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Board of Directors
Children’s Hope International

We have audited the accompanying consolidated statement of financial position of
Children’s Hope International and Children’s Hope International Foundation, not-for-profit
organizations, as of December 31, 2006 and 2005, and the related consolidated statements
of activities and cash flows for the years then ended. These financial statements are the
responsibility of the Organizations’ management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Organizations' internal
control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in
the consolidated financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall consolidated
financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Children’s Hope International and
Children’s Hope International Foundation as of December 31, 2006 and 2005, and the
changes in their net assets and their cash flows for the years then ended, in conformity
with accounting principles generally accepted in the United States of America.

FiairsGsawon LLP

June 14, 2007

& dependent member of
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INTERNATIONAL
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CHILDREN’S HOPE INTERNATIONAL AND
CHILDREN’S HOPE INTERNATIONAL FOUNDATION

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Assets
December 31,
2006 2005
Current Assets
Cash (Note 3) $ 769906 $ 1,451,794
Prepaid expenses 331,073 189,767
Total Current Assets 1,100,979 1,641,561
Investments (Note 4) 3,435,617 2,601,818
Property And Equipment (Notes 5 And 7) 4,836,188 4,111,272
Other Assets ,
Cash value of officer life insurance policies (Note 8) 113,056 99,078
Total Assets $ 9485840 $ 8,453,729
Liabilities And Net Assets
Current Liabilities
Current portion of capital lease (Note 7) $ 30,885 $ 12,679
Accounts payable ' 140,073 130,979
Accrued vacation pay 159,467 117,827
Deferred revenue 633,300 277,075
Total Current Liabilities 963,725 538,560
Capital Lease, Less Current Portion (Note ) 98,974 10,042
Total Liabilities 1,062,699 548,602
Net Assets
Unrestricted:
Invested in property and equipment 4,706,329 4,088,551
Operations 3,154,371 3,674,989
Total Unrestricted 7,860,700 7,763,540
Temporarily restricted (Note 6) 562,441 141,587
Total Net Assets 8,423,141 7,905,127
Total Liabilities And Net Assets $ 9485840 $ 8,453,729
See the accompanying notes to consoiidated financial statements. Page 2




CHILDREN’S HOPE INTERNATIONAL AND
CHILDREN’S HOPE INTERNATIONAL FOUNDATION

CONSOLIDATED STATEMENT OF ACTIVITIES
For The Year Ended December 31, 2006
(With Summarized Financial Information
For The Year Ended December 31, 2005)

2006 2005
Children's
Children's Hope
Hope International
International Foundation Eliminations Consolidated Consolidated
Unrestricted Revenues And Support
Adoption fees $ 10,264,069 $ —_ $ — $ 10,264,069 $ 9,414,246
Home study and post-placement fees 751,361 — — 751,361 . 1,011,241
Other 12,706 41,473 — 54,179 91,012
Contributions 3,326 990,724 (913,775) 80,275 105,896
Net investment income (Note 4) 358,964 — — 358,964 104,411
Gain on disposal of property 199,086 — — 199,086 —
Total Unrestricted Revenues And
Support Before Net Assets
Released From Restrictions 11,589,512 1,032,197 (913,775) 11,707,934 10,726,806
Net assets released from restrictions
(Note 6) . — 141,587 — 141,587 131,762
Total Unrestricted Revenues
And Support 11,589,512 1,173,784 (913,775) 11,849,521 10,858,568
Expenses
Program services 9,528,207 1,173,784 (913,775) 9,788,216 8,452,620
Management and general 1,790,663 — — 1,790,663 1,387,954
Fundraising 173,482 — — 173,482 71,564
Total Expenses 11,492 352 1,173,784 (913,775) 11,752,361 0,912,138
Increase In Unrestricted Net Assets 97,160 — — 97.160 946,430
Changes In Temporarily Restricted
Net Assets
Contributions — 562,441 — 562,441 141,587
Net assets released from restrictions
(Note 6) — {141.587) — (141,587) (131,762)
Increase In Temporarily
Restricted Net Assets — 420,854 — 420.854 9,825
Increase In Net Assets 97,160 420,854 — 518,014 956,255
Net Assets - Beginning Of Year 7,763,540 141,587 — 7,905,127 $,948.872
Net Assets - End Of Year $ 7=6__,_(_)l700 $ 562,441 $ — $ 8423141 $ 7905127
See the accompanying notes to consolidated financial statements. Page 3




CHILDREN’S HOPE INTERNATIONAL AND
CHILDREN’S HOPE INTERNATIONAL FOUNDATION

CONSOLIDATED STATEMENT OF CASH FLOWS

Cash Flows From Operating Activities

For The Years
Ended December 31,
2006 2005

Increase in net assets 518,014 956,255
Adjustments to reconcile increase in net assets to
net cash provided by operating activities:
Depreciation 358,523 254,398
Gain on disposal of property (199,086) —
Realized (gains) losses on investments (56,255) 3,497
Unrealized (gains) losses on investments (209,733) 9,002
Change in assets and liabilities:
Decrease in accounts receivable — 30,000
Increase in prepaid expenses {141,306) (121,564)
Increase in accounts payable 9,094 77,401
Increase in accrued vacation pay 41,640 4,648
Increase (decrease) in deferred revenue 356,225 (69,425)
Net Cash Provided By Operating Activities 677,116 1,144 212
Cash Flows From Investing Activities :
Proceeds from sales of investments 265,621 5,732,815
Purchase of investments (833,432) (3,333,378)
Purchase of property and equipment . (1,786,665) (8,787,868)
Proceeds from sales of property and equipment 1,050,423 —
Increase in cash value of officer life insurance policies (13,978) (19,050)
Net Cash Used In Investing Activities (1,318,031) (1,407,481)
Cash Flows From Financing Activities
Proceeds from line of credit 700,000 —_
Payments on line of credit (700,000) —
Principal payments on capital lease obligations (40,973) (11,912)
Net Cash Used In Financing Activities (40,973) (11,912)
Net Decrease In Cash (681,888) (275,181)
Cash - Beginning Of Year 1,451,794 1,726,975
Cash - End Of Year 769,906 $ 1,451,794
Supplemental Disclosure Of Cash Flow Information
Interest paid ' 24,684 1,828
Noncash investing and financing activities (Note 12)
See the accompanying notes to consolidated financial statements. Page 4




CHILDREN’S HOPE INTERNATIONAL AND
CHILDREN’S HOPE INTERNATIONAL FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2006 And 2005

Summary Of Significant Accounting Policies

Principles Of Consolidation

The consolidated financial statements include the accounts of Children’s Hope
International (CHI) and Children’s Hope International Foundation (CHIF).

CHIF is controlled by CHI resulting in consolidation of these financial statements.
All transactions between CHI and CHIF have been eliminated in consolidation.

Basis Of Accounting

The accompanying financial statements of CHI and CHIF have been prepared on the
accrual basis of accounting.

Basis Of Presentation

Financial statement presentation follows the recommendations of the Financial
Accounting Standards Board in its Statement of Financial Accounting Standards
(SFAS) No. 117, Financial Statements of Not-For-Profit Organizations. Under SFAS
No. 117, CHI and CHIF are required to report information regarding their financial
position and activities according to three classes of net assets: unrestricted net
assets, temporarily restricted net assets and permanently restricted net assets. The
Organizations do not have any permanently restricted net assets at December 31,
2006 and 2005.

Estimates And Assumptions

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and the 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.

Investments

Investments are comprised of money market funds, certificates of deposits, mutual
funds, debt and equity securities and are reported at fair value, which is based on
quoted market value. Gains and losses on sales of investments are generally
determined on a specific cost identification basis. Unrealized gains and losses are
determined based on year-end market fluctuations.

Page 5



CHILDREN’S HOPE INTERNATIONAL AND
CHILDREN’S HOPE INTERNATIONAL FOUNDATION

Notes To Consolidated Financial Stafements (Continued)

Property And Equipment

Property and equipment are stated at cost, or if received by gift, at fair value at the
date of gift. Gifts of long-lived assets received without stipulations are recorded as
unrestricted support. Depreciation is recorded on a straight-line basis, with a half
year’s depreciation recognized in the years of acquisition and disposal, over the
estimated useful lives of the assets as follows:

Buildings 30 years
Building improvements 10 years
Equipment and furniture 3 - 10 years
Vehicles 5 years

Deferred Revenue

Deferred revenue consists of cash received prior to December 31 for post-placement
services to be provided by CHI subsequent to December 31.

Restricted And Unrestricted Revenue

All contributions received by CHI and CHIF are considered to be available for
unrestricted use unless specifically restricted by the donor. Amounts received that
are designated for future periods or restricted by the donor for specific purposes are
reported as temporarily restricted support. It is the policy of CHI and CHIF to show
restricted contributions whose restrictions are met in the same reporting period as
unrestricted contributions.

Description Of Program Services And Supporting Activities

The following program services and supporting activities are included in the
accompanying financial statements:

Adoption - Encompasses all aspects of CHI’s adoption activities.

Humanitarian Aid - Encompasses all aspects of charitable and humanitarian
aid for children.

Management And General - Includes the functions necessary to maintain an
equitable employment program, ensure an adequate working environment,
provide coordination and articulation of the Organizations’ program strategy,
secure proper administrative functioning of the Board of Directors, and manage
the financial and budgetary responsibilities of the Organizations.

Page 6




CHILDREN’S HOPE INTERNATIONAL AND
CHILDREN’S HOPE INTERNATIONAL FOUNDATION

Notes To Consolidated Financial Statements (Continued)

Fundraising - Provides the structure necessary to encourage and secure
private financial support from individuals and organizations through general
fundraising activities and events.

Expense Allocation

Expenses are charged to program services and supporting activities on the basis of
directly identifiable costs. Management and general expenses include those
expenses that are not directly identifiable with any other specific function but
provide for the overall support and direction of the Organizations.

Tax Status

Both CHI and CHIF are organizations described in Internal Revenue Code Section
501(c)}3). Both-havereceived Internal Revenue Service (IRS) determination letters
stating that they are exempt from federal tax on income from related, exempt
activities.

Operations

CHI provides adoption services for children in China, Colombia, Vietnam, India,
Russia and Kazakhstan. The majority of CHI’s revenue is derived from families
seeking adoption. CHI’s program expenses include all of CHI’s adoption offices,
including its foreign offices in China, Vietnam and Russia. In 2006 and 2005, CHI
had 715 and 744 adoptions, respectively.

In addition to adoptions, CHI also accepts donations through its Helping Hands
Programs to improve the health and welfare of orphaned children in China,
Vietnam, India, Russia, Colombia and Kazakhstan. In 2001, CHIF was formed to
assume these charitable activities. In 2006 and 2005, CHI and CHIF together
distributed $1,121,962 and $981,698, respectively, for humanitarian aid projects in
these countries and for adoption grants to several families in need.

Page 7




CHILDREN’S HOPE INTERNATIONAL AND
CHILDREN’S HOPE INTERNATIONAL FOUNDATION

Notes To Consolidated Financial Statements (Continued)

3.

Cash

CHI and CHIF place their cash in a high quality financial institution; however, at
times such cash may be in excess of the Federal Deposit Insurance Corporation
(FDIC) insurance limits. A summary of the total insured and uninsured amounts at
December 31, 2006 and 2005 is as follows:

2006 2005
Checking and savings accounts held at bank $874,114  $1,541,849
Portion insured by ¥FDIC 200,000 200,000
Uninsured cash $ 674,114 $ 1,341,849

various accounts at December 31, 2006 and 2005 without regard to deposits in

transit or outstanding checks.

Investments

Investments consist of the following:

2005

Cost Fair Value Cost Fair Value

Money market funds $ 110,794 $ 110,794 $ 57,267 $ 57,267

Certificates of deposit 682,214 681,639 269,600 269,055
U.S. government

agencies 245,000 241,524 275,350 274,926

Common stock 844,120 957,071 844,180 839,347

Corporate bonds 132,080 132,654 — —

Mutual funds 1,146,974 1,311,935 1,090,719 1,161,223

$ 3,161,182 $ 3,435,617 $ 2,537,116 $2,601,818

Investments are carried at fair value in accordance with accounting principles
generally accepted in the United States of America. Net unrealized gains (losses) of
$209,733 and ($9,002) were recorded to adjust the investments to fair value at
December 31, 2006 and 2005, respectively.

Investment income in 2006 also includes $92,976 of dividends and interest on
investments and realized gains on the sale of investments of $56,255.
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CHILDREN’S HOPE INTERNATIONAL AND

CHILDREN’S HOPE INTERNATIONAL FOUNDATION

Notes To Consolidated Financial Statements (Continued)

Investment income in 2005 also includes $116,910 of dividends and interest on
investments and realized losses on the sale of investments of $3,497.

5. Property And Equipment

Property and equipment consists of the following:

2006 2005

Land $ 596,000 $ 606,000
Buildings 3,764,025 2,866,483
Building improvements 57,739 161,309
Equipment 288,719 240,614
Furniture 720,254 706,630
Vehicles 23,003 23,003
Capital leases 148,110 58,867
5,597,850 4,662,906

Less: Accumulated depreciation 761,662 551,634
$ 4,836,188 $4,111,272

Depreciation expense was $358,523 and $254,398 in 2006 and 2005, respectively.

Net Assets

At December 31, 2006 and 2005, temporarily restricted net assets of $562,441 and

$141,587, respectively, were available for humanitarian aid.

In 2006 and 2005, $141,587 and $131,762, respectively, of net assets restricted for

humanitarian aid were released from restrictions.
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