MISSION TO CHILDREN, INC.

FINANCIAL STATEMENTS

Years Ended June 30, 2007 and 2006

Grace S. Nicholaou
Certified Public Accountant
714/840-5900
FAX * 714/840-5910
Post Office Box 1567
Huntington Beach, CA 92647-1567
Www.gsncpa.com



TABLE OF CONTENTS

Lo [eT o Lot g o el o AN Lo L 0 T oo S SRSSR 1
Statements Of FINANCIAI POSTHION ..........ciiiiiiiiee ettt sttt 2
StAtEMENES OF ACTIVITIES ..ecuviiiiciic et be e s b e et e s e e s ae e eae e ebe e beesbeesbestbestaesteesbeesreesbeenees 3
StAtEMENTS OF CASN FIOWS ...ttt b et b e e be b bt b e bt b e et e e b b e e e 4
Schedules Of FUNCHIONAT EXPENSES ... ..ottt ettt bbbttt b b e bbb e et et e e st e e e nne b e b e 5
NOLES 10 FINANCIAL STALBIMENTS.........iiiiiiciiciese ettt bbbttt n et e b et ntens 6
Note 1 — Nature 0f OrganiZAtiON ........ccccviieiiieiic e sb et e e e et e tesbesbe s e eneesresbeseenrens 6
Note 2 — Summary of Significant ACCOUNtING POIICIES.......cceiv v 6
NOtE 3 — NONCUITENT INVESIMENTS .....eviiieiiieiieieet ettt b et e neenr et ane s 7
Note 4 — Furniture, Equipment, and DepreCiation..........cco.coiireirinieiresese s 8
NOte 5 — ANNUITIES PAYADIE ...t 8
NOLE B — TTUSE LIGDIITIES. ... ..vviivieiiic et be e et e et e et e s te e s be e s beebesaeesteesreeneenns 8
NOLE 7 — RELITEMENT PrOGIAM ... ..ttt st b et e b bt e e e e b e sbe bt st e et ene e e e nbenaeseens 8
NOLE 8 — DONGLEA SEIVICES ... vttt sttt ae bt bbb e e e e st e e e b e sbesbe et e e e eneeeenbenaeneens 9
NOLE O —— OPEIALING LBASES ... veveiuieiieitete ettt sttt sttt ie et et et e b b e b e bt eb e et e besaeebesbeebe et e e neens e e enbesaeseens 9

Page ii



GRACES.
NICHOLAOU

CERTIFIED PUBLIC
ACCOUNTANT

MEMBER OF

AMERICAN INSTITUTE OF
CERTIFIED PUBLIC
ACCOUNTANTS

CALIFORNIA SOCIETY OF
CERTIFIED PUBLIC
ACCOUNTANTS

P.O. BOX 1567
HUNTINGTON BEACH
CALIFORNIA
92647-1567

714/840-5900
FAX » 714/840-5910

WWW.MBSINC.COM

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Mission to Children, Inc.
Escondido, California

I have audited the accompanying statements of financial position of Mission to Children, Inc. (a
nonprofit corporation) as of June 30, 2007 and 2006, and the related statements of activities and cash
flows for the years then ended. These financial statements are the responsibility of the
Organization’s management. My responsibility is to express an opinion on these financial
statements based on my audits.

I conducted my audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that | 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 test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. | believe
that my audits provide a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Mission to Children, Inc. as of June 30, 2007 and 2006, and the changes in its
net assets and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

My audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The schedules of functional expenses on page 5 are presented for purposes of
additional analysis and are not a required part of the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audits of the basic financial statements
and, in my opinion, is fairly stated in all material respects in relation to the basic financial statements
taken as a whole.

&?(m«& /7/%0300

Huntington Beach, CA
December 10, 2007
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ASSETS
Current assets:
Cash and cash equivalents
Receivables:
From affiliated organizations
Receivables- other
Prepaid expenses
Total current assets

Noncurrent investments (Note 3)
Deposits

Furniture and equipment—net (Note 4)
Assets for sale

Total Assets

LIABILITIES AND NET ASSETS
Current liabilities:

Accounts payable

Accrued expenses

Current portion of annuities payable

Total current liabilities
Annuities payable—net of current payable
(Note 5)

Trust liabilities (Note 6)

Total Liabilities

Net assets:

Temporarily restricted by donors for:
Non-expendable irrevocable trusts
Expendable specific ministry

support
Total temporarily restricted
Unrestricted:
Undesignated

Total Net Assets

Total Liabilities and Net Assets

MISSION TO CHILDREN, INC.

Statements of Financial Position
June 30, 2007 and 2006

2007 2006
Non- Non-

Expendable Expendable Total Expendable Expendable Total
$ 730,804 $ - $ 730,804 $ 720,739 $ - $ 720,739
46,616 - 46,616 16,769 - 16,769
21,881 - 21,881 1,543 - 1,543
7,167 - 7,167 6,830 - 6,830
806,468 - 806,468 745,881 - 745,881
167,948 117,564 285,512 159,330 109,300 268,630
4,829 - 4,829 5,229 - 5,229
28,535 - 28,535 34,748 - 34,748
680 - 680 680 - 680
$1,008,460 $ 117,564 $1,126,024 $ 945868 $ 109,300 $1,055,168
$ 21,372 $ 23505 $ 44,877 $ 39,400 $ 34 $ 39,434
20,519 181 20,700 19,504 866 20,370
- 61 61 - 2,837 2,837
41,891 23,747 65,638 58,904 3,737 62,641
- 538 538 - 2,400 2,400
- 67,404 67,404 - 57,900 57,900
41,891 91,689 133,580 58,904 64,037 122,941
- 25,875 25,875 - 45,263 45,263
57,486 - 57,486 48,448 - 48,448
57,486 25,875 83,361 48,448 45,263 93,711
909,083 - 909,083 838,516 - 838,516
966,569 25,875 992,444 886,964 45,263 932,227
$1,008,460 $ 117,564 $1,126,024 $ 945868 $ 109,300 $1,055,168
The accompanying notes are an integral part of this statement. Page 2



Support and revenue:
Public support:
Contributions
Estates and trusts
Interest and dividend income
Reimbursements
Realized gains (losses)
Unrealized gains (losses)
Gain/loss on conversion
Loss on disposition of assets
Change in value of annuities
and trusts
Total support and revenue

Expenses:
Program services:
International ministries
Publications
Total program services
Supporting activities:
General and administrative
Fundraising
Total supporting activities
Total expenses

Change in net assets

Net assets, beginning of year
Net assets, end of year

MISSION TO CHILDREN, INC.

Statements of Activities
For the years ended June 30, 2007 and 2006

2007 2006
Temporarily Restricted Temporarily Restricted
Unrestricted Expendable  Non-Expendable Total Unrestricted Expendable Non-Expendable Total

$ 510,142 $ 9,038 $ - $ 519,180 $ 522,318 $ 7,200 $ - $ 529,518
41,434 - - 41,434 311,895 - - 311,895
12,419 - - 12,419 8,534 - - 8,534
1,775 - - 1,775 13,057 - - 13,057
(15) - - (15) (1,126) - - (1,126)
- - - - 396 - - 396
(4,869) - - (4,869) 3,509 - - 3,509
(360) - - (360) (2,633) - - (2,633)
- - (19,388) (19,388) - - (19,736) (19,736)
560,526 9,038 (19,388) 550,176 855,950 7,200 (19,736) 843,414
319,135 - - 319,135 400,768 - - 400,768
64,780 - - 64,780 68,981 - - 68,981
383,915 - - 383,915 469,749 - - 469,749
94,061 - - 94,061 92,623 - - 92,623
11,983 - - 11,983 17,659 - - 17,659
106,044 - - 106,044 110,282 - - 110,282
489,959 - - 489,959 580,031 - - 580,031
70,567 9,038 (19,388) 60,217 275,919 7,200 (19,736) 263,383
838,516 48,448 45,263 932,227 562,597 41,248 64,999 668,844
$ 909,083 $ 57,486 $ 25875 $ 992,444 $ 838,516 $ 48,448 $ 45263 $ 932,227

The accompanying notes are an integral part of this statement. Page 3



For the years ended June 30, 2007 and 2006

Cash flows from operating activities:
Change in net assets:

Adjustments to reconcile change in net assets

to net cash provided/(used) by operating
activities:
Non-cash contributions (capitalized)
Depreciation
Net change in receivables, deposits,
payables, and accrued expenses
Realized (gain)/loss on investments
Unrealized (gain)/loss on investments
Loss on disposition of assets
Change in value of annuities and trusts
Net cash provided/(used) from
operating activities

Cash flows from investing activities:
Purchase of investments
Proceeds from sale/maturities of
investments
Acquisition of equipment

Net cash provided/(used) by
investing activities

Net increase (decrease) in cash

Cash, beginning of year
Cash, end of year

Supplemental Information:

MISSION TO CHILDREN, INC.

Statements of Cash Flows

2007 2006
Non- Non-
Expendable Expendable Total Expendable Expendable Total

$ 79605 $ (19,388) $ 60,217 $ 283,119 $ (19,736) $ 263,383
(2,400) - (2,400) (8,371) - (8,371)
8,253 - 8,253 7,826 - 7,826
(67,135) - (67,135) 28,872 - 28,872
15 - 15 1,126 - 1,126
- - - (396) - (396)
360 - 360 2,633 - 2,633
- 19,388 19,388 - 19,736 19,736
18,698 - 18,698 314,809 - 314,809
(13,420) - (13,420) (5,840) - (5,840)
4,787 - 4,787 10,462 - 10,462
- - — (13,874) - (13,874)
(8,633) - (8,633) (9,252) - (9,252)
10,065 - 10,065 305,557 - 305,557
720,739 - 720,739 415,182 - 415,182
$ 730,804 $ - $ 730,804 $ 720,739 $ - $ 720,739

Donated services of $3,201 in 2007 and $13,400 in 2006 are included in contributions and international ministries’ expenses.

The accompanying notes are an integral part of this statement.
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Salaries and benefits
Accounting and legal
Depreciation

Dues and subscriptions
Office supplies

Other expenses
Postage and shipping
Professional services
Rent

Telephone

Travel

Utilities
International/children ministries
Offers expenses
Publication expenses
Training materials

Total Expenses 2007

Salaries and benefits
Accounting and legal
Advertising and Promotion
Depreciation

Dues and subscriptions
Office supplies

Other expenses

Postage and shipping
Professional services

Rent

Telephone

Travel

Utilities
International/children ministries
Offers expenses
Publication expenses
Training materials

Total Expenses 2006

MISSION TO CHILDREN, INC.

Schedules of Functional Expenses
For the years ended June 30, 2007 and 2006

2007
Program Services Supporting Activities
International General &
Ministries Publications Admin. Fundraising Total
$ 94,717 $ 24,016 $ 41,815 $ 6,187 $ 166,735
- - 28,194 - 28,194
4,787 1,073 2,146 247 8,253
1,465 110 128 128 1,831
2,076 625 931 108 3,740
1,943 93 8,107 425 10,568
2,080 12,605 1,745 1,438 17,868
3,201 1,395 4,726 368 9,690
10,440 2,340 4,680 540 18,000
2,907 610 1,221 141 4,879
6,729 72 83 83 6,967
635 142 285 33 1,095
182,036 - - - 182,036
- 1,137 - - 1,137
- 20,562 - 2,285 22,847
6,119 - - - 6,119
$ 319,135 $ 64,780 $ 04,061 $ 11983 $ 489,959
2006
Program Services Supporting Activities
International General &
Ministries Publications Admin. Fundraising Total
$ 147,455 $ 25,099 $ 50,033 $ 9,878 $ 232,465
- - 23,186 - 23,186
- - - 1,705 1,705
4,539 1,017 2,035 235 7,826
1,569 118 137 137 1,961
4,421 847 1,499 235 7,002
1,056 73 3,169 74 4,372
2,144 13,271 966 1,473 17,854
13,400 1,508 5,459 167 20,534
10,440 2,340 4,680 540 18,000
2,276 510 1,020 118 3,924
13,342 114 133 575 14,164
682 153 306 35 1,176
192,753 - - - 192,753
- 1,550 - - 1,550
- 22,381 - 2,487 24,868
6,691 - - - 6,691
$ 400,768 $ 68,981 $ 92,623 $ 17,659 $ 580,031
The accompanying notes are an integral part of this schedule. Page 5



MISSION TO CHILDREN, INC.

Notes to Financial Statements
June 30, 2007 and 2006

Note 1 — Nature of Organization:
Mission to Children, Inc. was created in 1959. It later became incorporated in the State of Nebraska. The State of
Nebraska incorporation was dissolved, and in 1971 Mission to Children, Inc. (a nonprofit organization) incorporated in the
State of California. All contributions are donated on a voluntary basis.

The purpose of Mission to Children is three fold: 1) To care for the material, educational, and spiritual needs of needy
children throughout the world. 2) To minister by means of radio in the United States and Canada. 3) To provide life-
changing literature.

Mission to Children, Inc. sends money to organizations in Bolivia, China, Columbia, Costa Rica, Cuba, El Salvador, Haiti,
India, Iraq, Israel, Jordan, Kenya, Lithuania, Malawi, Pakistan, Philippines, Romania, South Africa, Sri Lanka, and
Uganda to provide for children. Contribution income is primarily received from individuals throughout the United States.
The ministry suspended its weekly radio broadcasts in November, 2002. There are no material concentrations of support
from any geographical area.

In June 2004 Mission to Children (MTC) recorded the name Character Solutions International as a registered Fictitious
Business Name. Character Solutions International (CSl) is the name of the MTC division that is actively involved in the
development of character education materials and seminars on an international basis. The MTC Board of Directors and
management view this CSl initiative as another method of meeting the needs of children worldwide. MTC has also been
instrumental in the development of partnering organizations interested in expanding character education in their countries.
This pattern is expected to continue. The activities of CSI are included in these financial statements.

The corporation is exempt from income tax under Section 501(c)(3) of the U.S. Internal Revenue Code and comparable
state law, and contributions to it are tax deductible within the limitation prescribed by the Code.

Note 2 — Summary of Significant Accounting Policies:
Accounting Method —
The financial statements of Mission to Children, Inc. have been prepared on the accrual basis. 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 and disclosures. Actual
results could differ from these estimates. The significant accounting policies followed are described below:

Principles of Combination —
The results of operations and financial position of the Canadian affiliate are not included in these financial statements
because the organizations are not under common control. The two organizations do on a year-to-year basis, agree to
participate together in most program services.

Classes of Net Assets —
The financial statements report amounts separately by class of net assets. Unrestricted amounts are those currently
available under the direction of the board for use in the organization’s ministries. Temporarily restricted amounts are
those not currently available for use in the organization’s ministries until commitments regarding their use have been
fulfilled or lifetime beneficiary interests have ceased. All contributions are considered available for unrestricted use
unless specifically restricted by the donor or subject to other legal restrictions.

Cash and Cash Equivalents —
Cash consists of cash in checking accounts, including an interest bearing checking account and a money market
account. Because investment cash of trusts and annuities is not available for use in operations, it is included with
investments on the statement of financial position.

The organization maintains its cash in bank deposit accounts which, at times, may exceed federally insured limits.
The organization has not experienced any losses in such accounts.

Page 6



MISSION TO CHILDREN, INC.

Notes to Financial Statements
June 30, 2007 and 2006

Note 2 — Summary of Significant Accounting Policies (continued):
Investments —
Investments in equity securities with readily determinable fair values are reported at fair value with gains and losses
included in the statement of activities. There are also investments in a Series C Note which is an unsecured subordinated
promissory note. Non-expendable investments for trusts and annuities are in a mutual fund-balanced stock and bond
portfolio.

Furniture, Equipment, and Depreciation —
Expenditures for furniture and equipment in excess of $1,000 are capitalized at cost. Maintenance and repairs are charged
to expense as incurred, major improvements are capitalized. Donated assets to be used in the ministry are capitalized at
their fair market value at the date of the gift. Depreciation expense is provided on the straight-line method over the
estimated useful lives of the assets (5-10 years).

Annuities and Trust Liabilities —
The liabilities for annuities and trusts is based upon actuarially determined present values considering the income
beneficiaries and applicable discount rates based on federal tables. An actuarial adjustment is recognized in the
statements of activities for changes in the value.

Public Support, Revenue, Reclassifications, and Expenses —
Contribution income is recorded when cash is received, professional services are provided, or when ownership of donated
assets is transferred. Other items of revenue and support are recorded as earned. Donor restricted contributions to be
used during the year are recorded in the unrestricted class of net assets. Bequests are recorded as income at the time the
organization has established right to the bequest and the proceeds are measurable. Donated items are recorded at their
estimated fair value at the date of the gift. Expenses of the organization are recorded when incurred in accordance with
the accrual basis of accounting. In the year ended June 30, 2007 one international ministry was paid $81,487. In the year
ended June 30, 2006 $246,211 was received from one estate, and one international ministry was paid $84,592.

Functional Allocation of Expenses —
The costs of providing the various program services and supporting activities of the organization have been summarized
on a functional basis in the statement of activities. Accordingly, certain costs have been allocated among the program
services and supporting activities.

Note 3 — Noncurrent Investments:
Investments consisted of the following at June 30, 2007 and 2006.

2007 2006
Fair Market Fair Market
Operating funds Cost Value Cost Value
Series C100 promissory note $ 167948 $ 167,948 $ 159,330 $ 159,330
Trusts and annuities
Annuity Trust Securities
Mutual fund—Dbalanced stock and bond portfolio $ 72360 $ 97,282 $ 73,018 $ 90,564
Investment cash 1,129 1,129 1,126 1,126
73,489 98,411 74,144 91,690

Revocable Trust Securities
Mutual fund—stock and bond balanced portfolio 14,323 19,153 14,797 17,610
$ 87812 ¢$ 117564 $ 88941 $ 109,300

Because investment cash of trusts and annuities is not available for use in operations, it is included with investments on the
statement of financial position.
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MISSION TO CHILDREN, INC.

Notes to Financial Statements
June 30, 2007 and 2006

Note 4 — Furniture, Equipment, and Depreciation:
At June 30, 2007 and 2006 such assets were as follows:

2007 2006
Furniture and equipment $ 44,756 $ 45,763
Less: accumulated depreciation (16,221) (11,015)
$ 28535 $ 34,748

Depreciation for the years ended June 2007 and 2006 in the amount of $8,253, and $7,826, respectively, has been allocated to
program services and supporting activities in the statement of activities.

Note 5 — Annuities Payable:
The organization has established a gift annuity plan whereby donors may contribute assets to the organization in exchange for
the right to receive a fixed dollar annual return during their lifetimes. A portion of the transfer is considered to be a charitable
contribution for income tax purposes.

The difference between the amount provided for the gift annuity and the liability for future payments, determined on an
actuarial basis, is recognized as unrestricted contributions income at the date of the gift unless the gift portion is restricted.
Income earned on annuity investments and distributions paid are credited and charged, respectively, against unrestricted
revenue unless the annuity agreement stipulates to the disposition of any remaining actuarial value.

The annuity liability is revalued annually based upon actuarially computed present values. Resulting actuarial gain or loss is
recorded in the statement of activities.

Note 6 — Trust Liabilities:
As trustee, the organization administers revocable (grantor) trusts that provide for a beneficial interest to the organization at
the grantor’s death. Because the trusts are revocable at the discretion of the grantor, the principal amounts provided are
recorded as liabilities. All trust income, deductions, and credits are reportable by the grantor for tax purposes. At the
grantor’s death, the remaining trust assets will be recorded as contributions income.

As trustee, the organization administers irrevocable trusts, and charitable remainder annuity trusts. These trusts provide for
the payment of lifetime distributions to the grantor or other designated beneficiaries. At the death of the lifetime beneficiaries,
the trusts provide for the distribution of assets to designated charitable remaindermen.

The portion of the trusts attributable to the future interest of the organization is recorded on the statement of activities as
temporarily restricted contributions in the period received. The trust liabilities include the present value of the life interest
payable to the trust recipient.

Trust liabilities at June 30, 2007 and 2006 include:

2007 2006
Revocable trusts $ 20,512 $ 20,512
Irrevocable trusts 46,892 37,388
$ 67,404 $ 57,900

Irrevocable trust obligations are actuarially determined based on the present value of future payments due income
beneficiaries using discount rates determined at the time each trust was established, and federal mortality tables for the life
expectancy.

Note 7 — Retirement Program:

The organization has established a 403(b) tax-deferred retirement program for employees. All contributions are paid by the
employee as tax deferred income. The organization does not contribute to this plan.
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MISSION TO CHILDREN, INC.

Notes to Financial Statements
June 30, 2007 and 2006

Note 8 — Donated Services:

Contributions include donated skilled services provided by volunteers in educational programs. Skilled services were valued
using equivalent teaching compensation amounts for comparable services available for the type and location of the service. In

2007 $3,201 and in 2006 $13,400 was recorded for donated services.

Note 9 — Operating Leases:

In July 2005 the organization entered into an office lease. This lease is for sixty months. The following summarizes the

future minimum payment required under this operating lease.

Years ending June 30,

2008 $ 36,000
2009 36,000
2010 36,000

$ 108,000
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