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PLLC

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Second Harvest Food Bank of Middle Tennessee, Inc.
Nashville, Tennessee

We have audited the accompanying statements of financial position of Second Harvest Food Bank of Middle
Tennessee, Inc. (the “Agency”), a Tennessee not-for-profit corporation, as of June 30, 2005 and 2004, and
the related statements of activities, cash flows and functional expenses for the years then ended. These
financial statements are the responsibility of the Agency’s management. 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 audit to obtain reasonable assurance about
whether the financial statements are free of material misstaternent. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our andits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Second Harvest Food Bank of Middle Tennessee, Inc. as of June 30, 2005 and 2004, and the
changes in its net assets and its cash flows for the years then ended, in conformity with accounting principles
generally accepted in the United States of America.

\%M&CMS TPLc

Nashville, Tennessee
December 29, 2005
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KraftCPAs PLLC - Certiflied Public Accountants and Consultants
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SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.

STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2005 AND 2004

ASSETS
Operating assets:

Cash and cash equivalents

Accounts receivable

Pledges receivable - Note 2

Inventories - Note 3

Prepaid expenses

Investments - Note 4

Property and equipment - at cost, less accumulated

depreciation - Note 5 _

Bond issue costs - net of accumulated amortization
Capital campaign assets :

Cash and cash equivalents

Pledges receivable - Note 2

Investments - Note 4

TOTAL ASSETS

LIABILITIES

Acocounts payable and accrued expenses
Deferred grant revenve

Capital lease obligation - Note 7

Line of credit obligation - Note 6
Bonds payable - Note 6

TOTAL LIABILITIES

COMMITMENTS AND CONTINGENCIES - Notes 7,9 and 11

NET ASSETS
Unrestricted:
Designated:
Donated food inventory
Property and equipment, less related debt
Other Board designations - Note 1
Undesignated
Total unrestricted
Temporarily restricted - Note 1

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

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

2005 2004
$ 141808 $ 142,922
494958 498,150
375 484 376,825
2,163,019 1,662,320
97,708 46245
1,076,919 984,111
7 470035 7,404,530
100,973 106,942
419,698 656,182
537,956 836,147
- 83,180
$ 12,878,558 $ 12,797,554
$ 629242 $ 500,235
38,386 171,893
24,305 93,043
250,000 225,000
2702375 3577375
3,644,308 4,567,546
1,433,111 1,107,033
4,743 355 3734,112
700,000 300,000
1,615,491 1,472,200
8,491,957 6,613,345
742293 1,616,663
9234250 8,230,008

$ 12,878,558

$ 12,797,554




SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.,

STATEMENTS OF ACTIVITIES

FOR THE YEARS ENDED JUNE 30, 2005 AND 2004

REVENUES - PROJECT PRESERVE PROGRAM
Sales to out of area network agencies, net of discount
Donated food utilized and distributed

TOTAL REVENUES - PROJECT PRESERVE PROGRAM
DIRECT COSTS AND EXPENSES - PROJECT PRESERVE PROGRAM

GROSS PROFIT FROM PROJECT PRESERVE PROGRAM

SUPPORT AND REVENUE

Ponated food

Contributions

Government grants

Agency recovery fees

Culinary arts program

Special events and activities

Less: direct benefits to donors

Investroent income - Note 4

Class action lawsuit settlement proceeds - Note 9
Other income

Net assets released in satisfaction of program restrictions

TOTAL SUPPORT AND REVENUE

EXPENSES

Program services:
Emergency Food Box
Food Recovery
Kids Cafe Program
Culinary Arts Program

Total Program Services

Supporting services:
Managerment and general
Fund raising
Capital campaign

Total Supporting Services
TOTAL EXPENSES

CHANGE IN NET ASSETS
NET ASSETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR

The accompanying notes are an integral part of these financial statements.
3.

2005
Teraporarily
Unrestricted Restricted Totals
$ 6,507,166 § - 6,507,166
716,450 - 716,450
7,223,616 - 7,223,616
6,908,054 - 6,008,054
315,562 - 315,562
5,581,158 - 5,581,158
1,284,619 874,802 2,159,421
697,812 - 697,812
842,936 - 842,936
89,556 - 89,556
321,151 - 321,151
(46,951) - (46,951)
105,930 - 105,950
527,000 - 527,000
14,039 - 14,039
1,749,172 (1,749,172) -
11,166,442 {874,370) 10,292,072
2,895,193 - 2,895,193
4,730,061 - 4,730,061
487,191 - 437,191
96,629 - 96,629
8,209,074 - 8,209,074
812,838 - 812,838
524,431 - 524,431
57,049 - 57,049
1,394,318 - 1,394,318
2.603,392 - 9,603,392
1,878,612 (874,370) 1,004,242
6,613,345 1,616,663 3,230,008
$ 8,491,957 § 742,293 § 9,234 250




2004

Temporarily
Unrestricted Restricted Totals
§ 3,744,613 % - § 3,744,613
557,201 - 557,201
4,301,814 - 4,301,814
4,184,202 - 4,184,202
117,612 - 117,612
5,066,787 - 5,966,787
1,067,689 823,837 1,891,526
794,476 - 794,476
743,638 - 743,638
85,496 - 85,496
350,760 - 350,760
(44,988) - {44,988)
218,117 - 218,117
65,367 - 65,367

2,831,136 (2,831,136) -

12,078,478 (2,007,299) 10,071,179

3,065,022 - 3,065,022
5,123,495 - 5,123,495
439,713 - 439,713
98,386 - 98,386
8,726,616 - 8,726,616
622,435 - 622,435
605,107 - 605,107
135,487 - 135,487
1,363,029 - 1,363,029
10,089,645 - 10,089,645
2,106,445  (2,007,299) 99,146
4,506,900 3,623,962 8,130,862

$ 6,613,345 § 1,616,663 § 8,230,008




SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC,
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2005 AND 2004

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets to
net cash provided by (nsed in) operating activities:
Depreciation and amortization
Noncash contribution of property
Noncash contribution of investments
Unrealized and realized gains on investments
Loss on disposition of property and equipment
(crease) decrease in:
Accounts receivable
Pledges receivable - operations
Inventories
Prepaid expenses
Increase (decrease) in:
Accounts payable and accrued expenses
Peferred grant revenue
Capital improvemnent grant revepue recognized in revenues
Contributions for capital campaign, net of allowance and discount

TOTAL ADJIUSTMENTS
NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and matarities of investments
Purchases of investinents

Additions to property and equipment

NET CASH USED IN INVESTING ACTIVITIES

(ASH FLOWS FROM FINANCING ACTIVITIES

Collections on pledges for capital campaign

Payrnents on capital lease obligation

Proceeds from capital grant for the purchase of property and equipment
Proceeds from drawdowns on Hne of credit

Payments on Hoe of credit

Payrent of bonds payable

NET CASH USED IN FINANCING ACTIVITIES
NET DECREASE IN CASH AND CASH BEQUIVALENTS
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS - END OF YEAR

OFHER CASH FLOW DISCLOSURES:
Cash paid for interest

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND
FINANCING ACTIVITIES

Property and equipment purchases in accounts payable

Stock contribution received on capital campaign pledge

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

A

2005 2004
1,004,242 99,146
178,476 360,690
(18,000) (11.450)
(18,127) -
(78,331) (199,450)
816 -
3,192 (221,832)
1,341 (184,515)
(500,699) (183,627)
(51,463) (16,945)
(68,852) 240,591
(38,028) (127,275)
(95.479) (83,351
(79,125) (25,375)
(564,279) (452,539)
439,563 (353,393)
165,289 117,898
(78,459) (12,995)
(222.959) (119,579)
(136,139) (14,676)
377316 553,028
(68,738) (62,666)
. 178,830
500,000 325,000
(475,000) (200,000)
(875,000) {1,902,026)
(541,422) (1,107,834)
(237,598) (1,475,903)
799,104 2,275,007
561,506 799,104
74,102 52,745
197,859 .
. 30,266




-c-

TEEE00'6 §  6¥0LS ¢ IEFEIS § 2c87I8 ¢ 62996 $ - % T61L8F § T900ELY § £61°668'C
(¥SO°R06°9) - - - - (#50°806°9) - - -
{156'0t) - (1s6'or) - - - - - -
L6E'8C59T 6¥0°LS 78€°1LG 8£3'718 £29'06 $SO'806'0  T6T'LEF TO0°0EL'Y £61'S68T
OLYBLE 696'S 1.69 PLETY $36°0T 866'8F 1.0 L58081 15¥'00
TTE'6LT0T 080°1¢ 110695 POEOLL PO CL 950°658'0  0TE08Y FOT' 695y THL8TR'T
6007001 oLE'T 60%'¥1 100°81 100°¢ Lo¥'TL PEL'6 TLVE £61°01
. 017221 - ) raraal - - - - - -

CESLET T# LT 16SEY LOG' V6 - 62L'T 0L - 05T
¥19'69 - 668°L 619'1E 1t SPE1T {0g) 090°LT oee't

VOB OPT 61L L¥SOr 80/°¢61 co1'T CCLEY P3ET 8LTLT 8Fb'o
TLT'6ES - 0g 0s - RLT'0EP £v 66L'86 TLOGT

- N £9C°TE 11201 (L50°Z2) - COL'LE (sov'zow SHEHOE
9IT'9p6'S - - - - OSH9IL 975'391 Q6Y'650°C 05S°100'C
SE0°LOY'D - - - ELY'8T LEF'EEE'S  pE6'OE PLE'ETY'T LZg'v8
098141 - LIO'6ZT gpeE S1L £0L'T 06Tt £0T'0T 18L°%
PI6°6YT - SOL'S OZETE geg'y 20£°¢E 9¢T'Z1 11826 OPTEd
PREETOT PPETT 099127 PET'CTY £LEDE PRTEBE 101281 SEEEYS PST06T
20V T3E 9939 P99°CP 550'98 6688 POULY 189'0¢ Y0786 SEG'RE
918°0e0't § BLFPT $ 966'CLT § 6L0'65E  § oL5'8r  $ OZI9ST & 9L¥ITT ¢ ZEZERHF  § 6IE'TET %
STYIOL NDIVJAVD  ONISIVA TYEINED SI¥Y  HAWESHEd  HAVO ANHAODHN  XOH dood

BLARE L NN aNY AYYNIIND  IDH[0¥d [NEiN] qood AONIOIENYG
INTATOVNYIN
SHOIAHAS DNLIEOAANS SEOTAYHES WY ID0¥Ud

e ettt
$00Z "0F BN FEANT IvHaA HHL ¥04

SHSNHAXH TYNOLLOND J0 INSNELY LS

NI dESSHNNAL 8 1AL INVE JOO ISHANYH ONODHS

SIS FRIOUBHI 9saf) Jo yred [riSowl e die s3j0U Fuyfuedmtosoe YL

‘wonepodsuen paleuop 00 TS Bpnpur

SHILIALIOY J0 INSRdIVIS
HHL S0 NOLIDTES HSNEINE NI QI TONI SHSNHIXH TY.IOL

SORIATIOR JO JUATIRIEIS 91) U saswadya puw
51500 10211 §¢ Sentaasy urerfosd aatesarg 19f01] thism paytodor sasuadye 55277

SIDUOp 03 SHPUag
RNIp - SHTIATIZR JO JUSTIRMEIS ST U0 SORUDARY (s PIPRIoUT sasuadys 5537

SHSNHIXT TVIOL
uonezisIone pue uoneade

NOILVIOTEIET HYCIHE SHENIIXH TVIOL

SoURINSYf

1500 JWoAD [eTsRds BYID

$29 {EUOTSSRYOI]

$IOUIIJUOD PUR [FABL]

¢ 930A] - UOTIRNISTUTUIPE PUE 3010)

Eﬁoﬁﬂu&mﬁg PRpOLY
JHPUTISERIIST

Jojptee saverpind pooy Jeursiy

pooy pereuo(]

wonnquistp pye seiddns pooyg

3515d D VOTIROTH A0

Kouednoory

SHSNHIXH QEIVTIH
ONV SHVIVS TV.IOL

SILJoUaq pUe S3XY) [[oXke]
JOQe] OEIUOD PUE SRR



-g-

CPOER0'0T §  L8YSEL $ LOT'S09 § SEF'ETY § 93e'g6 § - $ EIL'6Er § S6PETI'S §  TTOCHE §
(A TIRY - - - E (ZOT#RI'Y) - - -
(285'%p) - (886'P5) - - - - - -
SERBIEHT L8 CET $60°069 CEF LT 93£'86 0T8Ty ETL'6EY CEFELT'S TTO600'E
069°09¢ 696'C ETH L 08 6t €L6TT TRLOY £t L T25'LST 6110
SPU'RCE'El  BIST6TT TLYTPD £56'TLS ET¥'5L OTHLEL'Y  06TTEY vLE'COS'Y E06°000°€
LLO'8L LYL'E 66901 LIS%T 09€'C PRV WY £ESCT CLEET
CEG'PLT - £E6'PLY - - - - - -

8LT'CE $98°62 - PIE'CE - - - - -

GI0'9F 69T 9SL'E LETT - 850°5 62 96TV PSET

0EL LOT 29¢CT ZL8'IE SFE'TYT v6b 9CH'c 91E'Y 816'72 £98'01
TE9'LTE - L8 - - 096'ICT - 15£°69 PEC'Y

- 05 €16 0L9°C (6£0'8) - £78°901 (s1ec0m) 988°00¢
ZIT0089 . - - - T0Z'LSS EEC'LST 09t C05°E RI6'6LTT
866°60L'Y - 0T " YeT'LT PSTTZI'C  86I'8¢ 176 ¥H0T- 129°L8
LSSO¥T ¥ PG T6T £18°p 671 LLET €RTY 96197 678t
PLI'THT 96 »he°c 80€°1€ ZLEY 01807 679°L 9£$'8¢1 655°5Y
6TI'SPLT 005'EL LEY'TTT 1EE'5TE £L6'6Y 0TS #oT C16'v6 8LO'VHS 081'1LT
PIFIOE AT 4 659 v 8780 L6S°L 869°5T 69507 T6HETT 090°65
CIE'E3E'T 4 g8eeC $ ¢L69LT § EOC'BPT $ oLETy ¢ TIYGET § SPERL § £BS0Er & 0TITIT ¢
STVIOL NOIVIAVD  DONISIVY TV HANAD SINV  HAMASHEd  HVD AYHAODEY  XOH doOd

TIEYD NN NV ANVNITID  IDHIOWI SQry aood ADNHOITNE
INTNIDVNYIN
SEOIAYHS DNILAOLINS SHEOANES WY ID0HE

e L a2 T o]

$00¢ OF ZNNT QHANY dvdA R 804

SHSNAJKH TvNOILON ] 40 ENINHIVLS

NI HGSANNALE F 1aaDA & aNve JOOd ISEA¥VH (NODHS

“SHUPTEYES [BIoURUY 9591 Jo ped [erderur we e sojou Sutdweduocoe oYy

‘vorjeyiodsirer payeucp QOG'TZE BWpot ()

SHILIATIOV S0 INEWEIVIS
THLIO NOLIDHS BSNEIXH NI QAN TONI SHSNEIXE TW.IOL

SOTTATION JO JISUISIELS ST UD sesuadys pue
£7500 1OXP S8 SonUsaed weElont aavsaiy wafor] Mim peptodar sastradis 55377

SFOUOP 01 STTPUaG

10RIIp - SOTATIOR JO TUSTIDIIS ST} HO SONUSAT il Papuyou sasuaduo 55977

SHSNHIXA TV.IOL

voRegZRIONE pue Honeaida]

NOLLYIOTIIAQ FIOSHE SESNHIKT TV.IOL

[ouRInsy]
51505 94D TerRds YO
$53] [BUCTSSOJOI]
SOOURNOTHOT PR [FARL],

9 910} - UOTFETISTUTIIPE PUR 9310

Emoﬁmﬂomwﬁﬁu jpnporg

TSI ROUI
Jo/pure saseyand pooy TRy
POOT peTeUe]

vonnqusip pus setjddns poog
ssuadis UOTHOMENITIOD
Asuednos(y

SHSNHIXH JELYTIH
ANV SHRIVIVS TV.IOL

SIjAUaq pue soxe) [OFAey
JogE] PRIUDO PUe SSURRS



SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2005 AND 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General

Second Harvest Food Bank of Middle Tennessee, Inc. (the “Agency”) was founded in 1978. Its
mission is to feed hungry people and work to solve hunger issues in the community. The Agency
is one of 209 certified members of America’s Second Harvest, the Nation’s Food Bank Neétwork.

Contributions and support

Contributions received are recorded as unrestricted, temporarily restricted, or permanently restricted
support, depending on the existence and/or nature of any donor restrictions.

Contributions are considered to be available for unrestricted use unless specifically restricted by the
donor. Amounts received that are restricted by the donor for future periods or for specific purposes
are reported as temporarily restricted or permanently restricted support that increases those net asset
classes. When a restriction is fulfilled (that is, when a stipulated time restriction ends or purpose
restriction is accomplished), temporarily restricted net assets are reclassified to unrestricted and
reported in the Statement of Activities as net assets released from restrictions.

The Agency also receives grant revenue from various federal, state and local agencies, principally
from the U.S. Department of Agriculture, U.S. Department of Housing and Urban Development and
the United Way of Middle Tennessee. Grant revenue is recognized in the period a Hability is
incurred for eligible expenditures under the terms of the grant.

The Agency reports any gifts of equipment or materials as unrestricted support unless explicit donor
restrictions specify how the assets must be used. Gifts of long-lived assets with explicit restrictions
as to how the assets are to be used or funds restricted for the acquisition of long-lived assets are
reported as restricted support. Expirations of donor restrictions are recognized when the donated or
acquired long-lived assets are placed in service.

Cash and cash equivalents

Cash and cash equivalents consist principally of checking account balances, as follows as of

June 30:
2005 2004
Operating funds $ 141,808 § 142,922
Capital campaign funds 419,698 560,703
Unexpended capital grant funds - 95,479

$ 561,506 § 799,104




SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE. INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2005 AND 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Promises to give

Unconditional promises to give that are expected to be collected within one year are recorded as
contributions receivable at their net realizable value. Unconditional promises to give that are
expected to be collected in future years are recorded at the present value of estimated future cash
flows. The discount on those amounts is computed using a risk-free interest rate applicable to the
year in which the promise is received (3.16% in 2005 and 2004). Amortization of the discount is
recognized on the interest method over the term of the gift-and included in contribution revenue.
Conditional promises to give are not included as support until such time as the conditions are
substantially met.

The allowance for uncollectible contributions is provided based on management’s estimate of
uncollectible pledges and historical trends.

Accounts receivable

Accounts receivable are deemed to be fully collectible by management, and no allowance for bad
debts is considered necessary.

Inventories

Food inventories include donated food, purchased inventory, and undistributed USDA commodities,
which are valued at the most recent USDA established market value per pound amount. USDA
commodities are recognized as program services expense when distributed. Donated products
utilized in the cook/chill operation, which include ingredients, fresh products, and other surplus
commodities, are valued at $0.50 per pound in 2005, which is an estimated average cost for such
products. All other donated food received from food drives, food companies, and America’s Second
Harvest that is utilized in other operations is valued at $1.49 per pound in 2005 ($1.50 per pound in
2004), the estimated average market value at the date of gift, based on a study commissioned by the
national office. USDA inventory is reported at the lower of cost (first-in, first out method) or fair
value, and purchased inventory is reported at average cost.

Investments

Investments consist of money market accounts and equity securities and are carried at the quoted
fair market value of the securities on the last busiriess day of the reporting period. The changes in
unrealized gains and losses are recognized in the statement of activities for the year.



SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2005 AND 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Property and depreciation

Property and equipment are reported at cost at the date of purchase, at fair market value at the date
of gift if the value is readily determinable, or other reasonable basis, as determined by the Board of
Directors, if cost is unknown. Depreciation is calculated by the straight-line method, down to the
estimated salvage value of the assets, over their estimated useful lives.

Bond issue costs

Costs associated with the issuance of debt are capitalized and amortized over the life of the bonds.
In the event the bonds are paid off in advance, any unamortized issuance costs will be expensed in
the year the debt is extinguished.

Temporarily restricted net assets

Temporarily restricted net assets consisted of the following at June 30:

2005 2004
United Way of Middle Tennessee - contribution pledge for
the following period for program grants $ 137,701 $ 155,631
Donations for Kids Cafe program 34,791 56,678
Donations for Emergency Food Box program 25,500 -
Donations for Capital Campaign 544,301 1,404,354

$ 742,293 §$1,616,663

Income taxes

The Agency qualifies as a not-for-profit organization exempt from federal income taxes under
Section 501(c)(3) of the Internal Revenue Code. Accordingly, income taxes are not provided.

Designated unrestricted net assets

The Board of Directors has designated $300,000 of its unrestricted net assets to be invested, with the
income used to support current operations of the Agency. During 2005, the Board designated an
additional $400,000 for the capital campaign. Designations may be reversed at the discretion of the
Board of Directors.



SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2005 AND 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Volunteer services

A substantial number of unpaid volunteers have contributed their time to the Agency’s program and
supporting services. The value of this contributed time is not reflected in these staterents since it is
not susceptible to objective measurement or valuation.

Use of estimates in the preparation of financial statements

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

Prooram and supporting services - functional allocation

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

Program services - include activities carried out to fulfill the Agency’s mission, resulting in services
being provided to feed the hungry in Middle Tennessee. Program services are the major purpose for
the organization. The Agency distributes food to needy persons in forty-six Middle Tennessee
counties through the following programs:

Emergency Food Box - provides over 1,800,000 pounds of food in emergency staples to
farnilies in need through its fourteen satellite centers in Davidson County.

Food Recovery - provides over 2,800,000 pounds of food annually to over 500 not-for-profit
agencies including soup kitchens, daycare centers and emergency food programs.

Kids Cafe - operates a weekly feeding program for children at risk of hunger at several area
community centers; provided over 157,000 meals each year.

Project Pregerve - operates a unique program that cans, labels and distributes product to local
agencies and affiliates. Through its canning of soups and stews, the Agency is able to preserve
perishable food that would otherwise be wasted. The program also operates as a brokerage
service to 128 other food banks throughout the country in order to offer a wider variety of
products at a significantly lower price. In addition, the Agency has a cook/chill operation. This
is a method of food manufacturing that involves heating food, pumping the product into a form-
fill plastic bag that is heat sealed, then super cooled for approximately 45 minutes prior to
freezing the product. During 2005, the Agency distributed over 531,000 meals (based on a 12
ounce portion) through this program.

S10-



SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.,

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2005 AND 2604

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Culinary Arts Center - operates a state-of-the-art food preparation facility located at Second
Harvest Food Bank of Middle Tennessee. The purpose of the Center is to educate the public
on issues related to nutrition and food preparation. The Center is used for food handling
safety classes, food product testing and demonstrations, nufrition training and catering for
Second Harvest’s partner agencies, supporters and clients.

Supporting services

Management and general - relates to the overall direction of the organization. These expenses
are not identifiable with a particular program or with fund raising, but are indispensable to the
conduct of those activities and are essential to the organization. Specific activities include
organization oversight, business management, recordkeeping, budgeting, financing, and other
administrative activities.

Fund raising - includes costs of activities directed toward appeals for financial support,
including special events. Other activities include the cost of solicitations and creation and
distribution of fund raising materials.

Capital campaign - includes cost of solicitations in 2005 and 2004, for the capital campaign
specifically related to the acquisition and construction of the new facility.

Allocation of functional expenses

Expenses that can be directly attributed to a particular function are charged to that function. Certain
costs have been aflocated among more than one program or activity based on objectively evaluated
financial and nonfinancial data or reasonable subjective methods determined by management.

Reclassifications

Certain reclassifications have been made to prior year amounts to be comparative with the cumrent
year’s presentation.
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SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.

NOTES TQ FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2005 AND 2004

NOTE 2 - PLEDGES RECEIVABLE

Pledges receivable consisted of the following at June 30:

Due in less than one year
Due in one to five years

Less: Discount to present value
Less: Allowance for uncollectible pledges

Present value of pledges receivable

Pledges receivable are classified as follows at June 30:

Operating
Capital campaign pledges

NOTE 3 - INVENTORIES

Inventories consisted of the following at June 30

Donated ingredients to be utilized in cook/chill operation
Other donated food inventory

USDA inventory

Cook/chill manufactured inventory

Purchased inventory

-12-

2005 2004

$ 695001 $ 859,835
233,833 437,016
928,834 1,296,851
(14,594) (33,279)

{800y (50,600)

$ 913,440 $1,212,972

2005 2004

$ 375484 § 376,825
537,956 836,147

$ 913440 $1,212,972

2005 2004
$ 307,809 §$ -
1,125,302 1,107,033
38,386 76,414
80,062 20,421

611,460 458,452

$2,163,019 § 1,662,320




SECOND HARVEST FOOD BANK OF MIDDILE TENNESSEE, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2005 AND 2004

NOTE 4 - INVESTMENTS

Investments consisted of the following at June 30:

2005 2004
Fair Value Cost Fair Value Cost
Liquid money market funds $ 27961 § 2791 § 27,170 § 27,170
Equity securities:
Bond Fund of America - 10,545
shares (5,775 shares in 2004) 142,466 139,599 76,459 75,466
Euro Pacific Growth Fund - 3,191
shares (3,144 shares in 2004) 114,588 92,823 99,584 91,223
Growth Mutual of America - 10,242
shares (11,328 shares in 2004) 285,142 223,352 290,684 252,771
Small Cap World Fund - 6,173
shares (6,239 shares in 2004) 196,850 159,962 174,879 162,612
Washington Mutual Investments -
10,171 shares (10,737 shares in 2004) 309,912 311,829 315,335 332,462
$1,076,919 $ 955526 $ 984,111 $§ 941,704
Capital campaign investments
HCA stock (2,000 shares in 2004;
none in 2005) $ - $ - $ 83,180 $ 82,620

Investment income consisted of the following for the years ended June 30:

2005 2004
Realized gain (loss) - net $ (446) $ 5,426
Unrealized gains - net 78,777 194,024
Dividends and interest income 27,619 18,667

$ 105950 § 218,117
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SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.,

NOTES TQ FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2005 AND 2004

NOTE 5 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at June 30:

2005 2004

Land $1,334,586 $1,334,586
Building and improvements 5,622,343 5,445,378
Office and warehouse equipment 1,067,939 423679
Transportation equipment 368,743 364,343
Cook/Chill equipment 363,462 308,096
Culinary arts center equipment 78,690 78,690
Project Preserve equipment 10,500 -

8,846,263 8,454,772
Less accumulated depreciation 1,376,228 1,050,242

$7,470,035 $7,404,530

Property and equipment included fully depreciated items with an original cost of approximately
$430,000 at June 30, 2005 ($387,000 in 2004.)

NOTE 6 - DEBT OBLIGATIONS

Debt obligations consisted of the following at June 30:

2005 2004

Bonds payable

$6,500,000 Industrial Revenue Bonds, Series 2002,

issued to finance construction of new facility. Mandatory

sinking fund redemption on the bonds amounts to $325,000

per annum. Bonds mature on June 1, 2022. Interest is

payable monthly and is computed on weekly rate periods

(ranging from 1.15%-3.14% in 2005), not to exceed a

maximum of 10%. Bonds are secured by a letter of credit

issued by a local bank. $2,702,375 $3,577,375

The Agency has made additional principal payments on the bonds from the collection of capital
campaign contributions.
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SECOND HARVEST FOOD BANK OF MIDDLE TENNESSEE, INC.,

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2005 AND 2004

NOTE 6 - DEBT OBLIGATIONS (CONTINUED)

The Agency also has an unsecured $400,000 operating line of credit with a financial institution. The
line is evidenced by a promissory note which bears interest, payable monthly, on the amount
borrowed at an interest rate equal to the bank’s prime rate. This line of credit was extended on
December 7, 2005, and will mature February 8, 2006. There was a $250,000 balance outstanding
under this line at June 30, 2005 ($225,000 at June 30, 2004).

Total interest expense incurred by the Agency was $74,102 in 2005 and $52,745 in 2004. Interest
expense is included in office and administration.

NOTE 7 - LEASES

The Agency leases certain office furniture, with a capitalized cost of $206,211, under a
noncancelable agreement accounted for as a capital lease. The Agency exercised its purchase option
in November 2005, the end of the Jease term, and purchased the furniture for $1. The obligation
matured in monthly installments of $5,728 through November 2005. Imputed interest on the
obligation is not significant. As of June 30, 2005, the lease had an outstanding balance of $24,305.

NOTE 8 - EMPLOYEE BENEFIT PLAN

The Agency sponsors a Section 403(b) defined contribution pension plan for the benefit of eligible
employees. The plan provides for discretionary employee deferral contributions, as allowable under
the Internal Revenue Code. In addition, the plan requires the Agency to contribute 5% of each
participant’s compensation, and to match 100% of employee deferral contributions up to 3% of their
compensation. Total Agency contributions to the plan for the year ended June 30, 2005, amounted
to $89,614 ($76,637 for 2004).

NOTE 9 - CONCENTRATIONS OF CREDIT RISK

Financial instruments that potentially subject the Agency to concentrations of credit risk consist of
cash, investments and pledges receivable. Pledges receivable consist of individual and corporate
contribution pledges. At June 30, 2005, contributions receivable from two sources amounted to
approximately $514,000, or 56% of total pledges receivable by the Agency. There were no
contributions from a single source that exceeded 10% of total contributions.
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SECOND HARVEST FOOD BANK OF MIDDIE TENNESSEE, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2005 AND 2004

NOTE 9 - CONCENTRATIONS OF CREDIT RISK (CONTINUED)

In October 2004, the Agency was authorized by the Chancery Court of Davidson County,
Tennessee, to receive a one-time, $527,000 distribution out of the net settlement fund from the
Sorbates class action lawsuit. This amount has been reported as revenue in the current fiscal
year.

The Agency maintains cash and certificates of deposit at various financial institutions which, at
times, may exceed Federal Deposit Insurance Corporation (FDIC) insurance limits. In
management’s opinion, the risk is mitigated by the use of high quality financial institutions.

Investments are subject to market risk, the risk inherent in a fluctuating market. The broker/dealer
that is the custodian of the Agency’s securities is covered by the Securities Investor Protection
Corporation (SIPC), which provides limited protection to investors. Coverage is limited to
$500,000, including up to $100,000 in cash held for the purpose of securities transactions, and not
for the purpose of earning interest. The investinent company also has excess SIPC coverage
provided through Customer Asset Protection Company, which covers the net equity of all cash
and securities held by its custormers. SIPC and excess SIPC insurance do not cover market risk.

NOTE 10 - RELATED PARTY TRANSACTIONS

During the year ended June 30, 2005, the Agency purchased goods and services from companies
associated with members of the Board of Directors, as follows: approximately $8,000 for purchased
food products ($41,000 in 2004); $2.000 for legal services ($16,000 in 2004); and $10,000 for
equipment maintenance ($3,000 in 2004). In addition, a Board member donated legal services
valued at $15,000 during 2005 ($-0- in 2004).

NOTE 11 - MERGER WITH NASHVILLE’S TABLE, INC.

In June 2005, the Agency’s Board of Directors approved an agreement for the merger of the Agency

and Nashville’s Table, Inc., a Tennessee not-for-profit corporation under Section 501(c)(3) of the

Internal Revenue Code, Effective July 1, 2005, pursuant to Section 48-61-101, et seq., of the

Tennessee Nonprofit Corporation Act, the Agency became the sole member of Nashville’s Table,

Inc. Nashville’s Table, Inc. will retain its separate not-for-profit status, and will be included as part
- of the Agency’s consolidated operations from that date forward.
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SECOND HARVEST FOOD BANK OF MIDDEE TENNESSEE, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2005 AND 2004

NOTE 11 - MERGER WITH NASHVILLE’S TABLE, INC. (CONTINUED)

A schedule of the assets and liabilities of Nashville’s Table, Inc. as of July 1, 2005, follows:

ASSETS

Cash 5 40,232
Other current assets 15,615
Property and equipment, net 36,876
TOTAL ASSETS 92,723
LIABILITIES

Accrued liabilities 22,227
TOTAL LIABILITIES ‘ 22,227
NET ASSETS
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