, Leases (Topic 842), changes the accounting treatment for operating leases by
recognizing a lease asset and lease liability at the present value of the lease payments in the
Statement of Financial Position and disclosing key information about leasing arrangements.
During 2020, the FASB issued ASU 2020-05 and delayed the implementation date by one year.
The ASU is effective for non-public entities beginning after December 15, 2021. Early adoption
is still permitted. The ASU can be applied at the beginning of the earliest period presented using
a modified retrospective approach or applied at the beginning of the period of adoption
recognizing a cumulative-effect adjustment.

ASU 2016-13, Financial Instruments — Credit Losses (Topic 326), replaces the incurred loss
impairment methodology in current U.S. GAAP with a methodology that reflects expected credit
losses and requires consideration of a broader range of reasonable and supportable information
to inform credit loss estimates. The ASU is effective for the Organization for the year ending
August 31, 2023 but early adoption is still permitted. The ASU can be applied at the beginning of
the earliest period presented using a modified retrospective approach.

The Organization plans to adopt the new ASUs at the required implementation dates and
management is currently in the process of evaluating the adoption methods and the impact of
the new standards on its accompanying financial statements.

INVESTMENTS

In accordance with FASB ASC 820, Fair Value Measurement, the Organization has categorized its

financial instruments, based on the priority of the inputs to the valuation technique, into a three-level
fair value hierarchy.

13



HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

INVESTMENTS (Continued)

The fair value hierarchy gives the highest priority to quoted prices in active markets for identical
assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). If the inputs
used to measure the financial instruments fall within different levels of hierarchy, the categorization
is based on the lowest level input that is significant to the fair value measurement of the instrument.

Investments recorded in the Statement of Financial Position are categorized based on the inputs to
valuation techniques as follows:

Level 1. These are investments where values are based on unadjusted quoted prices for identical
assets in an active market the Organization has the ability to access.

Level 2. These are investments where values are based on quoted prices for similar instruments in
active markets, quoted prices for identical or similar instruments in markets that are not active, or
model-based valuation techniques that utilize inputs that are observable either directly or indirectly
for substantially the full-term of the investments.

Level 3. These are investments where inputs to the valuation methodology are unobservable and
significant to the fair value measurement.

Following is a description of the valuation methodology used for investments measured at fair
value. There have been no changes in the methodologies used and there were no transfers
between levels in the fair value hierarchy during the year ended August 31, 2022. Transfers
between levels are recorded at the end of the reporting period, if applicable.

o Securities and Exchange Traded and Closed End Funds - Valued at the closing price reported
on the active market in which the individual securities are traded.

e Mutual Funds - Valued at the daily closing price as reported by the fund. Mutual funds held by
the Organization are open-end mutual funds that are registered with the SEC. These funds are
required to publish their daily value and to transact at that price. Mutual funds held by the
Organization are deemed to be actively traded.

The table below summarizes, the investments measured at fair value on a recurring basis, by level
within the fair value hierarchy as of August 31, 2022.

Level 1 Level 2 Level 3 Total
Investments:
Securities $ 16,596 $ - $ - $ 16,596
Exchange Traded and Closed
End Funds 154,534 - - 154,534
Mutual Funds 428,623 - - 428,623
TOTAL INVESTMENTS $__ 599,753 $ - $ - $__ 599,753

Included in investment loss, net are the following:

Interest and dividends $ 47,298
Unrealized loss (184,877)
Realized gain 50,562
Investment fees (18,808)
TOTAL INVESTMENT LOSS, NET OF INVESTMENT EXPENSES $_ (105,825)
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HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

GRANTS AND CONTRIBUTIONS RECEIVABLE

As of August 31, 2022, contributors to the Organization have made unconditional written promises
to give, of which $1,427,461, remained due and outstanding. Amounts due beyond one year of the
Statement of Financial Position date have been recorded at the present value of the estimated cash
flows, using a discount rate ranging from 4.30% to 4.50%.

Following is a schedule of amounts due, by year, as of August 31, 2022:

Less than one year $ 1,198,645
One to five years 228,816
Total 1,427,461
Less: Allowance to discount balance to present value (36,642)
NET RECEIVABLES $_ 1,390,819

LOAN PAYABLE

In December 2021, the Organization entered into a loan payable (Loan) with a financial institution
for the purchase of a building and to finance the renovation and improvement of the property. The
property serves as collateral for the Loan.

The Loan has a balance of the amount advanced to the Organization pursuant to the terms and
conditions of the Loan agreement, with a ceiling amount of $4,320,000. The balance of the Loan
bears interest at a fixed rate of 3.56% per annum. Interest payments commenced on January 1,
2022 and are payable monthly thereafter. Commencing on January 1, 2025 and continuing on the
same day of each month thereafter, the Organization shall repay the principal, together with interest
accrued and unpaid thereon, in equal combined installments in an amount sufficient to fully
amortize principal and interest over an amortization period of thirty (30) years. Subsequent to year
end, the Organization made additional draws on the loan. As of February 16, 2023, the outstanding
loan balance is approximately $4,020,000.

As of August 31, 2022, the total outstanding balance of the Loan payable is as follows:

Loan payable $ 2,458,063
Less deferred financing costs (41,983)
LOAN PAYABLE, NET $_ 2,416,080

Principal payments are due as follows:

Year Ending August 31,

2025 $ 34,864
2026 47,955
2027 49,690
Thereafter 2,325,554
$_ 2,458,063
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HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

LOAN PAYABLE (Continued)

The loan agreements contain various covenants, which among other things, place restrictions on
the Organization's ability to incur additional indebtedness and require the Organization to maintain
certain financial ratios.

PAYCHECK PROTECTION PROGRAM LOAN

On April 14, 2021, the Organization entered into a five-year promissory note agreement in the
amount of $323,115 under the Paycheck Protection Program. The promissory note called for
monthly principal and interest payments amortized over the five-year term of the promissory note.
Under the Coronavirus Aid, Relief, and Economic Security Act (CARES Act), the promissory note
qualifies for forgiveness by the Small Business Administration in whole or in part.

The Organization used the proceeds for purposes consistent with the Paycheck Protection Program
and has therefore met the conditions for forgiveness of the loan. During the year ended August 31,
2022, the Organization applied for and was granted forgiveness of the Paycheck Protection
Program loan and has recorded revenue from extinguishment of debt in the amount of $323,115 in
the accompanying Statement of Activities and Change in Net Assets.

NET ASSETS WITH DONOR RESTRICTIONS
Net assets with donor restrictions consist of the following at August 31, 2022:

Subject to expenditure for specified purpose:

Youth Development $ 20,470
Academics 44 874
Health and Wellness 56,378
Building Purchase 1,371,864
Subtotal 1,493,586
Subject to passage of time 15,000
Endowment to be invested in perpetuity ____ 55875
TOTAL NET ASSETS WITH DONOR RESTRICTIONS $_ 1,564,461

The following net assets with donor restrictions were released from donor restrictions by incurring
expenses (or through the passage of time) which satisfied the restricted purposes specified by the
donors:

Purpose restrictions accomplished:

Youth Development $ 236,459
Academics 547,852
Health and Wellness 433,629
Building Purchase 1,016,434

Timing restrictions accomplished

25,000

TOTAL NET ASSETS RELEASED FROM DONOR RESTRICTIONS $__ 2,259,374
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HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

LIQUIDITY AND AVAILABILITY

Financial assets available for use for general expenditures within one year of the Statement of
Financial Position date comprise the following:

Cash and cash equivalents $ 806,154
Investments 599,753
Grants and contributions receivable 1,198,645
Subtotal financial assets available within one year 2,604,552
Less: Donor restricted funds (1,549.461)

FINANCIAL ASSETS AVAILABLE TO MEET CASH NEEDS FOR
GENERAL EXPENDITURES WITHIN ONE YEAR $__ 1,055,091

The Organization has a policy to structure its financial assets to be available and liquid as its
obligations become due.

IN-KIND CONTRIBUTIONS

During the year ended August 31, 2022, the Organization was the beneficiary of donated goods and
services which allowed the Organization to provide greater resources toward various programs.

In-kind contributions are recorded as contribution revenue and allocated across the functional
categories within the accompanying Statement of Activities and Change in Net Assets. In-kind
contributions are valued at the standard hourly rates charged for those services, or the prices that
would be charged for the product in the normal market. In-kind professional fees related to the
building acquisition during the year ended August 31, 2022, in the amount of $104,860, were
capitalized and will be expensed over the life of the building. There were no donor restrictions over
the in-kind contributions received by the Organization. To properly reflect in-kind contributions, the
following donations have been included in revenue and expense for the year ended August 31,
2022.

Advertising and Promotion $ 177,872
Professional Fees 117,841
Program Supplies 97,517
Software Licenses 5,760
TOTAL $___ 398,990

The following programs have benefited from these donated services:

Academics $ 11,025
Communications and Marketing 183,358
Health and Wellness 89,014
Community and Family Engagement 2,437
Youth Development 3,832
Other 4,464
TOTAL $ 294,130
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HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

LEASE COMMITMENTS

In December 2018, the Organization entered into a lease for office space for a period of five years,
expiring February 28, 2023. The terms of this lease require monthly payments of $8,391 and 2.3%
annual increases effective January 1 of each year. The Organization subleased office space on
April 1, 2020 under a lease that expired on December 31, 2022. The terms of this lease required
monthly payments of approximately $1,600 with a 3.8% increase on the anniversary of the sublease
agreement.

The following is a schedule of the future minimum lease payments:

Year Ending August 31, 2023 $ 61,470

Rent expense for the year ended August 31, 2022 was $108,418 and is included in the occupancy
expense in the accompanying Statement of Functional Expenses.

RETIREMENT PLAN

The Organization provides retirement benefits to its employees through a defined contribution plan
covering all full-time employees over 21 years of age who are eligible to participate. The
Organization provides a 100% match of each eligible employee's contribution, up to 3% of covered
compensation. Contributions to the Plan during the year ended August 31, 2022 totaled $29,946,
and are included in Salaries, wages, benefits and taxes in the accompanying Statement of
Functional Expenses.

ENDOWMENT

The Organization's endowment consists of donor-restricted endowment funds. As required by
GAAP, net assets associated with endowment funds are classified and reported based on the
existence or absence of donor-imposed restrictions. The Board of Directors is subject to the
Uniform Prudent Management of Institutional Funds Act (UPMIFA) and, thus classifies amounts in
its donor-restricted endowment funds as net assets with donor restrictions because those assets
are time restricted until the governing Board appropriates such amounts for expenditures. Most of
those net asset also are subject to purpose restrictions that must be met before reclassifying those
net assets to net assets without donor restrictions. The governing Board has interpreted UPMIFA as
not requiring the maintenance of purchasing power of the original gift amount contributed to an
endowment fund, unless a donor stipulates the contrary. As a result of this interpretation, when
reviewing its donor-restricted endowment funds, the Organization considers a fund to be
underwater if the fair value of the fund is less than the sum of (a) the original value of initial and
subsequent gift amounts donated to the fund and (b) any accumulations to the fund that are
required to be maintained in perpetuity in accordance with the direction of the applicable donor gift
instrument.

The Organization has interpreted UPMIFA to permit spending from underwater funds in accordance
with the prudent measures required under the law. Additionally, in accordance with UPMIFA, 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 purpose of the Organization and the donor-restricted endowment fund;
General economic conditions and the possible effect of inflation and deflation;
The expected total return from income and the appreciation of investments; and
Investment policies of the Organization.
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HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

11. ENDOWMENT (Continued)

Endowment net asset composition by type of fund as of August 31, 2022:

Without
Donor With Donor
Restrictions _Restrictions Total

Original donor-restricted gift amount and

amounts required to be maintained in

perpetuity by donor $ - $ 55,875 $ 55,875
Accumulated investment earnings (1,822) - (1,822)
TOTAL ENDOWMENT FUNDS $ (1,822) $ 55875 $__ 54,053

Changes in endowment net assets for the year ended August 31, 2022:

Without
Donor With Donor
Restrictions _Restrictions Total

Endowment net assets, beginning of year $ - $ 62,936 $ 62,936
Investment loss, net (1,822) (7,061) (8,883)
Contributions - 1,500 1,500
Appropriation of endowment assets for

expenditure - (1,500) (1,500)
ENDOWMENT NET ASSETS, END

OF YEAR $_____(1.822) § 55,875 $__ 54,053

Funds with Deficiencies -

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 UPMIFA requires the organization to retain as a
fund of perpetual duration. Deficiencies of this nature exist in donor-restricted endowment funds,
which together have an original gift value of $55,875, and a deficiency of $1,822 as of
August 31, 2022. These deficiencies resulted from unfavorable market fluctuations that occurred
after the investment of new contributions for donor-restricted endowment funds and continued
appropriations for certain programs that were deemed prudent by the Board of Directors.

Return Objectives and Risk Parameters -

The Organization has adopted investment and spending policies for endowment assets that
attempt to provide a predictable stream of funding to programs supported by its endowment
while seeking to maintain the purchasing power of the endowment assets. Endowment assets
include those assets of donor-restricted funds that the Organization must hold in perpetuity or for
a donor-specified period(s) as well as board-designated funds. Under this policy, as approved by
the Board of Directors, the endowment assets are invested in a manner that is intended to
produce results that exceed the price and yield results of the S&P 500 index while assuming a
moderate level of investment risk.
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HORTON'S KIDS, INC.

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2022

ENDOWMENT (Continued)
Strategies Employed for Achieving Objectives -

To satisfy its long-term rate-of-return objectives, the Organization relies on a total return strategy
in which investment returns are achieved through both capital appreciation (realized and
unrealized) and current yield (interest and dividends). The Organization targets a diversified
asset allocation that places a greater emphasis on equity-based investments to achieve its long-
term return objectives within prudent risk constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy -

The Organization has a policy of appropriating for distribution each year based off of its
endowment fund’s average fair value over the prior 12 quarters through the calendar year-end
preceding the fiscal year in which the distribution is planned. In establishing this policy, the
Organization considered the long-term expected return on its endowment. Accordingly, over the
long-term, the Organization expects the current spending policy to allow its endowment to
gradually grow annually. This is consistent with the Organization’s objective to maintain the
purchasing power of the endowment assets held in perpetuity or for a specified term as well as
to provide additional real growth through new gifts and investment return.

SUBSEQUENT EVENTS

In preparing these financial statements, the Organization has evaluated events and transactions for
potential recognition or disclosure through February 16, 2023, the date the financial statements
were issued.
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