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ST. MARY'S FOOD BANK ALLIANCE

STATEMENT OF FINANCIAL POSITION

(with comparative totals at June 30, 2007)

June 30, 2008

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Inventories
Program and other receivables, net
Grant receivable, net
Other current assets

TOTAL CURRENT ASSETS

INVESTMENTS

CASH RESTRICTED FOR PURCHASE OF EQUIPMENT

ASSETS RESTRICTED TO INVESTMENT IN LONG-TERM PURPOSES, net

PROPERTY AND EQUIPMENT, net

TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Line of credit
Accounts payable
Accrued payroll expenses
Other accrued liabilities
Current maturities of gift annuities payable
Current maturities of capital lease obligations
Current maturities of long-term debt

TOTAL CURRENT LIABILITIES
GIFT ANNUITIES PAYABLE, less current maturities
CAPITAL LEASE OBLIGATIONS, less current maturities
LONG-TERM DEBT, less current maturities

TOTAL LIABILITIES

NET ASSETS
Unrestricted
Temporarily restricted
Permanently restricted
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

See Notes to Financial Statements
_2-

2008 2007

$ 413,437 $ 267,173
10,880,978 9,704,249
810,915 533,998
- 54,167
60,355 76,204
12,165,685 10,635,791
5,921,306 4,209,785
8,760 8,760
639,078 276,292
9,208,480 7,515,793
$ 27,943,309 $ 22,646,421

$ - $ -
438,262 298,327
130,550 102,765
236,771 318,113
50,731 31,547
337,889 36,624
- 30,796
1,194,203 818,172
325,086 279,931
1,524,393 234,087
- 134,350
3,043,682 1,466,540
23,935,732 20,609,742
927,799 534,043
36,096 36,096
24,899,627 21,179,881
$ 27,943,309 $ 22,646,421




ST. MARY'S FOOD BANK ALLIANCE

(with comparative totals for the year ended June 30, 2007)

PUBLIC SUPPORT
Donated surplus food
Community contributions
Food Value Club
Governmental reimbursable grants
Source program
Shared maintenance fees
Thrift store
Kid's Café
Farmers market
Community Kitchen

Net assets released from restrictions
TOTAL PUBLIC SUPPORT

EXPENSES

Program services:
Distribution
Emergency Box programs
Food Value Club
Kid's Café
Commodity supplemental food program
Source distribution
Community Kitchen
Thrift store

Supporting services:
Fundraising and communications
Management and general

TOTAL EXPENSES

CHANGE IN NET ASSETS BEFORE
NONOPERATING ACTIVITIES

NONOPERATING ACTIVITIES
Investment interest and dividends
Net realized and unrealized (losses) gains
on investments
Gain on sale of property and equipment
Other income

TOTAL NONOPERATING ACTIVITIES
CHANGE IN NET ASSETS
NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

STATEMENT OF ACTIVITIES

Year Ended June 30, 2008

Temporarily Permanently Total
Unrestricted Restricted 2008 2007

$ 72,462,417 $ - $ 72,462,417 $ 90,967,884
10,867,109 558,109 11,425,218 9,211,837
1,792,885 - 1,792,885 1,969,742
2,350,971 - 2,350,971 1,623,999
243,743 - 243,743 329,396
362,689 - 362,689 328,580
140,158 - 140,158 286,517
7,934 - 7,934 154,075
- - - 16,961
- - - 1,590
88,227,906 558,109 88,786,015 104,890,581

164,353 (164,353) - -
88,392,259 393,756 88,786,015 104,890,581
52,671,111 - 52,671,111 63,429,093
12,621,348 - 12,621,348 17,920,397
12,791,606 - 12,791,606 16,133,732
2,819,664 - 2,819,664 2,055,107
1,923,963 - 1,923,963 1,664,407
255,042 - 255,042 310,914
272,381 - 272,381 307,306
- - - 262,862
83,355,115 - 83,355,115 102,083,818
2,038,533 - 2,038,533 1,921,140
1,586,727 - 1,586,727 1,664,090
86,980,375 - 86,980,375 105,669,048
1,411,884 393,756 1,805,640 (778,467)
145,497 - 145,497 116,483
(341,054) - (341,054) 476,991

1,258,931 - 1,258,931 -
850,732 - 850,732 189,411
1,914,106 - 1,914,106 782,885
3,325,990 393,756 3,719,746 4,418
20,609,742 534,043 21,179,881 21,175,463
$ 23,935,732 $ 927,799 $ 36,096 $ 24,899,627 $ 21,179,881

See Notes to Financial Statements
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Salaries and related expenses
Food purchases
Occupancy costs

Donated food surplus
Education and training
Fuel

Insurance

Supplies

Other expenses
Packaging products
Postage/Mail

Printing

Professional fees

Rental/ Lease

Shipping and freight
Telephone and computers
Travel

Vehicle costs

Total functional expenses
before depreciation

Depreciation and amortization

TOTAL EXPENSES

ST. MARY'S FOOD BANK ALLIANCE
STATEMENT OF FUNCTIONAL EXPENSES

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Program Services Support Services Total
Food Commodity Total Fundraising Management Total
Emergency Box Value Supplemental Source Community Program and and Supporting
Distribution Programs Club Kid's Café Food Program Distribution Kitchen Services Communications General Services 2008 2007
$ 2,532,599 $ 503,242 $ 648,814 $ 334510 $ 818,234 $ 39,788 $ 197,594 $ 5,074,781 $ 922,180 $ 1,014,085 $ 1,936,265 $ 7,011,046 $ 7,453,064
190,094 712,365 1,103,139 297,584 341,255 179,873 2,364 2,826,674 26,820 - 26,820 2,853,494 2,893,911
552,252 109,944 113,093 25,174 111,059 8,695 4,538 924,755 106 257 363 925,118 899,051
47,617,646 10,993,752 10,588,842 2,066,111 243,716 869 14,690 71,525,626 - - - 71,525,626 90,498,603
2,997 539 554 155 817 43 38,575 43,680 27,085 13,121 40,206 83,886 30,568
262,711 59,029 60,652 13,459 59,336 4,669 91 459,947 - - - 459,947 346,700
169,945 38,185 39,235 8,707 38,384 3,020 265 297,741 6,500 - 6,500 304,240 246,741
59,525 12,914 14,057 6,513 14,225 1,017 3,265 111,516 6,055 14,894 20,949 132,465 79,242
246,871 23,901 40,683 21,673 24,073 3,840 1,272 362,313 104,223 167,980 272,203 634,516 534,882
123,991 27,587 30,559 6,348 116,326 2,182 42 307,035 - 868 868 307,903 231,248
11,765 223 1,565 49 393 17 290 14,302 396,849 9,111 405,960 420,262 359,789
16,667 3,107 6,063 789 3,243 246 2,686 32,801 339,277 5,575 344,852 377,653 391,436
102,333 4,446 4,985 1,807 5,847 340 2,358 122,116 101,191 85,191 186,382 308,498 186,566
31,362 6,888 9,003 1,570 6,923 545 100 56,391 - 29,727 29,727 86,118 77,746
172 39 40 9 39 3 17 319 11,954 62 12,016 12,335 13,529
77,084 15,176 16,550 7,121 19,488 1,197 1,661 138,277 23,070 163,215 186,285 324,562 344,752
37,254 6,413 7,326 4,463 16,468 505 2,413 74,842 21,438 24,383 45,821 120,663 70,213
254,021 57,076 58,645 13,014 57,373 4,514 88 444,731 - - - 444,731 491,705
52,289,289 12,574,826 12,743,805 2,809,056 1,877,199 251,363 272,309 82,817,847 1,986,748 1,528,469 3,615,217 86,333,064 105,149,746
381,822 46,522 47,801 10,608 46,764 3,679 72 537,268 51,785 58,258 110,043 647,311 519,302
$ 52671,111 $ 12,621,348 $ 12,791,606 $ 2,819,664 $ 1,923,963 $ 255,042 $ 272,381 $ 83,355,115 $ 2,038,533 $ 1,586,727 $ 3,625260 $ 86,980,375 $ 105,669,048

See Notes to Financial Statements
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ST. MARY'S FOOD BANK ALLIANCE
STATEMENT OF CASH FLOWS

Year Ended June 30, 2008
(with comparative amounts for the year ended June 30, 2007)

2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ 3,719,746 $ 4,418
Adjustments to reconcile change in net assets to net cash
provided by (used in) operating activities:
Allowance for doubtful accounts (29,661) 17,902
Depreciation and amortization 647,311 519,302
Change in discount on pledges receivable 35,186 43,867
Capital campaign revenues (515,256) (392,720)
Gain on sale of property and equipment (1,258,931) -
Amortization of discount on charitable gift annuities 119,500 29,782
Realized and unrealized losses (gains) on investments 341,054 (476,991)
Donated property and equipment (585,009) (9,600)
Changes in operating assets and liabilities:
Decrease (increase) in:
Inventories (1,176,729) (454,327)
Grants, program and other receivables (193,089) 246,242
Other current assets 15,849 (40,210)
Increase (decrease) in:
Accounts payable 139,935 64,467
Accrued payroll expenses 27,785 (29,268)
Deferred rental income - (10,765)
Other accrued liabilities (81,342) 21,645
Gift annuities payable (55,161) (60,092)
Net cash provided by (used in) operating activities 1,151,188 (526,348)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment (502,294) (954,397)
Purchases of assets restricted to investment in long-term purposes (179,536) (2,600)
Proceeds from sale of property and equipment 1,664,252 -
Payments received on note receivable - 26,053
Purchase of investments (2,783,692) (142,752)
Proceeds from sales of investments 731,117 729,955
Proceeds from sale of assets restricted to investment in long-term purposes 117,284 -
Net cash used in investing activities (952,869) (343,741)
CASH FLOWS FROM FINANCING ACTIVITIES
Collections on contributions restricted to investment in long-term purposes 179,536 75,161
Proceeds from line of credit 300,000 400,000
Payments on capital lease obligations (66,445) -
Payments on line of credit (300,000) (400,000)
Payments on long-term debt (165,146) (27,786)
Net cash provided by (used in) financing activities (52,055) 47,375
NET CHANGE IN CASH AND CASH EQUIVALENTS 146,264 (822,714)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 267,173 1,089,887
CASH AND CASH EQUIVALENTS, END OF YEAR $ 413437 $ 267,173
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for interest $ 78,109 $ 26,330

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING ACTIVITIES

Equipment acquired under capital lease obligations $ 1,658,016 $ 270,711

See Notes to Financial Statements
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Organization operations and summary of significant accounting policies

Nature of operations — St. Mary’s Food Bank Alliance (the “Food Bank”), the world’s first food bank, was
established in 1967 in Phoenix, Arizona. The Food Bank is a community-based, not-for-profit corporation
whose primary mission is to alleviate hunger through advocacy, education, and gathering and distributing
food to those in need.

The Food Bank is supported by various sources including community donations, the United Way, and
government funding. The Food Bank is committed to volunteerism, the building of community partnerships,
and improving the quality of life for the entire community. The Food Bank’s programs provide food to
individuals and organizations. The Food Bank serves as a food clearing house for over 500 partner
agencies. The Food Bank also works as an advocate for solutions to end hunger.

The significant accounting policies followed by the Food Bank are as follows:

Basis of presentation — The accompanying financial statements are presented in accordance with
Statement of Financial Accounting Standards (SFAS) No. 117, Financial Statements of Not-for-Profit
Organizations. The Food Bank is required to report information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, temporarily restricted net assets and
permanently restricted net assets.

Prior year summarized information — 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 U.S. generally accepted accounting principles.
Accordingly, such information should be read in conjunction with the Food Bank’s audited financial
statements for the year ended June 30, 2007, from which the summarized information was derived.

Management's use of estimates — The preparation of financial statements in conformity with U.S.
generally accepted accounting principles 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 — Cash consists of demand deposits, savings and money market funds. The
Food Bank considers all highly liquid debt instruments purchased with a maturity of three months or less to
be cash equivalents. Deposits at each institution are insured in limited amounts by the Federal Deposit
Insurance Corporation (FDIC).

Inventories — Donated inventories are stated at the estimated value per pound as determined by Feeding
America (formerly known as America’'s Second Harvest), the Nation's Food Bank Network, (“Feeding
America”) a national association of food banks, which provides assistance and valuation of food and
grocery products. Purchased inventories are stated at the lower of cost, as determined using the first-in,
first-out (FIFO) basis, or market value.

Investments — The Food Bank accounts for its investments in accordance with SFAS No. 124, Accounting
for Certain Investments Held by Not-for-Profit Organizations. Under SFAS No. 124, the Food Bank is
required to report investments in equity securities that have readily determinable fair values, and all
investments in debt securities, at fair value. The fair value is based on quoted market prices.

Investments are exposed to various risks such as interest rate, market and credit risks. Due to the level of
risk associated with certain investment securities, it is at least reasonably possible that changes in risks in
the near term would materially affect account balances and the amounts reported in the accompanying
financial statements.
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Organization operations and summary of significant accounting policies (continued)

Promises to give — Unconditional promises to give (pledges) are recognized as revenues in the period the
promise is received and as assets, decreases of liabilities, or expenses depending on the form of the
benefits received. Conditional promises to give are recognized when the conditions on which they depend
are substantially met. Unconditional promises to give that are expected to be collected in future years are
recorded at the present value of their estimated future cash flows. The discounts on those amounts are
computed using risk-free interest rates applicable to the years in which the promises are received.

Contributions — The Food Bank accounts for contributions in accordance with SFAS No. 116, Accounting
for Contributions Received and Contributions Made. In accordance with SFAS No. 116, contributions
received are recorded as unrestricted, temporarily restricted, or permanently restricted support depending
on the existence and/or nature of any donor restrictions. All donor-restricted support is reported as an
increase in temporarily restricted net assets depending on the nature of the restriction. When a restriction
expires (that is, when a stipulated time restriction ends or purpose restriction is accomplished), temporarily
restricted net assets are reclassified to unrestricted net assets and reported in the statement of activities as
net assets released from restrictions.

Grant revenue and receivable — The Food Bank receives annual grants from various state and federal
agencies as services are provided. The Food Bank recognizes grant revenue in the period during which the
reimbursement expenses are incurred. Funding sources may, at their discretion, request reimbursement for
expenses of funds, or both, as a result of noncompliance by The Food Bank with the terms of the grant or
contract. Grants receivable for 2007 consisted of amounts due from state and federal agencies for
reimbursement of expenses incurred.

Revenue recognition — Shared maintenance fee revenue is recognized as services are provided. Food
Value Club revenue consists of amounts charged to customers for food boxes. The Food Value Club
allows the general public to purchase boxes of food for a 30 — 50% savings from retail value. Food Value
Club revenue is recognized as goods are provided. Thrift store revenue is recognized as goods are
provided. Kid's Café is a program providing meals to disadvantaged children in an environment that is safe
and accessible. Kid's Café revenue is recognized as goods are provided.

Program and other receivables — Program and other receivables consist primarily of program-related
receivables. Program and other receivables are stated at the amount management expects to collect.
Management provides for probable uncollectible amounts through a charge to earnings and a credit to a
valuation allowance based upon its assessment of the current status of individual balances. Balances that
are still outstanding after management has used reasonable collection efforts are written off through a
charge to the valuation allowance and credit to program and other receivables.

Property and equipment and related depreciation and amortization — Purchased property and
equipment is recorded at cost. When property and equipment is sold or otherwise disposed of, the asset
and related accumulated depreciation accounts are relieved and any gain or loss is included in operations.
The Food Bank capitalizes assets with a basis of $1,000 or more and an estimated useful life of one year or
more. Depreciation and amortization of property and equipment is computed on a straight-line basis over
the following general range of estimated useful lives:

Estimated Useful Lives

Building and improvements 20 — 40 years
Furniture, fixtures and equipment 1-10years
Vehicles 5-10years
Equipment held under capital leases 6 - 8 years
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Organization operations and summary of significant accounting policies (continued)

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

Impairment of long-lived assets — The Food Bank accounts for long-lived assets in accordance with the
provisions of SFAS No. 144, Accounting for the Impairment of Long-Lived Assets. SFAS No. 144 requires
that long-lived assets be reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used
is measured by a comparison of the carrying amount of an asset to future undiscounted net cash flows
expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be
recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of
the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less
costs to sell. No impairment charges were recorded for 2008 and 2007.

Donated materials and services — Donated materials and services are recorded in accordance with SFAS
No. 116, Accounting for Contributions Received and Contributions Made at their estimated fair value if they
enhance the Food Bank's nonfinancial assets or require specialized skills that the Food Bank would
normally purchase if not provided by donation. No amounts have been reflected in the accompanying
financial statements for certain donated volunteer services because they did not qualify under the
guidelines of SFAS No. 116; however, a substantial number of volunteers have donated over 100,000 hours
in processing donated food as well in the Food Bank’s other program services, fundraising campaigns and
administrative support.

Other income — Included in other income for the year ended June 30, 2008 are proceeds related to a class
action lawsuit. During 2008, Feeding America was the beneficiary of a class action lawsuit. The settlement
of the lawsuit directed Feeding America to distribute the settlement proceeds received to states involved in
the lawsuit, of which Arizona was named in the settlement. Feeding America gave the Food Bank
approximately $623,000 as a member food bank serving in Arizona.

Functional expense allocations — The costs of providing various programs and other activities have been
summarized on a functional basis in the accompanying statement of activities. Accordingly, certain costs
have been allocated among program and supporting services benefited based on pounds distributed per
program, square footage and payroll. Management and general include those expenses that are not
directly identifiable with any specific program but provide for the overall support and direction to the Food
Bank.

Income tax status — The Food Bank qualifies as a tax-exempt organization under Section 501(c)(3) of the
Internal Revenue Code (the “Code”) and, therefore, there is no provision for income taxes. In addition, the
Food Bank qualifies for the charitable contribution deduction under Section 170 of the Code and has been
classified as an organization that is not a private foundation. Income determined to be unrelated taxable
income (UBTI) would be taxable.

Advertising costs — Advertising costs are charged to operations when incurred. Advertising charged to
operations was $70,103 for 2008 and $56,951 for 2007.



()

3)

ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Inventories

Inventories consist of the following: 2008 2007

Donated food inventory $ 8,019,845 $ 6,898,311

Commodities supplemental food program inventory 2,259,558 2,444,301

Purchased food inventory 554,276 339,928

Other inventory 47,299 21,709
$ 10,880,978 $ 9,704,249

The Food Bank received donated food from various private and public sources. In

order to provide a

measurable basis evaluating the primary mission of the Food Bank, management values food for purposes
of including donated and distributed food as components of the accompanying financial statements. For the
years ended June 30, 2008 and 2007, donated food of approximately 48,632,495 and 53,827,150 pounds,
valued at a composite price of $1.49 and $1.69 per pound, is reflected in the accompanying statements of
activities at $72,462,417 and $90,967,884, respectively. The composite price is the estimated weighted

average wholesale amount per pound, as determined by Feeding America.

Donated food surplus expense included in the accompanying statement of functional expense, net of

discarded spoiled food, is included in the following program services:

2008 2007
Distribution program $ 47,617,646 $ 58,610,469
Emergency Box programs 10,993,752 16,353,394
Food Value Club 10,588,842 13,280,234
Kid's Café 2,066,111 1,478,914
Commodity supplemental food program 243,716 756,158
Community Kitchen 14,690 19,434
Source distribution 869 -
$ 71,525,626 $ 90,498,603
Program and other receivables
Program and other receivables consist of the following: 2008 2007
Program $ 801,349 $ 554,093
Other receivables 26,196 26,196
Total other receivables 827,545 580,289
Less allowance for doubtful accounts (16,630) (46,291)
Net program and other receivables $ 810,915 $ 533,998
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Investments
Investments at fair value consist of: 2008 2007
Corporate equities $ 1,878,360 $ 1,574,508
Mutual funds 1,205,876 1,369,338
Bonds 1,022,157 833,028
U.S. government obligations 425,915 325,937
Money market funds 1,388,998 106,974
Total investments $ 5921306 $ 4,209,785

Investment income consists of:

Dividend and interest income $ 145497 $ 116,483
Realized gains on investments 15,423 114,294
Unrealized gains (losses) on investments (356,477) 362,697

Total investment income (loss) $ (195557) $§ 593474

Expenses relating to investment income, including custodial fees and investment advisory fees, totaled
$25,956 and $24,721 for the years ended June 30, 2008 and 2007, respectively, and are included in other
expenses in the accompanying statement of functional expenses.

Subsequent to June 30, 2008, the investment markets experienced significant declines in value, followed by
a long period of instability. The declines and fluctuations had a direct impact on the investment portfolio of
the Food Bank. For the period July 1, 2008 through October 31, 2008, the Food Bank incurred
approximately $1.5 million of unrealized losses due to market declines.

Split-interest agreements

The Food Bank is party to split-interest agreements classified as charitable gift annuities. Assets of the
Food Bank that are derived from charitable gift annuities totaled $466,431 and $546,908 at June 30, 2008
and 2007, respectively and are included within investments in the accompanying statement of financial
position.

The Food Bank reports contribution support from split-interest agreements and the change in valuation of
split-interest agreements in contributions in the accompanying statement of financial position.

Charitable gift annuities are arrangements between a donor and the Food Bank in which the donor
contributes assets to the Food Bank in exchange for a promise from the Food Bank to pay the donor a fixed
amount for a specified period of time. Assets received have been recognized at fair value, and an annuity
payment liability has been recognized at the present value of the future cash flow expected to be paid.
Unrestricted contribution revenue is recognized as the difference between these two amounts as the donor
has placed no restriction on the Food Bank’s use of its portion of the assets. To calculate the present value
of the charitable gift annuity, the life expectancy tables (published annually by the Internal Revenue Service
Treasury Department) and the Applicable Federal Rate (“AFR”) of 4.91% were used. Charitable gift
annuities are estimated to mature through 2039.

-10-
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Assets restricted to investment in long-term purposes

During 2007, the Food Bank began a capital campaign to raise funds for improvements to and expansion of
their facilities. The capital campaign has a total goal of $10 million, $3 million of which will be used for
expansion of the Kid's Café program, $3.6 million for agency food distribution and $3.4 million for the
Community Kitchen.

Assets restricted to investment in long-term purposes consist of 2008 2007

Pledges receivable $ 574,226 $ 273,692

Cash and cash equivalents 64,852 2,600
Total assets attributable to investment in long-term purposes $ 639,078 $ 276,292

Pledges receivable consist of unconditional promises to give as

follows:

Unconditional promises to give due in less than one year $ 343,865 $ 49,758

Unconditional promises to give due in two to five years 309,414 267,801
Total unconditional promises to give 653,279 317,559

Less discount to present value (79,053) (43,867)

Net unconditional promises to give $ 574,226 $ 273,692

The estimated cash flows for pledges receivable are discounted over a five-year collection period using a
management determined discount rate of 7%.

Pledges receivable are stated at the amount management expects to collect. Management provides for
probable uncollectible amounts through a charge to earnings and a credit to a valuation allowance based
upon its assessment of the current status of individual balances. Balances that are still outstanding after
management has used reasonable collection efforts are written off through a charge to the valuation
allowance and a credit to unconditional pledges receivable. Pledges receivable are considered by
management to be fully collectible at June 30, 2008 and 2007, accordingly, an allowance for doubtful
accounts has not been provided.

Property and equipment

Property and equipment consists of: 2008 2007
Land $ 1,556,574 $ 1,751,337
Building and improvements 7,249,551 7,268,401
Furniture, fixtures and equipment 1,082,869 2,429,336
Vehicles 1,217,480 1,951,873
Equipment held under capital leases 1,928,727 270,711
Construction in progress 736,313 77,157
Total cost or donated value 13,771,514 13,748,815
Accumulated depreciation and amortization (4,563,034) (6,233,022)
Net property and equipment $ 9208480 $ 7,515,793

Depreciation and amortization expense charged to operations was $647,311 and $519,302 for the years
ended June 30, 2008 and 2007, respectively.

-11-
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Property and equipment (continued)

The Food Bank leases warehouse and hauling equipment under capital leases expiring through 2015. The
assets and liabilities under capital leases are recorded at the present value of the minimum lease
payments. Accumulated depreciation and amortization above includes accumulated amortization on hauling
equipment held under capital leases of $105,041 and $0 at June 30, 2008 and 2007, respectively.

In December 2007, the Food Bank sold real property with a basis of approximately $195,000 for
$1,650,000. This resulted in a gain of approximately $1,455,000.

At June 30, 2008, construction in progress relates to the capital campaign for improvements to and
expansion of the Food Bank’s facilities. The Food Bank anticipates that this will be completed within twelve
to eighteen months.

Line of credit

The Food Bank has a line of credit with an available borrowing limit of $500,000. The line of credit is
collateralized by a deed of trust on property, inventory and operating facilities. Interest is payable monthly
at the prime rate (5.0% at June 30, 2008). The line of credit matures in January 2009. As of June 30, 2008
and 2007, there was no outstanding balance on this line of credit.

On November 1, 2008, the available borrowing limit was increased to $1,000,000 and the interest rate
charged was changed to one-month LIBOR (London Interbank Offered Rate) plus 275 basis points (initial
rate of 5.331% at November 1, 2009), maturing October 2009.

Long-term debt

Long-term debt at June 30, 2007 consisted of a note payable to a Business Trust Organization that was
collateralized by a deed of trust on real property. The note was payable in monthly installments of $3,567,
including interest at 8%.

In December 2007, the Food Bank sold the real property collateralizing the note payable and used the
proceeds to repay the note in full.

Capital lease obligations

Capital lease obligations consist of equipment leases, collateralized by equipment, payable in monthly
installments totaling $29,254 including interest at 6% to 8%, with varying maturity dates through August
2015.
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Capital lease obligations (continued)

The obligations under capital leases reflect the present value of future rental payments, discounted at the
interest rate implicit in the leases. The future minimum lease payments required under the capital leases at
June 30, 2008 are as follows:

Years Ending June 30,

2009 $ 496,667
2010 334,669
2011 334,669
2012 334,669
2013 334,669
Subsequent to 2013 463,071
Total minimum lease payments 2,298,414
Less amount representing interest (436,132)
Total annual maturities $ 1,862,282

Related party transactions

The Food Bank may receive legal and other services from members of its Board of Directors on a pro bono
basis. The Food Bank utilizes an insurance agency whose president is a member of the Board of Directors
of the Food Bank. Insurance premiums brokered by this agency totaled approximately $318,400 and
$246,700 for the years ended June 30, 2008 and 2007 respectively.

Rental income

The Food Bank leased a portion of their facilities to a tenant under an operating lease with a term of three
years. The lease term ended in December 2006 and was not renewed. Rental income under the operating
lease for the year ended June 30, 2007 was $74,073, and is included in other income in the accompanying
statement of activities.

Leases

The Food Bank leases office equipment under an operating lease agreement that expires in September
2013. Minimum future payments under this non-cancelable operating lease as of June 30, 2008 are as
follows:

Years Ending June 30,

2009 $ 104,145
2010 104,145
2011 104,145
2012 104,145
2013 104,145
Thereafter 26,036
Total minimum future rental payments $ 546,761

In the normal course of business, operating leases are generally renewed or replaced by other leases.
Total rental expense for operating leases with terms in excess of one month was $8,679 for 2008 and
$62,129 for 2007.
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

Employee benefit plan

The Food Bank sponsors a 401(k) retirement plan, which covers all employees who meet specified age and
service requirements. An employee may contribute funds to the plan up to IRS limits and the Food Bank
matches 100% of the employee’s contribution up to 3% of their compensation. The Food Bank’s matching
contributions to the plan were $71,735 for 2008 and $109,884 for 2007.

Temporarily restricted net assets

Temporarily restricted net assets consist of 2008 2007
Capital campaign receivables $ 574,226 $ 273,692
Land - 164,353
Cash restricted to investment in long-term purposes 64,852 2,600
Cash restricted for purchase of property and equipment 8,760 8,760
Eisenhower charitable trust 18,667 18,667
Tenant improvements 191,000 -
Purpose restrictions:

Community Kitchen 27,539 23,216

Affordable living houses 42,755 42,755

Total temporarily restricted net assets $ 927,799 $ 534,043

Permanently restricted net assets

Permanently restricted net assets consist of: 2008 2007

John L. Allen charitable remainder unitrust $ 30,096 $ 30,096

Robert S. and Esther E. Haldema endowment fund 6,000 6,000
Total permanently restricted net assets $ 36,096 $ 36,096

Permanently restricted net assets consist of funds for which the donors stipulated the principal is to be
maintained in perpetuity. The earnings and net appreciation on these funds are unrestricted.

Recent accounting pronouncements

In September 2006, the FASB issued Statement of Financial Accounting Standards, No. 157, Fair Value
Measurements (“SFAS 157”), which defines fair value, established a framework for measuring fair value,
and expands disclosures about fair value measurements. SFAS 157, among other things, eliminates the
inconsistencies in defining fair value and applying those definitions and provides for more comparability in
fair value measurements. Under SFAS 157, the fair value definition focuses on the price that would be
received to sell the asset or paid to transfer the liability (an exit price) from the perspective of a “market
participant”, not the price that would be paid to acquire the asset or received to assume the liability (an entry
price). SFAS 157 is effective for financial statements issued for years beginning after November 15, 2007.
At this time, the Food Bank has not yet evaluated the impact of adopting this standard.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities — including an amendment of FASB Statement No. 115. SFAS No. 159 permits entities
to choose to measure many financial instruments and certain other items at fair value. SFAS No. 159
defines the financial instruments that can be measured using the fair value option. SFAS No. 159 is
effective for financial statements issued for fiscal years beginning after November 15, 2007. At this time, the
Food Bank has not yet evaluated the impact of adopting this standard.
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO FINANCIAL STATEMENTS

Year Ended June 30, 2008
(with comparative totals for the year ended June 30, 2007)

(17) Recent accounting pronouncements (continued)

In August 2008, the FASB issued FASB Staff Position No. 117-1, Endowments of Not-for-Profit
Organizations: Net Asset Classification of Funds Subject to an Enacted Version of the Uniform Prudent
Management of Institutional Funds Act, and Enhanced Disclosures for All Endowment Funds. FSP 117-1
provides guidance on the net asset classification of donor-restricted endowment funds for a not-for-profit
organization that is subject to an enacted version of the Uniform Prudent Management of Institutional Funds
Act of 2006 (UPMIFA). The state of Arizona enacted a version of UPMIFA in June 2008 that will be in effect
for the Food Bank's fiscal year 2009. The administration of the Food Bank will need to interpret the relevant
law. FSP 117-1 also requires additional disclosures about an organization’s endowment funds, whether or
not the organization is subject to UPMIFA. The disclosure requirements of FSP 117-1 will be effective for
the Food Bank in fiscal year 2009.
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ST. MARY'S FOOD BANK ALLIANCE
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ended June 30, 2008

Federal
CFDA Contract Federal
Federal Grantor/Pass Through Agency / Program Number Number Expenditures
U.S. Department of Homeland Security
Federal Emergency Management Agency
Emergency Food and Shelter National Board Program 97.024 - $ 347,833
U.S. Department of Agriculture
Pass through programs from:
Arizona Department of Health and Human Services
Commaodity Supplemental Food Program 10.565 261117, H1361116 486,208
Arizona Department of Economic Security
Emergency Food Assistance Program 10.568 DES-060004-011 921,731
Total U.S. Department of Agriculture 1,407,939
U.S. Department of Housing and Urban Development
Community Development Block Grants pass through from:
City of Phoenix - Kid's Café 14.218 119602 40,000
City of Phoenix - Home Bound Delivery 14.218 119601 23,800
City of Glendale - Home Bound Delivery 14.218 C-5789 24,983
City of Glendale - Food Pantry Renovation 14.218 C-5876, C-5549 213,955
City of Glendale - Emergency Food 14.218 C-6155 24,983
City of Avondale - Emergency Food 14.218 12461C 5,000
City of Peoria - Emergency Food 14.218 53007 7,500
Total U.S. Department of Housing and Urban Development 340,221
TOTAL EXPENDITURES OF FEDERAL AWARDS $ 2,095,993

See Independent Auditors' Report
See Notes to the Schedule of Expenditures of Federal Awards
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ST. MARY'S FOOD BANK ALLIANCE
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ended June 30, 2008

Basis of presentation

The accompanying schedule of expenditures of federal awards includes the federal grant activity of St.
Mary’s Food Bank Alliance and is presented on the accrual basis of accounting. The information in this
schedule is presented in accordance with the requirements of U.S. Office of Management and Budget
(OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore,
some amounts presented in this schedule may differ from amounts presented in, or used in the preparation
of, the basic financial statements. St. Mary’s Food Bank Alliance did not provide federal awards to sub-
recipients during the year ended June 30, 2008.

Catalog of Federal Domestic Assistance (CFDA) numbers

The program titles and CFDA numbers were obtained from the 2008 Catalog of Federal Domestic
Assistance.
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An Independent CPA Firm

3101 North Central Avenue, Suite 300
Phoenix, Arizona 85012
602-264-6835 ph

602-265-7631 fx

www.mhm-pc.com

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors of
ST. MARY'S FOOD BANK ALLIANCE

We have audited the financial statements of St. Mary’s Food Bank Alliance as of and for the year ended
June 30, 2008, and have issued our report thereon dated November 20, 2008. We conducted our audit in
accordance with U.S. generally accepted auditing standards and the standards applicable to financial
audits contained in Government Auditing Standards issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered St. Mary’s Food Bank Alliance’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of St. Mary’s Food Bank Alliance’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of St. Mary’s Food Bank Alliance’s internal control over
financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles such that there is more
than a remote likelihood that a misstatement of the entity’s financial statements that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether St. Mary’s Food Bank Alliance’s financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.
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We noted certain matters that we reported to management of St. Mary’s Food Bank Alliance in a
separate letter dated November 20, 2008.

This report is intended solely for the information and use of the Board of Directors, management, specific
legislative and regulatory bodies, Federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than those specified parties.

M Comn £ C.
Phoenix, Arizona
November 20, 2008
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An Independent CPA Firm

3101 North Central Avenue, Suite 300
Phoenix, Arizona 85012
602-264-6835 ph

602-265-7631 fx

www.mhm-pc.com

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A-133

To the Board of Directors of

ST. MARY’S FOOD BANK ALLIANCE

Compliance

We have audited the compliance of St. Mary’s Food Bank Alliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended
June 30, 2008. St. Mary’s Food Bank Alliance’s major federal programs are identified in the
summary of auditor’s results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its
major federal programs is the responsibility of St. Mary’s Food Bank Alliance’s management. Our
responsibility is to express an opinion on St. Mary’s Food Bank Alliance’s compliance based on
our audit.

We conducted our audit of compliance in accordance with U.S. generally accepted auditing
standards; the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct
and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidence about St. Mary’s Food Bank Alliance’s compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on St. Mary’s Food Bank Alliance’s compliance with those requirements.

In our opinion, St. Mary’s Food Bank Alliance complied, in all material respects, with the
requirements referred to above that are applicable to each of its major federal programs for the year
ended June 30, 2008.

Internal Control Over Compliance

The management of St. Mary’s Food Bank Alliance is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts and
grants applicable to federal programs. In planning and performing our audit, we considered St.
Mary’s Food Bank Alliance's internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our auditing procedures
for the purpose of expressing our opinion on compliance but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of St. Mary’s Food Bank Alliance's internal control over compliance.
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A control deficiency in an entity’s internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal course of performing
their assigned functions, to prevent or detect noncompliance with a type of compliance requirement
of a federal program on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity's ability to administer a federal program such
that there is more than a remote likelihood that noncompliance with a type of compliance
requirement of a federal program that is more than inconsequential will not be prevented or detected
by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that material noncompliance with a type of compliance requirement
of a federal program will not be prevented or detected by the entity’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of the Board of Directors, management,

specific legislative and regulatory bodies and Federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specified parties.

M<(a—4 C.
Phoenix, Arizona
November 20, 2008
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ST. MARY'S FOOD BANK ALLIANCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2008

SUMMARY OF INDEPENDENT AUDITORS’ RESULTS

A.

Type of Report Issued on the Financial Statements:

The Independent Auditors’ Report on the basic financial statements of St. Mary’s Food Bank
Alliance at and for the year ended June 30, 2008 was an unqualified opinion.

Significant Deficiencies in Internal Control Disclosed by the Audit of the Financial Statements:

The audit of the basic financial statements of St. Mary’s Food Bank Alliance at and for the year
ended June 30, 2008 disclosed no matters involving the internal control over financial reporting
and its operations considered to be significant deficiencies.

Noncompliance Material to the Financial Statements:

The audit disclosed no instances of noncompliance material to the basic financial statements of
St. Mary’s Food Bank Alliance at and for the year ended June 30, 2008.

Significant Deficiencies in Internal Control over Major Programs:

The audit of compliance of St. Mary’s Food Bank Alliance for the year ended June 30, 2008
disclosed no significant deficiencies.

Type of Report Issued on Compliance for Major Programs:

The Independent Auditors’ Report on compliance with requirements applicable to each major
Federal program for the year ended June 30, 2008 was an unqualified opinion.

Findings Relating to Major Programs:

As indicated in Section Ill, the audit disclosed no findings relating to major programs for the year
ended June 30, 2008.

Major Program:

CEDA Number Name of Federal Program Amount Expended
14.218 Community Development Block Grant $ 340,221
97.024 Emergency Food and Shelter National

Board Program $ 347,833

Threshold for Distinguishing Between Type A and Type B Programs:

The threshold for distinguishing between Type A and Type B programs was $300,000 for the year
ended June 30, 2008.

Qualifications of Auditee as a Low-Risk Auditee:

St. Mary’s Food Bank Alliance qualified as a low-risk auditee under applicable provisions of
OMB Circular A-133 for the year ended June 30, 2008.
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ST. MARY'S FOOD BANK ALLIANCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2008

FINANCIAL STATEMENT FINDINGS

None

FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

None

STATUS OF PRIOR AUDIT FINDINGS

Item: 2007-01

Subject: Revenue recognition

Condition:

Criteria:

Effect:

Recommendati

Current Status:

Item: 2007-02

St. Mary’'s Food Bank Alliance recorded approximately $75,000 of contributions
received during the year as contribution revenue. However, these contributions
represented collections on pledges which had originally been recorded as contribution
revenue and pledges receivable at the time of the pledge. An audit adjustment was
required to reduce pledges receivable and contributions revenue by this amount.

Generally accepted accounting principles require that pledges be recorded as revenue in
the period in which the pledge was made. When collections are received on those
pledges, the pledges receivable balance should be reduced.

Because of the failure to detect that collections received were related to previously
recorded pledges receivable, a financial statement misstatement occurred.

on: St. Mary’s Food Bank Alliance should prepare written instructions to be
included as part of the Food Bank’s accounting policies and procedures manual
that indicates the proper procedures for recording pledges and subsequent
collections on those pledges.

The recommendation was adopted. The accounting Policies and Procedures
manual has been updated to include proper procedures for recording pledges and
subsequent collections of those pledges.

Subject: Closing journal entries

Condition:

Criteria:

Effect:

St. Mary’s Food Bank Alliance prepared a year-end closing journal entry to reconcile
inventory for approximately $190,000. However, the entry was never posted to the
general ledger. The effect of this error was an understatement of purchased food
inventory of $190,000 and an overstatement of general food inventory expense by the
same amount. In addition, St. Mary’s Food Bank Alliance did not post year-end closing
journal entries to the general ledger to reconcile several cash accounts. The effect of
these errors was to overstate cash by approximately $57,000.

Proper checks and balances are an essential component of accounting process controls.

Because of the failure to detect when prepared journal entries are not posted to the
general ledger, a financial statement misstatement can occur.

-23-



V.

ST. MARY'S FOOD BANK ALLIANCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2008

STATUS OF PRIOR AUDIT FINDINGS (continued)

Recommendation:

Current Status:

We recommend that St. Mary’s Food Bank Alliance implement a policy which
requires all manual journal entries be reviewed for input accuracy and existence
in the general ledger. The review should be performed by an individual who is

not responsible for initiating and recording the journal entries in the general
ledger.

The recommendation was adopted. The accounting policies of the Food Bank have
been updated to require that all manual journal entries be reviewed for input and
existence in the general ledger. The review of the journal entry will be performed by

an individual not responsible for initiating and recording the journal entry into the
ledger.
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