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REPORT OF INDEPENDENT AUDITORS

Board of Directors
The American Legion Child Welfare Foundation, Inc.
Indianapolis, Indiana

We have audited the accompanying statements of financial position of The American Legion
Child Welfare Foundation, Inc. as of December 31, 2009 and 2008, and the related statements of
activiies and cash flows for the years then ended. These financial statements are the
responsibility of the Foundation’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 consolidated financial statements are free of material
misstatement. 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 consolidated financial statement presentation. We believe that our audits 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 The American Legion Child Welfare Foundation, Inc. as of December
31, 2009 and 2008, 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.

Our audits were made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information as listed in the table of contents is presented
for additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the 2009 basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
2009 basic financial statements taken as a whole.

Cane Lo 167

Crowe Horwath LLP

Indianapolis, Indiana
April 19, 2010




THE AMERICAN LEGION CHILD WELFARE FOUNDATION, INC.
STATEMENTS OF FINANCIAL POSITION
December 31, 2009 and 2008

2009 2008
ASSETS
Cash $ 192,799 S 370,075
Investments
U.S. Government and Government Agency
obligations 3,335,982 2,580,164
State and municipal bonds 104,227 17,050
Money market funds 181,331 1,144,937
Common and preferred stocks 1,800,304 1,544,925
Corporate bonds 1,608,313 1,161,051
7,030,157 6,448,127
Accrued interest on investments 47,806 46,586
Equipment, net of accumulated depreciation of $14,552
and $14,193 61 420
Total assets $ 7,270,823 % 6,865,208
LIABILITIES
Grants payable $ 672,691 % 691,577
NET ASSETS
Unrestricted - general 4,490,431 4,236,277
Unrestricted - designated
Eight and Forty Research 257,209 239,145
Sons of the American Legion 1,850,492 1,698,209
2,107,701 1,937,354
Total unrestricted net assets 6,598,132 6,173,631
Total liabilities and net assets $ 7270823 % 6,865,208

See accompanying notes to consolidated financial statements.
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THE AMERICAN LEGION CHILD WELFARE FOUNDATION, INC.
STATEMENTS OF CASH FLOWS
Years ended December 31, 2009 and 2008

2009 2008
Cash flows from operating activities
Change in net assets 5 424501 S (653,468)
Adjustments to reconcile change in net assets to net cash from
operating activities

Depreciation expense 359 359
Realized loss on sale of investments 116,989 254,480
Unrealized (gain) loss on investments {477,313) 668,205

Changes in assets and liabilities
Accrued interest on investments (1,220) 28,516
Grants payable and other (18,886) 112,287
Net cash from operating activities 44,430 410,379

Cash flows from investing activities

Purchase of investments (9,495,169) (8,619,467)
Sales and maturities of investments 9,273,463 8,344,956
Net cash from investing activities (221,706) (274,511)
Net increase (decrease) in cash (177,276) 135,868
Cash, beginning of year 370,075 234,207
Cash, end of year $ 19279 % 370,075

See accompanvying notes to consolidated financial statements.



THE AMERICAN LEGION CHILD WELFARE FOUNDATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

General: The American Legion Child Welfare Foundation, Inc. (Foundation) was incorporated
in 1954 for the purpose of making grants to qualified recipients for projects or programs related
to improving the general welfare of children in the United States. The Foundation’s primary
sources of revenue are contributions and investment income.

Net Asset Classifications: The financial statements have been prepared in accordance with
generally accepted accounting principles for Financial Statements of Not-for-Profit
Organizations. Generally accepted account principles require, among other things, that the
financial statements report the changes in and total of each of the net asset classes, based upon
donor restrictions, as applicable. Net assets are to be classified as unrestricted, temporarily
restricted and permanently restricted. The Foundation held no temporarily or permanently
restricted net assets at December 31, 2009 and 2008. The unrestricted net assets are as follows:

Unrestricted Net Assets - Unrestricted net assets represent the part of the net assets of
the Organization that is neither permanently restricted nor temporarily restricted by
donor-imposed stipulations. The unrestricted net asset class includes general and board
designated assets and liabilities of the Foundation. The unrestricted net assets of the
Foundation may be used at the discretion of management to support the Foundation's
purposes and operations.

Cash and Cash Equivalents: Cash and cash equivalents consist of bank deposits in accounts that
are federally insured up to $250,000 per financial institution. Additionally, the Foundation
holds funds at financial institutions which are participating in the FDIC's transaction account
guarantee program. Under this program non-interest bearing and certain low interest accounts
are FDIC insured in full through 2009 in addition to and separate from the coverage available
under FDIC's general deposit insurance rules.

Investments: Generally accepted accounting principles require that investments in marketable
securities with readily determinable fair values and all investments in debt securities are
reported at their fair value based on quoted market prices or dealer quotes in the statements of
financial position. These investments were initially recorded at cost if they were purchased or at
their fair market value on the date of the gift if they were received as a donation. Unrealized
gains and losses are included in the change in net assets in the statements of activities.

Fair value of investments at 2009 and 2008 were $7,030,157 and 96,448,127, Cost basis of
investments at 2009 and 2008 were $%6,845,341 and $6,740,624. Therefore, the cumulative
appreciation (depreciation) at 2009 and 2008 was $184,816 and $(292,497), respectively.
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THE AMERICAN LEGION CHILD WELFARE FOUNDATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Income Taxes: The Foundation is exempt from income taxes on income from related activities
under Section 501(c)(3) of the U.S. Internal Revenue Code and corresponding state tax law.
Accordingly, no provision has been made for federal or state income taxes. Additionally, the
Foundation has been determined not to be a private foundation under Section 509(a) of the
Internal Revenue Code.

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.

Property and Equipment: Property and equipment are stated at cost or, if donated to the
Foundation, at fair market value on the date of acquisition. Additions and improvements are
capitalized; expenditures for routine maintenance are charged to operations. Depreciation is
provided over the estimated useful lives of the various classes of assets on the straight-line
method. The estimated useful lives are as follows:

Equipment 5 to 10 Years

Donated Services: Contributions of services are recognized if the services received (a) create or
enhance non-financial assets or (b) require specialized skills, are provided by individuals
possessing those skills, and would typically need to be purchased if not provided by donation.

Donated services, consisting of certain administration functions performed by employees of The
American Legion National Headquarters for the Foundation, are reflected in the statements of
activities as an expense and an offsetting amount of income. For the years ended December 31,
2009 and 2008, donated services amounted to $55,180 and $75,450.

Eight and Forty Research: Contributions received for Eight and Forty Research are designated
by the Foundation for grants related to cystic fibrosis or other upper respiratory diseases.

Sons of the American Legion: Contributions received by and in the name of the Sons of the
American Legion are designated for grants to organizations that assist in improving the general
welfare of children.

Grants: Grants awarded to qualified recipients are expensed in the year they are approved by
the Board of Directors.




THE AMERICAN LEGION CHILD WELFARE FOUNDATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Expense Allocation: The costs of providing various programs and other activities have been
summarized on a functional basis in the statements of activities. Accordingly, certain costs have
been allocated among the programs and supporting services benefited.

Subsequent Events: Management has performed an analysis of the activities and transactions
subsequent to December 31, 2009, to determine the need for any adjustments or disclosures to
the audited financial statements for the year ended December 31, 2009. Management has
performed their analysis through April 19, 2010, the date the financial statements were available
to be issued.

Adoption of New Accounting Standards: During 2009, the Foundation adopted new accounting
guidance related to accounting for uncertainty in income taxes. This guidance requires the
Foundation to recognize a tax benefit only if it is more likely than not the tax position would be
sustained in a tax examination, with a tax examination being presumed to occur. The amount
recognized is the largest amount of tax benefit that is greater than 50% likely of being realized
on examination. For tax positions not meeting the more-likely- than-not test, no tax benefit is
recorded. The Foundation has examined this issue and has determined there are no material
contingent tax liabilities or questionable tax positions.

The Foundation is no longer subject to examination by taxing authorities for years before 2006.
The Foundation does not expect the total amount of unrecognized tax benefits to significantly
change in the next 12 months. The Foundation recognizes interest and/or penalties related to
income tax matters in income tax expense. The Foundation did not have any amounts accrued
for interest and penalties at December 31, 2009.

NOTE 2 - FUNCTIONAL EXPENSES

The following represents a functional breakdown of the Foundation's expenses by program and
supporting services.

2009 2008
Program Services
Child Welfare S 660475 5 602,964
Supporting Services
Management and general 100,545 123,250
Fundraising 83,485 74,77

Total expenses $ 844505 $ 800,985




THE AMERICAN LEGION CHILD WELFARE FOUNDATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

NOTE 3 - RELATED PARTY TRANSACTIONS

The American Legion National Headquarters (Legion) is a related party that is not a financially
interrelated organization. The Board of Directors of the Foundation is appointed by the
National Executive Committee of the Legion. The Legion provides personnel and office space
for the Foundation. The Foundation recognizes services received from the Legion in the
statement of activities as described in Note 1.

NOTE 4 - FAIR VALUE OF FINANCIAL INSTRUMENTS

Statement of Financial Accounting Standard No. 157, Fair Value Measurements (SFAS No. 157)
defines fair value as the price that would be received for an asset or paid to transfer a liability
(an exit price) in the Foundation's principal or most advantageous market for the asset or
liability in an orderly transaction between market participants on the measurement date.

Statement 157 establishes a fair value hierarchy which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value.
The standard describes three levels of inputs that may be used to measure fair value:

Level 1: Quoted prices (unadjusted) for identical assets or labilities in active markets
that the entity has the ability to access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as quoted
prices for similar assets or liabilities; quoted prices in markets that are not active; or
other inputs that are observable or can be corroborated by observable market data.

Level 3: Significant unobservable inputs that reflect a reporting entity's own
assumptions about the assumptions that market participants would use in pricing an
asset or liability.

In many cases, a valuation technique used to measure fair value includes inputs from multiple
levels of the fair value hierarchy. The lowest level of significant input determines the placement
of the entire fair value measurement in the hierarchy.

The fair value of money markets, government obligations, and common and preferred stock are
based on quoted prices in active markets. This is considered a level 1 input. The fair value of
state and municipal bonds and corporate bonds are based on quoted market prices of similar
securities with similar due dates. This is considered a level 2 input.

8.



THE AMERICAN LEGION CHILD WELFARE FOUNDATION
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

NOTE 4 - FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

Assets Measured on a Recurring Basis: Assets measured at fair value on a recurring basis are

summarized below:

Money market funds

U.S. Government and Government
Agency obligations

State and municipal bonds

Corporate bonds

Common and preferred stock:
Long term growth and current income

Money market funds

U.5. Government and Government
Agency obligations

State and municipal bonds

Corporate bonds

Common and preferred stock:
Long term growth and current income

Fair Value Measurements at

December 31, 2009 Using

Quoted Prices in Significant

Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) {Level 3)

% 181,331 % - % -
3,335,982 - -
- 104,227 -
- 1,608,313 -
1,800,304 - -
$ 5317617 $ 1,712,540 % -

Fair Value Measurements at
December 31, 2008 Using

Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
$ 1,144,937 % - % -
2,580,164 - .
- 17,050 -
- 1,161,051 -
1,544,925 - -
b 5270,026 % 1,178,101 S -




SUPPLEMENTARY INFORMATION
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