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McGladrey &Pullen

Certified Public Accountants

Independent Auditor's Report

Board of Directors
Shoes and Clothes for Kids, inc.
Cleveiand, Ohio

We have audited the accompanying statement of financial position of Shoes and Clothes for Kids, Inc. as of
December 31, 2008, and the related statements of activities and cash flows for the year then ended. These financial
statements are the responsibility of the Organization's management. Our responsibility is to express an opinion on
these financial statements based on our audit. The prior-year summarized comparative information has been derived
from Shoes and Clothes for Kids, inc.'s 2007 financial statements in our report dated April 22, 2008, we expressed
an unqualified opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a fest basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also inciudes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position

of Shoes and Clothes for Kids, Inc. as of December 31, 2008, and the changes in its net assats and its cash flows for
the year then ended in conformity with accounting principles generally accepted in the United States of America.

%M//%/ e

Cleveland, Ohio
April 27, 2009

McGladrey & Pullen, LLP is a member firm of RSM intemational
— an #ffiliation of separate and independent tegal entities.




SHOES AND CLOTHES FOR KIDS, INC.

Statement of Financial Position
December 31, 2008

(With Comparative Totals at December 31, 2007)

2008 2007
ASSETS
Current Assets
Cash and cash equivalents.
Operating $ 373,833 § 396,532
Funds reserved for investment 69,531 16,380
Accounts and grants receivable, net 69,660 25,000
Contributions receivable 40,000 21,500
Prepaid expenses 4,190 -
Inventory ' 671,182 675,230
Total current assets 1,228,396 1,134,642
Fixed Assets
QOffice equipment 19,724 20,079
Less accumulated depreciation 18,448 17,232
1,276 2,847
Other Assets
Investments 562,636 861,017
Total assets $ 1,792,308 § 1,998,506
LIABILITIES AND NET ASSETS
Current Liabilities
Accounts payable $ 22,697 § 5,534
Accrued gift certificates 38,126 20,315
Accrued payroll and taxes 3,117 2,897
Total current liabiiities 63,940 28,746
Net Assets
Unrestricted:
Operating - undesignated 336,769 370,632
- inventory 671,182 675,230
Funds functioning as endowment 441,696 617,813
Board designated reserves 183,471 252,585
Total unrestricted net assets 1,633,118 1,916,260
Temporarily restricted 88,250 45,500
Permanently restricted 7,000 7,000
Total net assets 1,728,368 1,069,760
Total liabilities and net assets $ 1,792,308 % 1,998,506

See Notes to Financial Statements.




SHOES AND CLOTHES FOR KIDS, INC.

Statement of Activities
Year Ended December 31, 2008
(With Comparative Totals for Year Ended December 31, 2007)

Temporarily ~ Permanently 2008 2007
Unrestricted Restricted Restricted Total Total
Operating Support and Revenue
Contributions:
Foundations $ 103350 § 63,250 $ 166,600 $ 100,850
Individuals 135,100 135,100 138,016
Corporate 124,001 124,001 105,447
Other organizations 26,115 26,115 8,236
Special events, net 208,739 208,739 262,343
Investment income : 6,780 6,780 13,541
Net assets released from restrictions 21,500 (21,500) - -
Total operating support and revenue
before in-kind contributions 625,585 41,750 667,335 628,233
In-kind rent, professional services, goods and
materials 226,468 226,468 283,087
Donated inventory 1,511,257 1,511,257 2,213,960
1,737,725 1,737,725 2487,047
Total operating support and revenue 2,363,310 41,750 2,405,060 3,125,280
Operating Expenses
Distributions to children:
inventory 1,601,952 1,601,952 1,862,273
Shoe gift certificates 140,420 146,420 106,511
1,742,372 1,742,372 1,968,784
In-kind rent, professional services, goods and
materials 226,468 226,468 283,087
Salaries and wages 258,300 258,300 230,562
Professional services 53,901 53,901 24,196
Payroll taxes 19,135 19,135 17,170
Associate Board 13,351 13,351 15,677
Communications and printing 23,332 23,332 15,513
Occupancy 14,257 14,257 14,257
Strategic planning - - 11,832
Miscellaneous 8,346 8,346 8,625
Employee benefits 7,553 7,553 7,474
insurance 6,584 6,584 6,678
Office supplies and equipment 6,947 6,947 6,217
Telephone 5,875 5,875 5,857
Computer and technology 3,521 3,521 2,512
Postage and delivery 2,863 2,863 2,432
Dues, subscriptions, public relafions 4,647 4,647 2423
Depreciation 1,571 1,571 1,834
Meetings 2199 2,199 1,334
Total operating expenses 2401222 2,401,222 2,626,264
(Decrease) increase from operating activities {37,912} 41,750 3,838 499,016
Non-operating Revenues and Support
Net realized/unrealized (loss) gain on investments (245,230) (245,230} 68,266
Tota! non-operating revenues and support (245,230) {245,230) 69,266
Total {decrease) increase in net assets (283,142) 41,750 - (241,392) 568,282
Net assets - beginning 1,916,260 46500 $ 7.000 1,969,760 1,401,478
Net assets - ending $ 1633118 § 88,250 3 7000 $ 1728368 § 1960760

See Notes to Financial Statements.




SHOES AND CLOTHES FOR KIDS, INC.

Statement of Cash Flows
Year Ended December 31, 2008
(With Comparative Totals for Year Ended December 31, 2007)

2008 2007
Cash Flows From Operating Activities
(Decrease) increase in net assets $ (241,392) $ 568,282
Adjustments to reconcile (decrease) increase in net assets to net
cash (used in) provided by operating activities:
Depreciation 1,571 1,834
Net realized/unrealized loss (gain) on investments 245,230 (69,266)
Increase in accounts and grants receivabie (44,660) (12,593}
(Increase) decrease in contributions receivable (18,500) 26,700
Increased in prepaid expenses (4,190} -
Decrease (increase) in inventory 4,048 {402,706)
Increase (decrease) in accounts payable 17,163 (6,182)
Increase (decrease) in accrued gift certificates 17,811 (13,618)
Increase {decrease} in accrued payroll and taxes 220 (3,447)
Decrease in deferred revenue . (500)
Net cash (used in) provided by operating activities (22,699) 88,504
Cash Flows From Investing Activities
Change in investments, net 53,151 16,380
Purchase of fixed assets - {2,212)
Net cash provided by investing activities 53,151 14,168
Net increase in cash and cash equivalents 30,452 102,672
Cash and cash equivalents - beginning 412,912 310,240
Cash and cash equivalents - ending $ 443364 % 412,912

See Notes to Financial Statements.




SHOES AND CLOTHES FOR KIDS, INC.

Notes to Financial Statements

Note 1. Summary of Significant Accounting Policies

Purpose: Shoes and Clothes for Kids, Inc. is a not-for-profit corporation that provides a unique service for income-
efigible families in Greater Cleveland by distributing new shoes, clothing, and items for infants and youth. Operating
with compassion, caring, and respect, and as part of the network of human service providers, Shoes and Clothes for -
Kids, Inc. offers a way for the community to help needy families. During 2008, the estimated retail value of shoes
and clothing distributed to children was $1,601,952.

In addition, the Organization participates in a shoe gift certificate program in which gift cerfificates are distributed to
children to purchase new shoes. The book value of certificates distributed totaled $140,420 in 2008 and the refail
value totaled $165,200.

Accounting Method: The accompanying financial statements of Shoes and Clothes for Kids, Inc. have been prepared,
in all material respects, as recommended by the American Institute of Certified Public Accountants’ (AICPA) Audit
and Accounting Guide, Not-for-Profit Organizations. The audit guide includes the requirements of the Statement of
Financial Accounting Standards (SFAS) No. 117, Financial Statements of Not-for-Profit Organizations. Under SFAS
No. 117, Shoes and Clothes for Kids, Inc. is required to report information regarding its financial position and
activities according to three classes of net assets: unrestricted, temporarily restricted, and permanently restricted.

Temporarily restricted net assets result from timing differences between the receipt of funds and the incurrence of the
related expenses. The Organization reports gifts of cash and other assets as restricted support if they are received
with donor stipulations that limit the use of the donated assets. When a donor restriction is met, temporarily restricted
net assets are reclassified to unrestricted net assets and reported in the statement of activities as net assets released
from restrictions. However, donor restricted contributions whose restrictions are met in the same reporting period are
reported as unrestricted revenue.

Permanently restricted net assets represent endowment funds which are subject to the restriction of the donors that
the principal be invested in perpetuity and only the income be utilized.

The Organization recognizes revenue in the period in which the pledge (promise to give) is received.

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 and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Cash and Cash Equivalents: The Organization considers all highly liquid debt instruments purchased with an original
maturity of three months or less to be cash equivalents. The Organization maintains, at various financial institutions,
cash and equivalents which may exceed federally insured amounts, at times. Balances in excess of the federally
insured limit, expose the Organization to custodial credit risk.

Allowance for Doubtful Accounts: The Organization provides for uncollectible receivables using the allowance
method. The allowance for bad debts was $1,000 at December 31, 2008.

Inventory: Inventory consists of purchased or donated shoes and clothing items for infants and children. Inventory
has been valued at estimated retail value at the date of purchase or donation.

Fixed Assets: Investments in office equipment are stated at cost. Depreciation is provided on a straight-line basis
over the estimated useful lives of the capitalized assets. Maintenance and repairs are charged to income as
incurred.




SHOES AND CLOTHES FOR KIDS, INC.

Notes to Financial Statements

Note1.  Summary of Significant Accounting Policies (Continued)

investments: The Organization utilizes SFAS No. 124, Accounting for Certain Investments Held by Not-for-Profit
Organizations. SFAS No. 124 requires that covered investments be reported in the statement of financial position at
fair value with any realized or unrealized gains and losses reported in the statement of activities. Investment income
is recognized as revenue in the period it is eamed and gains and losses are recognized as changes in net assets in
the accounting periods in which they occur.

in-Kind Contributions: In-kind contributions represent donated goods, professional services, and facilities. The
estimated retail values of professional services and facilities are recorded as contributions and expenses at the date
they are received. The Organization also benefits from a substantial number of nonprofessional volunteer services
during the year, the value of which cannot be quantified and, accordingly, has not been recorded in the financial

statements.

Retirement Plan: Effective April 2003, the Organization established a non-contributory Section 403(b) retirement plan
which covers all full-time employees.

Tax Status: The Organization is exempt from federal income tax under Section 501(c)(3) of the Internal Revenue

Code.

Comparative Information: The financial statements include certain prior-year summarized comparative information in
total but not by net asset class. Such information does not inciude 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

December 31, 2007, from which the summarized information was derived. Certain amounts for 2007 have been
reclassified to conform to the current year presentation.

Recent Accounting Pronouncements: In June 2008, the Financial Accounting Standards Board (FASB) issued FASB
Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income Taxes — an interpretation of FASB

Statement 109. FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an organization's
financial statements in accordance with FASB Statement No. 109, Accounting for Income Taxes. FIN 48 prescribes a
comprehensive model for recognizing, measuring, presenting and disclosing in the financial statements tax positions
taken or expected to be taken on a tax return including positions that the Organization is exempt from income taxes
or not subject to income taxes on unrelated business income. If there are changes in net assets as a result of
application of FIN 48 these will be accounted for as an adjustment to the opening balance of net assets. Additional
disciosures about the amounts of such liabifities will be required also.

The Organization presently discloses or recognizes income tax positions based on management's estimate of
whether it is reasonably possible or probable, respectively, that a liability has been incurred for unrecognized income
tax benefits by applying FASB Statement No. 5, Accounting for Contingencies. The Organization has elected to
defer the application of Interpretation 48 in accordance with FASB Staff Position (FSP) FIN 48-3. This FSP defers
the effective date of Interpretation 48 for nonpublic enterprises, such as the Organization, included within its scope to
the annual financial statements for fiscal years beginning after December 15, 2008.

The Organization wil be required to adopt FIN 48 in its 2009 annuaf financial statements. Management is currently
assessing the impact of FIN 48 on its financial position and results of operations and has not determined if the
adoption of FIN 48 will have a material effect on its financial statements.




SHOES AND CLOTHES FOR KIDS, INC.

Notes to Financial Statements

Note 1. Summary of Significant Accounting Policies {Continued)

The Organization adopted SFAS No. 157, Fair Value Measurements {SFAS 157) effective January 1, 2008. SFAS
157 defines fair value, establishes a framework for measuring fair value and expands disclosure of fair value
measurements. The adoption of SFAS 157 did not have a material impact on the financial statements or changes in
net assets of the Organization. In accordance with Financial Accounting Standards Board Staff Position (FSP) No.
157-2, "Effective Date of FASB Statement No. 157" the Organization will delay application of SFAS 157 for non-
financial assets and non-financial liabilities such as goodwill, other intangibles, real estate owned, and repossessed
assets until January 1, 2009, SFAS 157 applies to all assets and liabilities that are measured and reported on a fair
value basis. The adoption of the remaining provisions of SFAS No. 157 is not expected to have a material impact on
the Organization's financial position, changes in net assets, or cash flows.

Note 2, Contributions Receivable

Contributions receivable consist of unconditional promises by individuals, foundations, and other enfities, At
December 31, 2008, all contributions receivable represent future contributions that are receivable in less than one

year.
Note 3. Investments

Effective January 1, 2008, the Organization adopted Financial Accounting Standards Board Statement No. 157, Fair
Value Measurements (FAS No. 157). FAS No. 157 applies to ali financial instruments that are being measured and
reported on a fair value basis. FAS No. 157 establishes a framework for measuring fair value in accordance with
accounting principles generally accepted in the United States of America, and expands disclosure about fair vaiue
measurements. This statement enablés the reader of the financial statements to assess the inputs used to develop
those measurements by establishing a hierarchy for ranking the quality and reliability of the information used to
determine fair values. The statement requires that assets and liabilities carried at fair value be classified and
disclosed in one of the following three categories:

Level 1:  Quoted market prices in active markets for identical assets or liabilities.
Level 2. Observable market based inputs or unobservable inputs that are corroborated by market data.
Level3:  Unobservable inputs that are not corroborated by market data.

In determining the appropriate levels, the Organization performs a detailed analysis of the assets that are subject to
FAS No. 157.

The following table presents the Organization's fair value hierarchy for those assets measured at fair value on a
recurring basis as of December 31, 2008:

Total Level 1 Level 2 Leveld
Investments:
Charitable balanced fund $ 498,154 § 498,154 $ - %
Fixed income fund 654,482 64,482 -
Total $ 562,636 $ 562,636 $ - % -

The Orgaqization‘s investments are traded on a public exchange. The valuation techniques for investments have
been consistent from year to year.



SHOES AND CLOTHES FOR KIDS, INC.

Notes to Financial Statements

Note 4. Line of Credit

The QOrganization has available a line of credit for $100,000, which bears interest at a variable rate (3.25% at
December 31, 2008) and is secured by the property and investments now owned or hereafter acquired. There was
no outstanding obligation at December 31, 2008.

Note 5. Special Events

At December 31, 2008, special events consist of the following:

Revenue Expense Net
Heart and Sole Luncheon 3 162,788 § 33,726 § 129,062
Goff Classic 92,088 37,076 55,012
Spring Fundraiser 48,745 24,080 24,665

$ 303,621 § 94,882 § 208,739

Note 6. Functional Expenses

The following is a detail of expenses by function;

Shoes and Clothing Program Expenses:

Donated inventory $ 1,511,257
Change in inventory 4,048
Distribution expenses 346,986
Shoe Gift Certificate Program 140,420
Total Shoes and Clothing Program Expenses 2,002,711
General and Administrative Expenses 52,115
Fundraising 119,928
Total Supporting Expenses 172,043
Total Program and Supporting Expenses
Before In-Kind Expenses 2,174,754
In-Kind Expenses
Program 190,879
Fundraising 32,550
General and Administrative Expenses 3,039
Total In-Kind Expenses 226,468
Total Expenses $ 2,401,222

During 2008, the Organization received a significant amount of in-kind rent, professional services, goods, and
materials to assist with program and supporting operations.




SHOES AND CLOTHES FOR KIDS, INC.

Notes to Financial Statements

Note 7. Unrestricted Net Assets

Funds Functioning as Endowment

Funds functioning as endowment represent investments that have been designated by the Organization's Board of
Directors as "endowment" funds. Investment income derived is to be reinvested into the principal until future usage
of the accumulated investment is determined by the Board of Directors. The balance of these funds at December 31,
2008 was $441,696 and is collateral for the line of credit.

Board Designated Reserves

Board designated reserves represent investments maintained by the Organization fo be used in the event of a
sudden Organizational opportunity or challenge. The balance of these funds at December 31, 2008 was $183,471.

Note8.  Temporarily Restricted Net Assets

Temporarily restricted net assets are available for the following purposes as of December 31, 2008:

Net
Beginning Assets Ending
Balance Additions Released Balance
Buying and Distribution Program $ - § 40,000 $ - $ 40,000
Website and Technology Upgrades - 23,250 - 23,250
Shoe Gift Certificate Program 17,000 - 17,000 .
Phone System 25,000 - - 25,000
General operations 4,500 - 4,500 -
Total $ 46,500 § 63,250 § 21,500 § 88,250

Note 9. Permanently Restricted Net Assets

Permanently restricted net assets of $7,000 consist of investments in perpetuity, the income from which is
expendable to support operating activities.

Note 10. Endowment Funds

Effective January 1, 2008, the Organization adopted the recognition and disclosure requirements of FASB Staff
Paosition (FSP) No. 117-1, Endowments of Not-for-Profit Organizations, which improves the quality and consistency of
financial reporting of endowments held by not-for-profit organizations. Adoption of the provisions of this standard did
not have an impact on the Organization's financial position.

The Organization's endowment consists of donor restricted endowment funds established for a variety of purposes.
Its endowment includes both donor ~ restricted endowment funds and funds designated by the Board of Directors to
function as endowments. As required by generally accepted accounting principles, net assets associated with
endowment funds, including funds designated by the Board of Directors to function as endowments, are classified
and reported based on the existence or absence of donor - imposed restrictions.




SHOES AND CLOTHES FOR KIDS, INC.

Notes to Financial Statements

Note 10. Endowment Funds (Continued)

Interpretation of relevant law

The Board of Directors of the Organization has interpreted the Uniform Management of Institutional Funds Act
(UMIFA) as requiring the preservation of the fair value of the original gift as of the gift date of the donor-restricted
endowment funds absent explicit donor stipulations to the contrary. As a result of this interpretation, the Organization
classifies as permanently restricted net assets (a) the original value of gifts donated to the permanent endowment
and (b) the original value of subsequent gifts to the permanent endowment. In addition, UMIFA introduced the
concept of total return expenditure of endowment net assets for charitable program purposes, expressly permitting
prudent expenditure of endowment net assets for charitable program purposes, expressly permitfing prudent
expenditure of both appreciation and income. Thus asset growth and income can be appropriated for program
purposes, subject to the rule that a fund can not be spent below "historic doflar value."

Beginning June 1, 2009, in accordance with the State Prudent Management of Institutional Funds Act (UPMIFA), the
portion of the donor-restricted endowment fund that is not classified in permanently restricted net assets will be
classified as temporarily restricted net asset unfil those amounts are appropriated for expenditure by the Organization
in a manner consistent with the standard prudence prescribed by UPMIFA. In accordance with UPMIFA, the
Organization will consider the following factors in making a determination to appropriate or accumulate donor
restricted endowment funds:

1) The duration and preservation of the fund

The purposes of the donor-restricted endowment fund

General economic conditions

The possible effect of inflation and deflation

The expected total return from income and appreciation of investments

Other resources of the Organization

The investment policies of the Organization

S—

2
3
4
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Endowment net asset composition by type of fund as of December 31, 2008:

Permanently
Unrestricted restricted
Funds functioning as endowment $ 441,696 $
Donor-restricted endowment - 7,000
$ 44169 $ 7,000
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SHOES AND CLOTHES FOR KIDS, INC.

Notes to Financial Statements

Note 10. Endowment Funds (Continued)

Changes in endowment net assets for the year ended December 31, 2008:

Permanently
Unrestricted restricted
Beginning balance at December 31, 2007 $ 617813 § 7,000
Investment return:
Net investment income 16,681 224
Net depreciation (192,798)
Total investment retumn {176,117} 224
Contributions . .
Appropriation of endowment assets for expenditures - (224)
Ending balance at December 31, 2008 $ 441696 § 7,000

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 requires the Organization to retain as a fund of perpetual durafion. In accordance with
GAAP, deficiencies of this nature would be reported in unrestricted net assets. There were no such deficiencies as

of December 31, 2008.

Return objectives and risk parameters

The Organization has adopted an investment policy for endowment assets that attempts to maximize iong-term
return from interest and dividends, yet maintaining the fiquidity necessary to meet cash flow needs. Endowment
assets inciude those assets of donor-restricted funds that the Organization must hold in perpetuity or for a donor-
specified period as well as funds functioning as endowment. Under this policy, as approved by the Board of
Directors, the endowment assets are invested assuming a low level of risk to maximize long-term retums.

Strategies employed for achieving objectives

To satisfy its long-term rate-of-return objectives, the Organization refies on a total return strategy in which investment
retums 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 to preserve the board-designated endowment fund. However, if there is a need or
organizational challenge, the Investment Committee shall take its recommendations to the Board of Directors for

approval.
Note 11.  Future Bequest
The Organization has been notified that it will be the beneficiary of a bequest in the amount of $100,000.
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