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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
CYCLE Kids, Inc.

We have audited the accompanying financial statements of CYCLE Kids, Inc. (a non-profit
organization), which comprise the statement of financial position as of June 30, 2018, and the related
statements of activities, functional expenses and cash flows for the year then ended, and the related
notes to the financial statements.

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 audit. We
conducted our audit 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 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.



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of CYCLE Kids, Inc. as of June 30, 2018, 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.

Melville, New York
November 26, 2018
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CYCLE KIDS, INC.
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2018

ASSETS
Cash and cash equivalents $ 503,486
Grants, royalties and other receivables 19,170
Investments, at fair value 17,201
Inventory 15,653
Prepaid expenses and other assets 16,667
Property and equipment, net 5,364

TOTAL ASSETS $ 577,541

LIABILITIES AND NET ASSETS 

Liabilities:
Accounts payable and accrued expenses $ 39,608
Deferred compensation 61,679

Total liabilities 101,287

Commitments and contingencies (Note 6)

Unrestricted net assets 476,254

TOTAL LIABILITIES AND NET ASSETS $ 577,541

See accompanying notes to financial statements.
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CYCLE KIDS, INC.
STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2018

Unrestricted
Temporarily
Restricted Total

Support and revenue:
Contributions and grants $ 424,139 $ 160,000 $ 584,139
Special events net of direct benefit to donors of

$123,963 (100,438) - (100,438)
Donated goods and services 81,152 - 81,152
Program services 26,130 - 26,130
Royalties 5,000 - 5,000
Dividend and interest income 197 - 197
Unrealized and realized net gains on

investments 4,733 - 4,733
Net assets released from restrictions -

satisfaction of program and time restrictions 208,996 (208,996) -

Total support and revenue 649,909 (48,996) 600,913

Expenses:
Program expenses 291,915 - 291,915

Supporting services:
Management and general 100,740 - 100,740
Fundraising 65,980 - 65,980

Total supporting services 166,720 - 166,720

Total  expenses 458,635 - 458,635

Change in net assets 191,274 (48,996) 142,278

Net assets - beginning 284,980 48,996 333,976

NET ASSETS - ENDING $ 476,254 $ - $ 476,254

See accompanying notes to financial statements.
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CYCLE KIDS, INC.
STATEMENT OF FUNCTIONAL EXPENSES

FOR THE YEAR ENDED JUNE 30, 2018

Program
Management
and General Fundraising Total

Salaries $ 127,000 $ 17,516 $ 29,589 $ 174,105
Employee benefits 22,486 3,102 5,239 30,827
Accounting - 26,275 - 26,275
Professional fees (includes $27,380 of

donated legal services) 12,628 29,342 845 42,815
Printing and postage 2,028 242 3,806 6,076
Occupancy 58,899 8,123 13,722 80,744
Travel 7,355 732 1,447 9,534
Depreciation 1,130 156 263 1,549
Insurance 2,672 1,075 296 4,043
Bikes, textbooks and equipment 41,338 - - 41,338
Office expenses 5,242 14,177 - 19,419
Social media support 11,137 - 4,773 15,910
Video - - 6,000 6,000

TOTAL FUNCTIONAL EXPENSES $ 291,915 $ 100,740 $ 65,980 $ 458,635

See accompanying notes to financial statements.
5



CYCLE KIDS, INC.
 STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2018

Cash flows from operating activities:
Change in net assets $ 142,278
Adjustments to reconcile change in net assets to net cash provided by operating

activities:
Depreciation 1,549
Donated securities 2,005
Unrealized gain on investments (4,733)
Changes in assets and liabilities:

Grants, royalties and other receivables (19,170)
Inventory (3,805)
Prepaid expense and other assets (12,167)
Accounts payable and accrued expenses 27,027
Deferred compensation (10,000)

Net cash provided by operating activities 122,984

Cash used in investing activities:
Purchases of property and equipment (2,690)

Net increase in cash 120,294

Cash - beginning of year 383,192

CASH - END OF YEAR $ 503,486

See accompanying notes to financial statements.
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CYCLE KIDS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2018

NOTE 1. ORGANIZATION AND NATURE OF OPERATIONS

CYCLE Kids, Inc. (the "Organization") was incorporated on May 20, 2004, under the
Not-For-Profit Corporation Law of the state of Massachusetts. The Organization is
exempt from federal income tax under Internal Revenue Service Code 501(c)(3) as a
public charity.

The charitable and educational purposes for which the Organization was established are
to place children on bicycles and engage them in a physical activity that addresses the
health and emotional issues facing today's under-active, often overweight children.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Financial Statements
The accompanying 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") and are presented in accordance with accounting
requirements for not-for-profit organizations. These requirements provide that all not-
for-profit organizations provide a statement of financial position, a statement of
activities and a statement of cash flows, and that net assets be classified as unrestricted,
temporarily restricted or permanently restricted based on the existence or absence of
donor stipulations regarding the use of such assets.

The net assets of the Organization and changes therein are classified and reported as
follows:

(i) Unrestricted

The Organization reports all gifts of cash and other assets as unrestricted
support unless they are received with donor stipulations that limit their use
or are designated for future periods. When a purpose restriction is
accomplished or a stipulated time restriction ends, temporarily restricted net
assets are reclassified to unrestricted net assets and reported in the statement
of activities as "Net assets released from restrictions."

(ii) Temporarily restricted

The Organization reports gifts of cash and other assets as restricted support
if they are received with donor stipulations that limit their use, or resources
that have been received that are restricted by the passage of time. When a
donor restriction expires (that is, when a stipulated time restriction ends or
purpose restriction is accomplished), temporarily restricted net assets are
reclassified to unrestricted net assets and released from restrictions. There
were no temporarily restricted net assets as of June 30, 2018.

(iii) Permanently restricted

Permanently restricted net assets represent those resources that are subject
to donor-imposed restrictions that the principal be invested in perpetuity.
There were no permanently restricted net assets as of June 30, 2018.
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CYCLE KIDS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2018

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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 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.

Revenue Recognition
Contributions, including unconditional promises to give, are recognized in the
statement of activities as revenue in the period in which they are received. This revenue
is recorded net of any resulting direct donor benefit. Contributions received with donor
stipulations that limit their use or are designated as support for future periods are
considered temporarily restricted. When a donor restriction expires, that is, when a
stipulated time restriction ends or the purpose restriction is met, temporarily restricted
net assets are reclassified to unrestricted net assets and reported in the statement of
activities as "Net assets released from restrictions." Contributions of assets other than
cash are recorded at their estimated fair value. Additionally, the Organization recognizes
revenue and expenses associated with donated goods and services.

Grants are recognized in the statement of activities as revenue in the period in which
services are performed in accordance with the agreement with the grantor. 

Revenue received from special events is recognized upon completion of the activity. 

Revenue received from program services is recognized at the time of sale.

Royalties are based on set contractual amounts and are recognized when billed. 

Cash and Cash Equivalents
The Organization maintains cash in bank deposits and accounts that, at times, may
exceed federally-insured limits. The Organization has not experienced any losses in
these accounts. The Organization considers all highly liquid instruments purchased with
a maturity of three months or less to be cash equivalents. 

Grants, Royalties and Other Receivables
Grants, royalties and other receivables are stated at the amount management expects to
collect from outstanding balances. Management evaluates such receivables and
establishes an allowance for doubtful accounts based on a history of write-offs and
collections and current credit conditions. As of June 30, 2018, there was no allowance
for doubtful accounts recorded by the Organization.

Property and Equipment
The Organization's policy for capitalization of furniture and fixtures and computer
equipment is limited to purchases of $1,000 or more. Furniture and fixtures and
computer equipment purchases are recorded at cost. Depreciation of furniture and
fixtures and computer equipment is being provided for by the straight-line method over
their estimated useful lives, which are as follows:

Furniture and fixtures 5-7 years
Computer equipment 3-5 years
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CYCLE KIDS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2018

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Income Taxes
The Organization is a not-for-profit organization and is exempt from federal income
taxes under Section 501(c)(3) of the Internal Revenue Code (the "Code") and from state
income taxes. As a not-for-profit entity, the Organization is subject to unrelated
business income tax ("UBIT"), if applicable.

The Organization recognizes and measures its unrecognized tax benefits in accordance
with Financial Accounting Standards Board ("FASB") Accounting Standards
Codification ("ASC") 740, Income Taxes. Under that guidance, the Organization assesses
the likelihood, based on their technical merit, that tax positions will be sustained upon
examination based on the facts, circumstances and information available at the end of
each period. The measurement of unrecognized tax benefits is adjusted when new
information is available or when an event occurs that requires a change.

Management has evaluated the Organization's tax positions and has concluded that the
Organization has taken no uncertain tax positions that require adjustment to the
accompanying financial statements. 

In-Kind Donations
Donated services are recognized as contributions if the services (a) create or enhance
nonfinancial assets or (b) require specialized skills and are performed by people whose
services would otherwise be purchased by the Organization.

Donated legal services amounting to $27,380 were provided to the Organization during
the year ended June 30, 2018, and are included in "Donated goods and services" in the
accompanying statement of activities and "Professional fees" in the accompanying
statement of functional expenses.

Donated goods and services amounting to $53,772 were provided to the Organization
during the year ended June 30, 2018, and are included in "Donated goods and services"
in the accompanying statement of activities and "Special events net of direct benefit to
donors" in the accompanying statement of activities.

A number of volunteers have made a contribution of their time to the Organization to
develop its programs and to serve on the Organization's Board of Trustees ("Board").
In accordance with U.S. GAAP, the value of this contributed time is not reflected in
these financial statements.

Functional Allocation of Expenses
The costs of providing the various programs and other activities have been summarized
on a functional basis in the accompanying statement of functional expenses. Certain
costs have been allocated among the program and supporting services benefited.

Inventory
Inventory consists of textbooks for sale as part of the Organization's core program.
Inventory is stated at lower of cost or market, with cost determined on the first-in, first-
out method.

9



CYCLE KIDS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2018

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Recently Issued but not yet Effective Accounting Standards
Effective for the year ending June 30, 2020, the Organization will be required to adopt
FASB Accounting Standards Update ("ASU") 2016-14, Presentation of Financial Statements
of Not-for-profit Entities, which changes the presentation of not-for-profit financial
statements. The new guidance reduces the number of net asset classes from three to
two, and increases disclosures about financial measures and liquidity risks, among other
changes. The effect of adopting this new guidance on the Organization's financial
statements and related disclosures has not yet been determined.

FASB issued ASU No. 2014-09, Revenue from Contracts with Customers ("ASU 2014-09"),
which requires an entity to recognize revenue to depict the transfer of promised goods
or services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. This ASU will replace
most existing revenue recognition guidance in U.S. GAAP, including industry-specific
guidance, when it becomes effective. This guidance is effective for years beginning after
June 30, 2019. The Organization is evaluating the effect that ASU 2014-09 will have on
its financial statements and related disclosures.

Fair Value Measurements
FASB ASC 820, Fair Value Measurement, establishes a framework for measuring fair
value. That framework provides a fair value hierarchy that prioritizes the inputs to
valuation techniques used to measure fair value. The hierarchy gives the highest priority
to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements).
Categorization within the valuation hierarchy is based upon the lowest level of input
that is significant to the fair value measurement. Valuation techniques used need to
maximize the use of observable inputs and minimize the use of unobservable inputs.
Under this standard, fair value is defined as the exit price, or the amount that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants as of the measurement date.

The three levels of the fair value hierarchy under FASB ASC 820 are described as
follows:

Level 1 inputs to the valuation methodology are unadjusted quoted prices for
identical assets or liabilities in active markets that the Organization has the ability to
access.

Level 2 inputs to the valuation methodology include: quoted prices for similar assets
or liabilities in active markets; quoted prices for identical assets or liabilities in
inactive markets; inputs other than quoted prices that are observable for the asset or
liability; and, inputs that are derived principally from or corroborated by observable
market data by correlation or other means. If the asset or liability has a specified
(contractual) term, the Level 2 input must be observable for substantially the full
term of the asset or liability. 

Level 3 inputs to the valuation methodology are unobservable and significant to the
fair value measurement.
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CYCLE KIDS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2018

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fair Value Measurements (Continued)
The Organization assesses the levels of investments at each measurement date, and
transfers between levels are recognized on the actual date of the event or change in the
circumstances that caused the transfer in accordance with its accounting policy
regarding the recognition of transfers between levels of the fair value hierarchy. There
were no transfers between levels of the fair value hierarchy during the year ended June
30, 2018.

Subsequent Events
In accordance with FASB ASC 855, Subsequent Events, the Organization has evaluated
subsequent events through November 26, 2018, the date on which these financial
statements were available to be issued. Management has determined that there were no
material subsequent events that required recognition or additional disclosure in these
financial statements. 

NOTE 3. GRANTS, ROYALTIES AND OTHER RECEIVABLES

Grants, royalties and other receivables, which include unconditional promises to give
and royalty fees due in less than one year, amounted to $19,170 as of June 30, 2018.

Management believes that the entire amount of grants and other receivables is fully
collectible and, accordingly, has not provided for an allowance on such receivables.

NOTE 4. FAIR VALUE MEASUREMENTS

Assets and liabilities are measured at fair value based on one or more of the following
valuation techniques:

(a) Market approach: Prices and other relevant information generated by market
transactions involving identical or comparable assets or liabilities;

(b) Cost approach: Amount that would be required to replace the service capacity of
an asset (replacement cost); and

(c) Income approach: Techniques to convert future amounts to a single present
amount based on market expectations (including present value techniques,
option-pricing and excess earnings models).

The following table summarizes the Plan's investments measured at fair value on a
recurring basis, categorized by U.S. GAAP's valuation hierarchy as of June 30, 2018:

Level 1 Level 2 Level 3
Total at June

30, 2018
Valuation
Technique

Assets in fair value hierarchy:
Common stock $ 17,201 $ - $ - $ 17,201 (a)

Common stocks are valued at the closing price reported on the active market on which
the individual securities are traded
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CYCLE KIDS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2018

NOTE 4. FAIR VALUE MEASUREMENTS (CONTINUED)

The method described above may produce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. Furthermore, while
the Organization believes its valuation methods are appropriate and consistent with
other market participants, the use of different methodologies or assumptions to
determine the fair value of certain financial instruments could result in a different fair
value measurement at the reporting date.

NOTE 5. PROPERTY AND EQUIPMENT

The Organization's property and equipment consisted of the following at June 30, 2018:

Furniture and fixtures $ 2,629
Computer equipment 8,547

11,176
Less: accumulated depreciation 5,812

Property and equipment, net $ 5,364

During the year ended June 30, 2018, the Organization wrote off $27,860 of fully
depreciated property and equipment. 

NOTE 6. DEFERRED COMPENSATION

The Board determined that the Founder and Executive Director (the "ED") of the
Organization was owed compensation related to services provided and expenses
incurred on behalf of the Organization from 2004 through 2013. The Organization
determined that the ED was owed $81,010 at June 30, 2013. As of June 30, 2018, the
Organization owes $61,679 to the ED. The Organization anticipates paying back
approximately $20,000 of this commitment during the fiscal year ending June 30, 2019. 
The payment term of the remaining balance will be evaluated annually based on the
financial viability of the Organization.

NOTE 7. LICENSE AGREEMENT

On May 10, 2018, the Organization, entered into an exclusive five-year license
agreement (the "Agreement") with a licensee, whereby the Organization granted the
licensee the use of certain copyrights and trademarks in designing, manufacturing,
advertising and selling bicycles and related accessories. The licensee is obligated to pay
the Organization the greater of 5% of all sales or a guaranteed minimum payment
annually for the length of the Agreement. As of June 30, 2018, minimum payments to
the Organization per the Agreement are as follows:

12-month period ending: Amount

May 10, 2019 $ 10,000
May 10, 2020 $ 15,000
May 10, 2021 $ 20,000
May 10, 2022 $ 25,000

12



CYCLE KIDS, INC.
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2018

NOTE 8. TEMPORARILY RESTRICTED NET ASSETS

During the year ended June 30, 2018, net assets amounting to $208,996 were released
from donor restrictions by incurring expenses satisfying the following purposes:

Creation of education materials and implementation
of programs $ 188,996

Development of bookkeeping and accounting
processes 20,000

$ 208,996
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