


















Association ofArizona Food Banks, Inc.
Notes to Financial Statements

Years ended June 30, 2009 and 2008

Note 1 - Organization and Summary of Significant Accounting Policies

Organization

Association ofArizona Food Banks, Inc. (hereinafter referred to as the "Association") is an Arizona
not-for-profit organization established in 1984. The Association was organized to promote and
coordinate the activities of member food banks located in the state of Arizona including the
coordination of the purchase of food from local, state and federal programs and agencies.

Basis ofPresentation

The Association prepares its financial statements on the accrual basis of accounting. Revenues are
recognized and recorded when earned, and expenses are recognized and recorded when incurred.

Unrestricted Net Assets

The Association reports its revenue and other support as unrestricted ifthere are no donor-imposed
restrictions, which limit their use. Designated net assets consists of those amounts that have been
designated by the board of directors to manage undesignated bequests contributions of $50,000 or
more, or surpluses from operations. The designated net assets shall not drop below a minimum of
$30,000, nor exceed a maximum of$800,000. Interest earned on designated net assets may be used
for general operating purposes ofthe Association without board approval. Designated net assets are
invested in short-term investments.

Temporarily Restricted Net Assets

The Association reports grants and contributions as temporarily restricted if received with
grantor/donor-imposed stipulations that limit the use of the amount received. When the
grantor/donor-imposed restrictions expire, that is, when a stipulated time restriction ends or the
purpose of the 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.

DonatedAssets and Services

Donated assets received directly by the Association for which a valuation can be determined, are
recorded at fair value when received. No objective basis for estimating the fair value of donated
services by volunteers who contribute their time to the Association is available and accordingly, no
contribution for these services is reflected in the financial statements of the Association as of June
30, 2009 and 2008.
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Notes to Financial Statements - Continued

Note 1 - Organization and Summary of Significant Accounting Policies - Continued

Income Taxes

The Association has been granted exemption from the payment of federal and state income taxes
under Section 501(c)(3) of the Internal Revenue Code of 1954, as amended, and under Section 43­
147(a)(4) of the Arizona Revised Statutes of 1956, as amended.

During 2009, the Association adopted the provisions ofFASB Interpretation No. 48, as codified by
the Financial Accounting Standards Board. This Interpretation requires entities, including nonprofit
organizations, to evaluate uncertain tax provisions and record a liability for those positions in which
it is more-likely-than-not that the position would result in an additional tax liability pursuant to an
examination by the Internal Revenue Service. Management evaluates annually its tax positions
related to unrelated business income, and ifapplicable, adjusts its income tax provision accordingly.
As of June 30, 2009, no uncertain tax positions have been identified and accordingly, no provision
has been made.

Cash and Cash Equivalents

For purpose ofreporting cash flows, cash and cash equivalents includes cash on hand, cash held in a
bank and money market accounts with original maturities of three months or less.

Investments

Investments are recorded at fair market value. Investment income or loss (including realized and
unrealized gains and loss on investments, interest and dividends) is included in the change in net
assets in the accompanying statement of activities unless the income or loss is restricted.

Promises to Give

Promises to give received by the Association are recorded as revenue when there is sufficient
evidence that the promise is valid and legally enforceable. The revenue is unrestricted unless the
donor stipulates otherwise.

Property and Equipment

Property and equipment are recorded at cost and donated assets are recorded at fair value when
received. Depreciation is provided on a straight-line basis over estimated useful lives ranging from
three to ten years. The cost of normal maintenance and repairs that do not add to the value of the
asset or materially extend asset lives are not capitalized whereas major betterments are capitalized.
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Notes to Financial Statements - Continued

Note 1 - Organization and Summary of Significant Accounting Policies - Continued

Use ofEstimates

The preparation of financial statements in conformity with u.s. generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.

Financial Instruments

The carrying value ofcash, investments, receivables and payables approximates fair value due to the
short maturity of those instruments.

Functional E'xpense Allocation

The costs ofproviding various programs and other activities have been summarized on a functional
basis in the statement ofactivities and in the statement offunctional expenses. Accordingly, certain
costs have been allocated among the programs and supporting services benefited.

Reclassifications

Certain reclassifications to functional expenses were made from the previous year's presentation.
These reclassifications had no effect on beginning net assets of changes in net assets.

Note 2 - Investments

The Association held short-term investments in money market mutual funds and certificates of
deposit as follows at June 30:

Money market mutual funds
Certificates of deposit

2009

$ 168,315
39,996

$ 11

2008

$ 196,030
1

$ 1

Investment earnings for the years ended June 30, 2009 and 2008, consists ofinterest earnings on cash
and interest and dividends earned on the money market mutual funds and certificates of deposit.
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Notes to Financial Statements - Continued

Note 3 -Fair Value Measurements

Statement ofFinancial Accounting Standards No. 157, Fair Value Measurements, as codified by the
Financial Accounting Standards Board, defines fair value, establishes a framework for measuring fair
value, and establishes a fair value hierarchy which prioritizes valuation techniques. Fair value is the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. A fair value measurement assumes that the
transaction to sell the asset or transfer the liability occurs in the principal market for the asset or
liability or, in the absence ofa principal market, the most advantageous market. Valuation techniques
that are consistent with the market, income or cost approach, as specified by FASB Statement No.
157, are used to measure fair value.

The fair value hierarchy prioritizes valuation techniques used to measure fair value into three broad
levels:

• Levell investments - Valuation based on unadjusted quoted prices within active markets for
identical assets accessible by the Plan (e.g., prices derived from New York Stock Exchange,
NASDAQ or Chicago Board of Trade). Levell investments consists of the Association's
money market mutual funds ..

• Level 2 investments - Valuation based on quoted market prices for similar assets within
active or inactive markets or information other than quoted market prices observable through
market data for substantially the full term of the asset. Level 2 investments consist of the
Association's certificates of deposits.

• Level 3 investments - Valuation based on inputs other than quoted market prices that reflect
assumptions about the asset that market participants would use when performing the
valuation based on the best information available in the circumstances. The Association has
no such investments.

Note 4 - Grants and Accounts Receivable

Grants and accounts receivable are reported at their outstanding principal balance and are allowed for
as of June 30, 2009 and 2008, based on the Association's evaluation of uncollectibility. Interest
income is not recognized by the Association on its accounts receivable. Receivables outstanding for
more than 90 days are considered past due. Uncollectible receivables are reviewed on a case-by-case
manner and charged to bad debts expense upon approval by management. Subsequent collection of
these receivables is recorded by the Association as revenue.

Note 5 - Contributions Receivable

Contributions receivable consists ofpromises to give made by donors that will be received during the
following year.
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Notes to Financial Statements - Continued

Note 6 - Grant and Contract Revenue

During 2009, grant and contact revenue decreased by $388,350 from prior year due to a reduction in
the amount awarded by the State ofArizona which resulted from the overall economic decline. Also,
during 2008, $228,000 was received by the State of Arizona related to a one-time grant for the
purchase of refrigerated trailers. No amounts were received in 2009 related to this grant.

Note 7 .. Concentrations

TJuring the years ended June 30, 2009 and 2008, the Association received 37% and 55%,
respectively, of its total revenues from grants and contracts with two unrelated entities. Receivables
from these entities as of June 30, 2009 and 2008 totaled 58% and 69%, respectively.

Note 8 - Property and Equipment

Property and equipment consists of the following at June 30:

Refrigerated trailers
and storage containers

Building improvements
Furniture and equipment

Less accumulated depreciation

Net book value

Note 9 - Commitments

$

(

$

2009

410,436

8,365

20,268

439,069

211,631)

227,438

2008

$ 410,436

8,365
20,268

439,069

( 144,093)

$ 294,976

The Association leases office space and equipment under non-cancelable operating leases. Lease
terms generally are for three to five years. Lease expense for the years ended June 30, 2009 and
2008 was $23,054 and $24,352, respectively. In June 2008, the Association extended its office space
lease to June 30, 2011 with annual rent totaling $23,054.

In January 2009, the Association entered into an agreement to sublease space to a nonprofit
organization for $100 per month. The term of this lease is 12 months and is renewable annually
based on mutual consent by both parties.
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Notes to Financial Statements - Continued

Note 10 - Retirement Plan

The Association has a simplified employee pension (SEP) plan. Under the provisions of the plan,
contributions of3% ofeach employee's salary are made to an individual retirement account in his or
her name. During the years ended June 30, 2009 and 2008, total contributions of$9,602 and $9,597
were made to the Plan, respectively.

Note 11 - Capital Lease

The Association entered into a capital lease agreement for a refrigerated trailer in October 2000. As
of June 30, 2009 and 2008, the book value on the refrigerated trailer was $11,119 and $12,972,
respectively.

In October 2008, the Association purchased the refrigerated trailer for $20,000 and canceled the lease
agreement.

Note 12 - Line of Credit

The Association has a revolving line ofcredit totaling $50,000 with a bank. The interest rate on the
line is 8.25% and there was no balance outstanding as of June 30, 2009 and 2008.

Note 13 - Concentrations of Credit Risk

Financial instruments that subject the Association to potential concentrations of credit risk consist
principally of cash and cash equivalents, short-term investments and receivables.

As of June 30, 2009 and 2008, the Association's bank demand deposits had balances exceeding
federally insured limits by $414,608 and $227,243, respectively. The uninsured deposits are not
covered by collateral, however, the Association has not experienced any losses in such accounts and
believes it is not exposed to any significant credit risk on cash balances. During 2009 and 2008, the
certificates of deposit were fully covered by federal insurance.

Concentrations ofcredit risk with respect to receivables are limited due to the fact that they are due
from various government agencies and private contributors in which there is substantial evidence of
subsequent cash collection.
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