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INDEPENDENT AUDITORS’ REPORT 

Board of Directors 
Note in the Pocket, Inc. 
Raleigh, North Carolina 

Report on the Financial Statements 
Qualified Opinion 
We have audited the accompanying financial statements of Note in the Pocket, Inc. (the Organization), 
which comprise the statement of financial position as of December 31, 2023, and the related 
statements of activities, functional expenses, and cash flows for the year then ended, and the related 
notes to the financial statements. 

In our opinion, except for the possible effects on the related statements of activities, functional 
expenses, and cash flows for the year ended December 31, 2023 of the matter described in the basis 
for qualified opinion section of our report, the financial statements referred to above present fairly, in all 
material respects, the financial position of the Organization as of December 31, 2023, and the changes 
in its net assets and its cash flows for the year then ended in accordance with accounting principles 
generally accepted in the United States of America.  

Basis for Qualified Opinion  
We did not observe the physical inventory taken as of December 31, 2022, since that date was prior to 
our initial engagement as auditors for the Organization, and the Organization’s records do not permit 
adequate retroactive tests of inventory quantities. Consequently, we were unable to determine whether 
any adjustments were necessary in the statement of activities, functional expenses, and cash flows. 

We conducted our audit in accordance with auditing standards generally accepted in the United States 
of America (GAAS). Our responsibilities under those standards are further described in the Auditors’ 
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be 
independent of the Organization and to meet our other ethical responsibilities, in accordance with the 
relevant ethical requirements relating to our audit. We believe that the audit evidence we have obtained 
is sufficient and appropriate to provide a basis for our qualified opinion on statement of activities, 
functional expenses, and cash flows for the year ended December 31, 2023.  

Responsibilities of Management for the Financial Statements 
Management is responsible for the preparation and fair presentation of the financial statements in 
accordance with accounting principles generally accepted in the United States of America, and for 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. 
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In preparing the financial statements, management is required to evaluate whether there are conditions 
or events, considered in the aggregate, that raise substantial doubt about the Organization’s ability to 
continue as a going concern for one year after the date the financial statements are available to be 
issued. 

Auditors’ Responsibilities for the Audit of the Financial Statements 
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that 
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance 
and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a 
material misstatement when it exists. The risk of not detecting a material misstatement resulting from 
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional 
omissions, misrepresentations, or the override of internal control. Misstatements are considered 
material if there is a substantial likelihood that, individually or in the aggregate, they would influence the 
judgment made by a reasonable user based on the financial statements. 

In performing an audit in accordance with GAAS, we: 

• Exercise professional judgment and maintain professional skepticism throughout the audit.

• Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements.

• Obtain an understanding of internal control relevant to the audit 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 Organization’s internal control. Accordingly, no such opinion
is expressed.

• Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

• Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the Organization’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, 
the planned scope and timing of the audit, significant audit findings, and certain internal control related 
matters that we identified during the audit. 

CliftonLarsonAllen LLP 

Raleigh, North Carolina 
September 16, 2024 
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ASSETS

CURRENT ASSETS
Cash and Cash Equivalents 1,077,235$      
Contributions Receivable 28,496
Sales Tax Receivable 10,517
Inventory 576,399

Total Current Assets 1,692,647        

NONCURRENT ASSETS
Right of Use Assets - Operating 1,373,031

PROPERTY AND EQUIPMENT
Vehicles 47,690
Leasehold Improvements 439,365
Furniture and Equipment 64,929
Less: Accumulated Depreciation (69,622)            

Property and Equipment, Net 482,362           

Total Assets 3,548,040$      

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts Payable 37,529$           
Accrued Expenses 21,671
Current Portion of Lease Liability - Operating 322,466

Total Current Liabilities 381,666           

LONG-TERM LIABILITIES
Lease Liability - Operating, Net of Current Portion 1,051,842

Total Liabilities 1,433,508        

NET ASSETS
Without Donor Restrictions 2,095,782        
With Donor Restrictions 18,750             

Total Net Assets 2,114,532        

Total Liabilities and Net Assets 3,548,040$      
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Without Donor With Donor
Restrictions Restrictions Total

REVENUE AND SUPPORT
Donations 808,775$       18,750$         827,525$       
Grants 244,205         - 244,205
Gifts in Kind - Clothing 2,345,237      - 2,345,237
Gifts in Kind - Services 14,045    - 14,045
Fundraising 440,577 - 440,577
Interest Income 6,719 - 6,719
Other Income 44,019 - 44,019

Total Revenue and Support 3,903,577      18,750           3,922,327      

TOTAL REVENUE, SUPPORT, AND NET ASSETS
  RELEASED FROM RESTRICTIONS 3,903,577      18,750           3,922,327      

EXPENSES
Program Services:

Clothing Distribution 3,083,079      - 3,083,079
Supporting Services:

Management and General 184,052  - 184,052
Fundraising 317,823  - 317,823

Total Expenses 3,584,954      - 3,584,954

CHANGE IN NET ASSETS 318,623  18,750           337,373         

Net Assets - Beginning of Year 1,777,159      - 1,777,159

NET ASSETS - END OF YEAR 2,095,782$    18,750$         2,114,532$    
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Clothing Management
Distribution and General Fundraising Total

Gifts in Kind - Clothing 2,352,216$    -$ -$ 2,352,216$    
Salary Expense 281,178         54,642           162,219         498,039 
Rent 221,361         17,810           15,266           254,437 
Materials and Supplies 109,002         1,150             12 110,164 
Payroll Taxes and Benefits 35,274           7,935             20,150           63,359   
Professional Fees - 37,907 - 37,907
Fundraising Direct Expenses - - 93,165           93,165
Depreciation and Amortization - 36,882 - 36,882
Office Expenses 1,439             4,977 776 7,192
Training 321 2,169             2,887             5,377
Internet and Utilities 23,882           4,434             1,647             29,963
Insurance - 11,282 - 11,282
Dues and Subscriptions 6,042             3,022 - 9,064
Printing and Copying 432 207 808 1,447
Postage and Delivery 1,272             11 544 1,827
Volunteer Appreciation 4,342             90 95 4,527
Miscellaneous Expenses 1,643             183 - 1,826
Telephone 1,578             398 369 2,345
Moving Expenses 1,566             -    - 1,566
Repairs and Maintenance 941 612 - 1,553
Auto Expense 5,732             -    - 5,732
Licenses and Permits - 253 - 253
Bank Charges - 11 8,117             8,128
Advertising 34,858           - 11,768 46,626   
Interest Expense - 77 - 77

Total Expenses 3,083,079$    184,052$       317,823$       3,584,954$    
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CASH FLOWS FROM OPERATING ACTIVITIES
Change in Net Assets 337,373$         
Adjustments to Reconcile Change in Net Assets to Net Cash
  Provided by Operating Activities:

Depreciation 35,605             
Amortization of ROU Asset 1,277
Change in Operating Assets:

Contributions Receivable 45,523             
Sales Tax Receivable (7,612)              
Inventory 6,979

Change in Operating Liabilities:
Accounts Payable 30,419             
Accrued Expenses 4,738
Deferred Revenue (6,000)              

Net Cash Provided by Operating Activities 448,302           

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of Property and Equipment (335,399)          

NET INCREASE IN CASH AND CASH EQUIVALENTS 112,903           

Cash and Cash Equivalents - Beginning of Year 964,332           

CASH AND CASH EQUIVALENTS - END OF YEAR 1,077,235$      
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Nature of Operations 
Founded in 2013, Note in the Pocket, Inc. (the Organization) is a 501(c)(3) nonprofit 
organization seeking to provide clothing to impoverished and homeless school children 
throughout Wake County, North Carolina. The Organization works with various schools and 
social service agencies to fulfill its program and mission of clothing children with dignity and 
love. 

Basis of Presentation 
The financial statements have been prepared on the accrual basis of accounting in 
accordance with accounting principles generally accepted in the United States of America 
(U.S. GAAP). 

Use of Estimates 
The preparation of financial statements in conformity with U.S. GAAP requires management 
to make estimates and assumptions that affect the reported amounts of assets and 
liabilities, the disclosure of contingent assets and liabilities, and the reported revenue and 
expenses. Actual results could differ from those estimates. 

Net Assets 
Net assets, revenues, gains, and losses are classified based on the existence or absence of 
donor- or grantor-imposed restrictions. Accordingly, net assets and changes therein are 
classified and reported as follows: 

Net Assets Without Donor Restrictions – Net assets available for use in general 
operations and not subject to donor (or certain grantor) restrictions. The governing board 
has designated, from net assets without donor restrictions, net assets to be used for 
operating reserves of $299,753 at December 31, 2023. 

Net Assets With Donor Restrictions – Net assets subject to donor- (or certain grantor-) 
imposed restrictions. Some donor-imposed restrictions are temporary in nature, such as 
those that will be met by the passage of time or other events specified by the donor. 
Other donor-imposed restrictions are perpetual in nature, where the donor stipulates that 
resources be maintained in perpetuity. Donor-imposed restrictions are released when a 
restriction expires, that is, when the stipulated time has elapsed, when the stipulated 
purpose for which the resource was restricted has been fulfilled, or both. 

Cash and Cash Equivalents 
For the purpose of reporting cash flows, the Organization considers all cash accounts which 
are not subject to withdrawal restrictions and all highly liquid investments with an initial 
maturity of three months or less to be cash and cash equivalents.  
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Contributions Receivable 
Contributions receivable are recognized as revenue when the promise is conveyed. 
Contributions receivable are recorded at net realizable value consisting of the carrying 
amount less the allowance for doubtful accounts. An allowance for doubtful accounts is 
provided for the estimated losses that may be incurred due to uncollectible contributions 
receivable. The estimated losses are based on prior years' experience and a review of the 
current status of existing receivables. Management has determined that all receivables are 
fully collectible, therefore, no allowance for doubtful accounts is considered necessary as of 
December 31, 2023. 

Inventory 
Inventory consists of donated clothing and other items held for donation. Inventory 
contributed that will be used in the program of the Organization is recorded at fair market 
value at the date of the contribution. Thrift shop values for used clothing are the basis for the 
estimate of fair market value recorded in inventory at year-end or recognized as part of gifts 
in kind – clothing during the year. 

Revenue Recognition 
The Organization recognizes all contributions as income in the period received or 
unconditionally pledged. Contributions that are restricted by the donor are reported as 
increases in net assets without donor restrictions if the restrictions expire or are used in the 
fiscal year in which the contributions are recognized. All other donor-restricted contributions 
are reported as increases in net assets with donor restrictions. When a donor restriction 
expires (either by passage of time or by use), net assets are reclassified to net assets 
without donor restrictions and reported in the statement of activities as net assets released 
from restrictions. 

Gifts in Kind 
The Organization adopted FASB ASU 2020-07, Presentation and Disclosures by Not-for-
Profit Entities for Contributed Nonfinancial Assets. This standard requires enhancements to 
presentation and disclosure around contributed nonfinancial assets. This standard did not 
affect the recognition of these transactions. 

In-kind donations are reflected as contributions at their estimated fair value at the date of 
donation. The Organization reports gifts of stock, land, buildings, equipment, and other 
nonmonetary contributions as without donor-restricted support unless explicit donor 
stipulations specify how the donated assets must be used. 

In-kind donations are recorded at their fair value on the date of contribution. 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. For donated items, fair 
value may be determined based on the estimated retail value of the item or similar items in 
the market. For donated services, fair value may be determined based on the cost of paying 
for similar services in the same or similar market. 
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Property and Equipment 
Purchased property and equipment exceeding $2,000 are capitalized and recorded at cost. 
Donations of property and equipment are recorded as support at their estimated fair value 
on the date of receipt. Such donations are reported as support that is without restrictions 
unless the donor has restricted the donated asset to a specific purpose. Absent donor 
restrictions regarding how long those donated assets must be maintained, the Organization 
reports expirations of donor restrictions when the donated or acquired assets are placed in 
service as instructed by the donor. For depreciable property and equipment placed in 
service, the Organization has elected to record depreciation using the straight-line method in 
accordance with generally accepted accounting principles over the estimated useful lives as 
follows: 

Leasehold Improvements 15 Years 
Furniture and Equipment 7 Years 
Vehicles 5 Years

Income Taxes 
The Organization is exempt from federal income taxes under Section 501(c)(3) of the 
Internal Revenue Code and is not a private foundation. Accordingly, no income taxes have 
been provided in the accompanying financial statements.  

Management has evaluated the effect of the guidance provided by the provisions of 
U.S. GAAP on accounting for uncertainty in income taxes. Management believes that the 
Organization continues to satisfy the requirements of a tax-exempt Institute at December 31, 
2023. Management has evaluated all other tax positions that could have a significant effect 
on the financial statements and determined the Institute had no uncertain income tax 
positions at December 31, 2023. 

Functional Allocation of Expenses 
The costs of providing supporting services, fundraising, and program services have been 
summarized on a functional basis in the statement of activities. Expenses that can be 
identified with the respective category are charged directly to the category. Expenses that 
are attributable to more than one program or supporting function have been allocated based 
on staff time or square footage. Those expenses include salaries, payroll taxes, fringe 
benefits, and occupancy expenses. 

Advertising 
Advertising costs are charged to expense as incurred. Advertising expense for the year 
ended December 31, 2023 was approximately $46,600. 
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Leases 
In February 2016, the Financial Accounting Standards Board (FASB) issued Accounting 
Standards Update (ASU) 2016-02, Leases (Topic 842). This new standard increases 
transparency and comparability among organizations by requiring the recognition of right-of-
use (ROU) assets and lease liabilities on the statements of financial position. Most 
prominent among the changes in the standard is the recognition of ROU assets and lease 
liabilities by lessees for those leases classified as operating leases. Under the standard, 
disclosures are required to meet the objective of enabling users of financial statements to 
assess the amount, timing, and uncertainty of cash flows arising from leases.  
 
The Organization determines if an arrangement is a lease at inception. Operating leases are 
included in ROU assets – operating and lease liability – operating in the statement of 
financial position. Finance leases are included in ROU assets – financing and lease liability 
– financing in the statement of financial position. 
 
ROU assets represent the Organization’s right to use an underlying asset for the lease term 
and lease liabilities represent the Institute’s obligation to make lease payments arising from 
the lease. ROU assets and liabilities are recognized at commencement date based on the 
present value of lease payments over the lease term. Lease terms may include options to 
extend or terminate the lease when it is reasonably certain that the Organization will 
exercise that option. Lease expense for operating lease payments is recognized on a 
straight-line basis over the lease term. The Organization has elected to recognize payments 
for short-term leases with a lease term of 12 months or less as expense as incurred and 
these leases are not included as lease liabilities or right of use assets on the balance sheet. 
 
The individual lease contracts do not provide information about the discount rate implicit in 
the lease. Therefore, the Organization has elected to use a risk-free discount rate 
determined using a period comparable with that of the lease term for computing the present 
value of all lease liabilities. 
 
Subsequent Events 
The Organization has evaluated subsequent events through September 16, 2024, the date 
the financial statements were available to be issued. 
 
 

NOTE 2 CONCENTRATIONS OF CREDIT RISK 

The Organization places its cash and cash equivalents on deposit with financial institutions 
in the United States of America. The Federal Deposit Insurance Corporation covers 
$250,000 for substantially all depository accounts. During the year ended December 31, 
2023, the Organization from time to time may have had accounts on deposit in excess of the 
insured limits.  
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NOTE 3 LEASES 

In April 2021, the Organization entered into a lease for warehouse and office space. The 
warehouse lease requires monthly rental payments of $13,417 beginning in August 2021 
through maturity in July 2024. The office lease requires monthly rental payments of $1,000 
beginning in January 2022 through maturity in July 2024. The lease contains a multi-year 
renewal option, and management has determined that is it reasonably certain that the 
Organization will exercise one three-year extension, resulting in a lease expiration date of 
July 2027.  
 
In June 2023, the Organization entered into a lease for floor space. The lease is for a term 
of 60 months, through May 31, 2028. The lease agreement contains a rent escalation clause 
whereby the monthly rental payments start at approximately $15,580 and increase to 
approximately $16,780 over the lease term.  
 
As of December 31, 2023, the Organization’s leases consisted of two operating leases. The 
weighted average discount rate related to the leases were 3.12%. The following tables 
provide quantitative information concerning the Organization’s leases for the year ended 
December 31, 2023: 
 
Lease Cost:

Operating Lease Cost 221,035$         

Other Information:
Operating Cash Flows from Operating Leases 219,758$         
Right-of-Use Assets obtained in Exchange for New

Operating Lease Liabilities: 800,513$         
Weighted-Average Remaining Lease Term - 

Operating Leases 4 Years  
 
A maturity analysis of annual undiscounted cash flows for lease liabilities as of  
December 31, 2023 is as follows: 
 

Year Ending December 31, Amount
2024 360,022$         
2025 361,209           
2026 365,956           
2027 298,655           
2028 83,918             

Total Undiscounted Lease Payments 1,469,760        
Less: Imputed Interest (95,452)            
Total Lease Liability 1,374,308$       
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NOTE 4 GIFTS IN KIND AND INVENTORY  

The Organization receives support in the form of in-kind donations of clothing items. The fair 
values of the in-kind donations of inventory are recorded at their fair value on the date of the 
contribution. Fair value is the price that would be received to sell an asset in an orderly 
transaction between market participants at the measurement dates. For donated items, fair 
value is determined based on the estimated retail value of the item or similar items in the 
market. 
 
The amount of gifts in kind - inventory donations received during the year was approximately 
$2,345,000 included in the accompanying Statement of Activities. The remaining inventory 
on hand at year-end is approximately $576,000 including in the accompanying Statement of 
Financial Position.  
 
Donated materials are reflected as contributions in the accompanying statement of activities 
at their estimated value at the date of receipt. Donated services are recognized as a 
contribution if the services: (a) create or enhance nonfinancial assets or (b) require 
specialized skills, are performed by people with those skills, and would otherwise be 
purchased by the Organization. Donated services are reflected as contributions in the 
accompanying statement of activities at their commensurate market value. The Organization 
also receives donated services from other volunteers that are not measurable, and 
therefore, are excluded from the financial statements. 
 
 

NOTE 5 FUNDRAISING 

The Organization follows Financial Accounting Standards Board Accounting Standards 
Codification (ASU) No. 2014-09, Revenues from Contracts with Customers (Topic 606), 
which requires the recognition of revenue when promised goods or services are transferred 
to customers in an amount that reflects the consideration to which an entity expects to be 
entitled in exchange for those goods or services.  
 
To determine revenue recognition for the arrangements that the Organization determines 
are within the scope of Topic 606, Revenue from Contracts with Customers, the Foundation 
performs the following five steps: (1) identify the contract(s) with a customer, (2) identify the 
performance obligation(s) in the contract, (3) determine the transaction price, (4) allocate the 
transaction price to the performance obligation(s) in the contract, and (5) recognize revenue 
when the Foundation satisfies a performance obligation.  
 
Performance obligations are determined based on the nature of the services provided by the 
Organization. Revenue that consists of performance obligations satisfied at a point in time is 
generally recognized when criteria for the contract have been achieved, or when specific 
events have occurred, and when there are no additional services related to that obligation. 
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NOTE 5 FUNDRAISING (CONTINUED) 

Fundraising revenue is comprised of an exchange element based on the value of benefits 
provided, and a contribution element for the difference between the total cost to attend the 
event and the exchange element. The Organization recognizes the exchange portion of the 
cost to attend the event at the time the event takes place and the contribution portion 
immediately. Revenue recognized from special events totaled approximately $24,600 
(exchange element) which is included in the fundraising line of the statement of activities 
and $416,000 (contribution element) which is included in the fundraising line of the 
statement of activities for the year ended December 31, 2023.  
 
 

NOTE 6 NET ASSETS WITH DONOR RESTRICTIONS 

Net Assets with donor restrictions consisted of the following grant funds restricted due to 
purpose at December 31, 2023:  
 
Subject to Expenditure for Specified Purpose:

Cristo Rey Workstudy 18,750$           
 

 
 

NOTE 7 LIQUIDITY AND AVAILABILITY 

Financial assets available for general expenditure, that is, without donor or other restrictions 
limiting their use, within one year of the statement of financial position date, is comprised of 
the following at December 31, 2023: 
 
Cash 1,077,235$      
Contributions Receivable 28,496             
Sales Tax Receivable 10,517

Total Financial Assets 1,116,248        
Less Amounts Unavailable for General Expenditures
  Within One Year:

Net Assets With Donor Restrictions 18,750             
Financial Assets Available to Meet General
  Expenditures Within One Year 1,097,498$       

 
The Organization’s board-designated funds of $299,753 as of December 31, 2023 are 
subject to the Board’s spending policy. Although the Organization does not intend to spend 
from these funds, these amounts could be made available if necessary. 
 
 
 
 
 

 




