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Tel: 210-342-8000 40 NE Loop 410
Fax: 210-342-0866 Suite 200
www.bdo.com San Antonio, TX 78216

Independent Auditor’s Report

To the Board of Directors
Operation Homefront, Inc.
San Antonio, Texas

We have audited the accompanying Statements of Financial Position of Operation Homefront,
Inc. (the Organization) as of December 31, 2012 and 2011, the related Statements of Activities
and Functional Expenses for the year ended December 31, 2012 (with summarized financial
information for the year ended December 31, 2011), the Statements of Cash Flows for the years
ended December 31, 2012 and 2011, and the related notes to the financial statements. These
financial statements are the responsibility of the Organization’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America. This includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these 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 from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of the
international BDO network of independent member firms.

BDO is the brand name for the BDO network and for each of the BDO Member Firms.
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This report does not present the consolidation of Operation Homefront, Inc. with its affiliated
organization, Army Homefront Fund, Inc., as required by accounting standards generally
accepted in the United States of America. If the consolidation were presented, net assets
would be increased by $74,067 as of December 31, 2012, and the change in unrestricted and
total net assets would be decreased by $403,059 for the year then ended.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material
respects, except for the effects of not consolidating Army Homefront Fund, Inc. as explained in
the preceding paragraph, the financial position of Operation Homefront, Inc. as of
December 31, 2012 and 2011, and the changes in net assets for the year ended December 31,
2012 and cash flows for the years ended December 31, 2012 and 2011, in accordance with
accounting principles generally accepted in the United States of America.

Other Matter
As discussed in Note 11 to the consolidated financial statements, the 2011 financial statements

have been restated to correct a misstatement. Our opinion is not modified with respect to this
matter.

BOO wda, 2P

June 10, 2013



Operation Homefront, Inc.

Statements of Financial Position

December 31,

2012

RESTATED
2011

Assets
Cash and equivalents
Accounts receivable:

Trade 498,618 76,356

Property management 135,407 --
Grant receivable -- 700,000
Unconditional promises to give 2,180,600 1,471,313
Investments:

Brokerage account 5,670,000 4,760,667

Common stock in non-public entity 200 200
Accrued interest receivable 14,586 22,972
Inventory 50,001 17,444
Contributed goods inventory 2,177,834 860,840
Contributed houses inventory 10,982,913 --
Prepaid expenses 168,789 80,277
Fixed assets, net 394,887 432,054

$ 2,503,673

$ 2,252,707

Total Assets

$ 24,777,508

S 10,674,830

Liabilities and Net Assets

Liabilities
Accounts payable 8 861,187 S 144,105
Accrued liabilities 336,866 134,051
Deferred revenue 105,000 --
Total Liabilities 1,303,053 278,156
Net Assets
Unrestricted 9,261,521 7,536,401
Temporarily restricted 14,212,934 2,860,273
Total Net Assets 23,474,455 10,396,674

Total Liabilities and Net Assets

$ 24,777,508

S 10,674,830

The accompanying notes are an integral part of these financial statements.



Operation Homefront, Inc.

Statement of Activities

For the Year Ended December 31, 2012

(With Summarized Financial Information
for the Year Ended December 31, 2011)

Temporarily RESTATED
Unrestricted Restricted 2012 2011
Revenue, Support, and Other
Contributions $ 9,978,769 3,181,778 13,160,547 § 8,733,487
Contributed goods, services, and facilities 42,733,698 -- 42,733,698 16,540,156
Contributed houses -- 10,982,913 10,982,913 -
Miscellaneous 8,671 -- 8,671 5,504
Investment income 427,524 -- 427,524 39,540
Special events
Gross 250,625 - 250,625 190,174
Less: Direct donor benefit expenses (136,217} - (136,217) (104,273)
Net assets released from
restrictions 2,812,030 (2,812,030) s e
Total Revenue, Support,
and Other 56,075,100 11,352,661 67,427,761 25,404,588
Expenses
Program services ) 51,742,075 - 51,742,075 23,355,945
Membership and fundraising 1,301,525 -- 1,301,525 863,758
Management and general 1,306,380 -- 1,306,380 535,090
Total Expenses 54,349,980 - 54,349,980 24,754,793
Change in Net Assets 1,725,120 11,352,661 13,077,781 649,795
Net assets, beginning of year 7,536,401 2,860,273 10,396,674 9,746,879
Net Assets, End of Year S 9,261,521 14,212,934 23,474,455 S 10,396,674

The accompanying notes are an integral part of these financial statements.
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Operation Homefront, Inc.

Statements of Cash Flows

RESTATED
Years Ended December 31, 2012 2011
Change in net assets $ 13,077,781 S 649,795
Adjustments to Reconcile Change in Net Assets
to Net Cash Provided by Operating Activities:
Depreciation 153,523 112,286
Change in contributed inventory (1,316,994) (217,454)
Change in contributed house inventory (10,982,913) --
Net investment realized and unrealized (gains) and losses (298,313) 54,936
(Increase) Decrease in Assets:
Accounts Receivable:
Accounts receivable - trade (422,262) (45,402)
Accounts receivable - property management (135,407) --
Grant receivable 700,000 (700,000)
Unconditional promises to give (709,287) 606,579
Accrued interest receivable 8,386 (22,972)
Inventory (32,557) 11,614
Prepaid expenses (88,512) (8,806)
Increase (Decrease) in Liabilities:
Accounts payable 717,082 (113,507)
Accrued liabilities 202,815 (15,263)
Deferred revenue 105,000 --
Net Cash Provided by Operating Activities 978,342 311,806
Cash Flows (Used in) Provided by Investing Activities
Purchase of investments (2,700,840) (5,777,704)
Proceeds from sales of investments 2,089,820 3,712,890
Purchase of equipment (116,356) (187,765)
Net Cash (Used in) Investing Activities (727,376) (2,252,579)
Net Increase (Decrease) in Cash 250,966 (1,940,773)
Cash, beginning of year 2,252,707 4,193,480
Cash, End of Year $ 2,503,673 S 2,252,707

The accompanying notes are an integral part of these financial statements.



Operation Homefront, Inc.

Notes to Financial Statements

Note 1. Organization and Significant Accounting Policies
Organization and Nature of Operations

Operation Homefront, Inc. (the Organization) was incorporated in 2002 as CincHouse.com, Inc., an
Arizona not-for-profit, for the purpose of providing assistance to deployed military troops and
their families. During the year ended December 31, 2006, the Organization’s Board of Directors
(the Board) changed the name of the Organization to Operation Homefront, Inc. The Organization
receives funding from community sponsorships and donations and also participates in fundraising
events. In June of 2012, the Board of the Organization voted to consolidate the 25 chapters into
one national chapter, with the locations becoming field offices. As of December 31, 2012, 21
offices have been absorbed by the national office, 4 offices have been dissolved, and 4 offices are
scheduled to be absorbed in 2013.

Basis of Presentation

The accompanying financial statements present only the accounts of the Organization and do not
include the accounts of any of the subchapters.

The accompanying financial statements have been prepared on the accrual basis of accounting
and, accordingly, reflect all significant receivables, payables, and other liabilities.

Net Assets
The net asset classifications shown on the Statements of Financial Position are defined as follows:
Unrestricted - Net assets that are not subject to donor-imposed restrictions.

Temporarily Restricted - Net assets that are subject to donor-imposed
restrictions that either expire by the passage of time or can be fulfilled by
actions of the Organization pursuant to those restrictions.

Unconditional Promises to Give, Contributions Received and Revenue Recognition

Contributions are recognized when the donor makes a promise to give to the Organization that is,
in substance, unconditional. Contributions that are restricted by the donor are reported as
increases in unrestricted net assets if the restrictions expire in the fiscal year in which the
contributions are recognized. All other donor-restricted contributions are reported as increases in
temporarily or permanently restricted net assets, depending on the nature of the restrictions. As
of December 31, 2012, there were no permanently restricted net assets. When a restriction
expires, temporarily restricted net assets are released to unrestricted net assets.

The Organization uses the allowance method to determine uncollectible unconditional promises
receivable. This allowance is based on prior years’ experience and management’s analysis of
specific promises made. All receivables are considered collectible as of December 31, 2012
and 2011.



Operation Homefront, Inc.

Notes to Financial Statements

Note 1. Organization and Significant Accounting Policies (Continued)
Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America (GAAP) requires management to make estimates and
assumptions that affect certain reported amounts of assets and liabilities, disclosure of contingent
assets and liabilities at the date of the financial statements, and the reported amounts of revenue
and expenses during the reporting period. Accordingly, actual results could differ from those
estimates.

Cash and Cash Equivalents

For purposes of the Statements of Cash Flows, the Organization considers all highly liquid
investments available for current use, with an initial maturity of three months or less, to be cash
equivalents.

Concentration of Credit Risk

Financial instruments which potentially subject the Organization to a concentration of credit risk
consist principally of cash.

The Organization maintains multiple bank accounts in San Antonio, Texas. Accounts at the
institutions are insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000 for
interest-bearing accounts, and without limit for non-interest-bearing transaction accounts.
Beginning January 1, 2013, all of a depositor's accounts at an insured depository institution,
including all non-interest-bearing transaction accounts, will be insured by the FDIC up to the
standard maximum deposit insurance amount of $250,000, for each deposit insurance ownership
category. At various times during the year, there were balances in the bank that exceeded the
FDIC limit. '

Inventory

Inventories are valued at cost determined by the first-in, first-out (FIFO) method. Inventories
consist of promotional items for resale to the subchapters.

Contributed Goods Inventory

[n-kind goods consist of contributed goods, including such items as gift cards, children’s toys, and
household items for use and distribution in the Organization’s programs, and are valued at the
estimated fair value as of the date contributed.

Contributed Houses Inventory

Contributed houses inventory consists of houses received for distribution in the Organization’s

programs, and are valued at the estimated fair value as of the date contributed, less the present
value of the estimated closing costs to the Organization.



Operation Homefront, Inc.

Notes to Financial Statements

Note 1. Organization and Significant Accounting Policies (Continued)
Investments

The majority of investments are reported at fair value in the Statements of Financial Position. A
small, immaterial portion of investments consists of common stock of a non-public entity and is
carried at par value.

Unrestricted investment income includes income from funds where no restriction has been placed
by the donor on its use. Unrealized and realized gains and losses on investments are reported as
increases or decreases in unrestricted net assets, unless their use is temporarily or permanently
restricted by explicit donor stipulations or by law. Once the restriction is met, the related
temporarily restricted net asset amount is released to unrestricted net assets.

Fair Value of Financial Instruments

The Fair Value Measurements and Disclosures Topic of the Financial Accounting Standards Board
(FASB) Accounting Standards Codification (ASC), 820-10, defines fair value, establishes a three-
level valuation hierarchy for disclosure of fair value measurements, and expands disclosures about
fair value measurements. An instrument’s categorization within the hierarchy is based upon the
lowest level of input that is significant to the fair value measurement.

Level 1 - Inputs that utilize quoted prices (unadjusted) in active markets for
identical assets that the Organization has the ability to access.

Level 2 - Inputs that include quoted prices for similar assets and liabilities in
active markets, and inputs that are observable for the asset or
liability, either directly or indirectly, for substantially the full term
of the financial instrument. Fair values for these instruments are
estimated using pricing models, quoted prices of securities with
similar characteristics, or discounted cash flows.

Level 3 - Inputs that are unobservable inputs for the asset or liability, which
are typically based on an entity’s own assumptions, as there is little,
if any, related market activity.

Fixed Assets

Property, plant, and equipment are stated at cost if purchased, or at fair value at the date of the
gift if donated, less accumulated depreciation. It is the Organization’s policy to capitalize
property and equipment over $500. Depreciation is computed on a straight-line basis over the
estimated useful lives of furniture and equipment (5 to 10 years). At the time property, plant,
and equipment are retired or otherwise disposed of, the cost and the related accumulated
depreciation are adjusted, and any gain or loss on disposal is included in the Statements of
Activities.



Operation Homefront, Inc.

Notes to Financial Statements

Note 1. Organization and Significant Accounting Policies (Continued)
Contributed Goods, Services, and Facilities

Contributions of goods, services, and facilities are recognized at fair value. The amounts
reflected in the accompanying financial statements as in-kind contributions are offset by like
amounts included in expenses, other current assets, and fixed assets. During the year and period
ended December 31, 2012, the value of contributed services meeting the requirements for
recognition in the financial statements was not material and has not been recorded.

Contributed Houses

In 2012, the Organization started a program called Homes on the Homefront. The Organization
receives donated housing from various banks throughout the United States. The Organization is
tasked with identifying and placing eligible candidates in those homes, mortgage free.
Contributions of houses are recognized at the fair value, as provided by an appraisal, when
deeded, less the present value of the estimated closing costs of transferring the houses.

Expenses, Gains, and Losses

Expenses are reported as decreases in unrestricted net assets. Gains and losses on investments
and other assets are reported as increases or decreases in unrestricted net assets, unless their use
is restricted by explicit donor stipulations or by law.

Income Taxes

The Organization operates as a not-for-profit corporation under.Section 501(c)(3) of the Internal
Revenue Code (the Code) and, as such, is not subject to federal or state income tax. The
Organization is classified as an organization that is not a private foundation under Section
509(a)(1) of the Code, and the corresponding provisions of the state revenue codes. The
Organization adopted the provisions of FASB ASC Topic 740-10-25, Income Taxes - Overall -
Recognition, which require recognition and disclosure of uncertain tax positions in the financial
statements. Under ASC 740-10, an organization must recognize the tax benefit associated with
tax positions taken for tax return purposes when it is more-likely-than-not that the position will
be sustained. The implementation of ASC 740-10 had no impact on the Organization’s financial
statements. The Organization’s management believes it has no material uncertain tax positions
and, accordingly, will not recognize any related liability.

Tax years 2011-2009 remain open to examination by the taxing jurisdictions to which the
Organization is subject, and these periods have not been extended beyond the applicable statute
of limitations.

Summarized Financial Information

The Statement of Activities and the Statement of Functional Expenses for the year ended
December 31, 2012 include certain prior-year summarized comparative information in total, but
not by net asset class or function. Such information does not include detail to constitute a
presentation in conformity with GAAP. Accordingly, such information should be read in
conjunction with the Organization’s financial statements for the year ended December 31, 2011,
from which the summarized information was derived.
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Operation Homefront, Inc.

Notes to Financial Statements

Note 2. Unconditional Promises to Give

As of December 31, 2012 and 2011, the Organization received unconditional promises to give with
year-end balances of $2,180,600 and $1,471,313, respectively. Unconditional promises to give are
to be received in the following years: $1,759,584 in 2013, and $421,016 in 2014.

Note 3. Investments

During fiscal years 2007 and 2006, a donor donated 200,000 shares of common stock of a non-
public entity to the Organization with a par value of $.001 per share. It is the Organization’s
intent to retain the stock certificates until the entity becomes public and the market value
increases.  Since this stock is not publicly traded, there is no indication that fair value is
materially different than par.

The cost and fair value of the remaining investments by major type at December 31 were as
follows:

2012 2011
Cost Fair Value Cost Fair Value

Cash and equivalents S 248,105 248,105 89,995 § 89,995
Government Securities;

FHLMC 169,946 178,712 387,692 396,348

FNMA 485,451 498,557 955,392 972,288

U.S. Treasury bonds 90,983 106,810 217,297 266,541

U.S. Treasury notes 516,948 528,142 362,570 392,566
Corporate bonds 805,367 832,825 806,937 807,041
Equity securities 1,634,889 1,840,432 1,600,173 1,570,696
Mutual Funds:

Non-traditional bond 535,805 554,470 -- --

High-yield bond 535,804 559,310 -- -

World stock 159,889 161,245 143,316 126,796

Mid-cap value 147,764 161,392 142,359 138,396

$ 5,330,951 5,670,000 4,705,731 54,760,667

*All investments are considered level 1, as government securities, corporate bonds, equity
securities, and mutual funds are valued at the fair value of shares.

Note 4. Fixed Assets

Fixed assets at December 31 consisted of the following:

2012 2011

Land S 20,000 $ --
Computers 262,278 436,113

" Furniture 212,443 184,377
Office equipment 35,496 28,835
Communication equipment 32,757 32,758

Vehicles 38,416 --
601,390 682,083
Less: Accumulated depreciation {206,503) (250,029}

$ 394,887 $ 432,054
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Operation Homefront, Inc.

Notes to Financial Statements

Note 5. Temporarily Restricted Net Assets

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

2012 2011
Transitional housing S 12,545 S 464,401
Permanent housing 12,019,338 376,852
Program - General 455,954 1,313,724
Program - Wounded 1,725,097 705,296

$14,212,934 $2,860,273

Note 6. Net Assets Released from Restrictions

Net assets were released from temporary donor restrictions, by incurring expenses satisfying the
restricted purposes, or by the occurrence of other events specified by donors as of December 31,
as follows: '

2012 2011
Transitional housing $ 653,816 S --
Permanent housing 376,852 --
Program - General 1,536,163 293,637
Program - Wounded 245,199 35,542
$ 2,812,030 $1,210,783

Note 7. In-Kind Contributions

Contributed goods, services, and facilities for the years ended December 31 consisted of the

following:
2012 2011

Toys $ 16,436,696 $ 7,893,831
Cosmetics 380 552,850
Infant clothing and furniture 1,004,937 208,113
Advertising 18,274 30,128
School supplies 12,992,562 2,400,837
Computers and equipment 61,258 393,521
Miscellaneous products 11,790,634 2,041,742
Facilities 17,410 81,480
Furniture 137,558 2,423,461
Vehicles 3,937 48,534
Other 270,052 465,659

$ 42,733,698

516,540,156
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Operation Homefront, Inc.

Notes to Financial Statements

Note 8. Investment Income

Investment Income consists of the following:

2012 2011
Dividends and interest $ 182,096 S 89,211
Realized gains (losses) on sales of securities 14,203 {(69,802)
Unrealized gains on securities 284,113 54,936
Investment fees (52,888) {34,805)
$ 427,524 $ 39,540

Note 9. Operating Leases

Operation Homefront leases office space in various cities where field offices and headquarters are
located, under operating leases, with monthly payments ranging from $300 to $11,706, with
varying expiring dates through November 2015. Warehouses and storage units in multiple
locations, used for storage of in-kind goods, are leased with monthly payments ranging from $50
to $1,000, with varying expiring dates through December 31, 2013.

Operation Homefront leases apartment units for disabled service members discharged from
military service who are transitioning from military base housing to more permanent housing.
These operating leases have varying units and monthly payments ranging from $867 to $2,278,
with varying expiring dates through June 2014.

Minimum future rental payments under non-cancellable operating leases, having remaining terms
in excess of one year as of December 31, 2012 for each of the next five years and in the
aggregate, are:

2012 $ 863,723
2013 286,080
2014 104,183
2015 ' 56,950
2016 --

Total Minimum Future Rental Payments $1,307,936

Operation Homefront leases phone equipment for their office space. This operating lease has
monthly payments of $75 with expiring dates through January 2015.

Minimum future lease payments under non-cancellable operating leases, having remaining terms
in excess of one year as of December 31, 2012 for each of the next five years and in the
aggregate, are:

2012 S 900
2013 _ 900
2014 -
2015
2016
Total Minimum Future Lease Payments S 1,800
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Operation Homefront, Inc.

Notes to Financial Statements

Note 10. Retirement Plan

The Organization adopted a defined contribution 401(k) employee benefit plan covering
employees who have attained the age of 18 and have completed at least three months of service.
In accordance with the plan, the Organization elected to match the employee contribution at 4%
for the years ended December 31, 2012 and 2011. The Organization’s 2012 and 2011 plan expense
totaled $51,004 and $28,888, respectively.

Note 11. Reclassifications and Restatement

Certain financial statement items from the December 31, 2011 statements have been reclassified
in this presentation in order to enhance comparability with the December 31, 2012 financial
statements. Temporarily restricted contributions for 2011 have been restated to reflect a grant
awarded in 2011 in the amount of $700,000. The grant receivable balance was increased on the
Statement of Financial Position, and changes are also reflected in the Statement of Cash Flows for
the same amount. The net effect of this restatement is to increase temporarily restricted
revenue, net assets, and grants receivable by $700,000.

Note 12. Subsequent Events

Subsequent events have been evaluated through June 10, 2013, which is the date the financial
statements were available to be issued.
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