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LUDWIG KLEWER & CO., PLLC
Cartified Public Accountants & (Im‘}ﬁultﬂuts

INDEPENDENT AUDITORS' REPORT

To the Boards of Directors
Child & Family Resources, inc.
and Subsidiary

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Child & Family Resources, Inc.
and Subsidiary (nonprofit organizations), which comprise the consolidated staternents of financial position
for the years ended June 30, 2014 and 2013, and the related consoclidated statements of activities and
cash flows for the years then ended, and the related notes to the consolidated financial statements. We
did not audit the financial statements of Tucson Nursery Schools and Child Care Centers, Inc., a
subsidiary, which statements reflect total assets of $513,110 and $540,881 as of June 30, 2014 and 2013,
respectively, and fofal support and revenue of $531,959 and $490,859, for the years then ended,
respectively. Those statements were audited by other auditors whose report has been furnished to us,
and our opinion, insofar as it relates to the amounts inciuded for Tucson Nursery Schools and Child Care
Centers, Inc. is based solely on the report of the other auditors. .

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generaily 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 materiai misstatement, whether due to
fraud or error. :

Auditor’'s Responsibility

-Our responsibility is to express an opinion on these consclidated financial staterments based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Gevernment Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan
and perform the audits to obtain reasonable assurance about whether the financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial staterments, 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 presenfation of the financial
statements.

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

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Child & Family Resources, Inc. and Subsidiary as of June 30, 2014 and

2013, and the changes in its net assets and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Chris Wi, Ludwig, CPA Julie 5. Klewer, CPA, MEBA  Eric 5. Rudner, (PA

4783 East Camp Lowell Drive  Tucsen, Arizona 85712 .
telephone 520 545 0500 facsimile 520 545 0655  www. ludwigklewer.com




INDEPENDENT AUDITORS' REPORT, Continued

Other Matters
Other Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements
as a whole. The supplementary information is presented for purposes of additional analysis and is not a
required part of the consolidated financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other records
used to prepare the consolidated financial statements. The information has been subjected o the auditing
procedures applied in the audit of the consolidated financial statements and cerfain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other recerds used to prepare the consolidated financial statements or to the consolidated financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is presented fairly, in all material
respecis in relation to the consolidated financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 16,
2014, on our consideration of Child & Family Resources, Inc.’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, confracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

Lt eeer>6il v Co A
December 16, 2014



CHILD & FAMILY RESQURCES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
June 30, 2014 and 2013

ASSETS
2014 2013
Current assets:
Cash and cash equivalents $ 402694 § 156,407
Grants and accounts receivable 3,337,128 3,091,205
Investments 608,382 539,612
Prepaid expenses 66,243 182,847
Total current assets 4,414 447 3,979,971
Property and equipment, net 2,933,515 3,095,285
Other assets 47,734 46,907
Total assets $ 7,305896 § 7,122,163
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable $ 986,297 $ 977,805
Accrued expenses 702,292 605,591
Lines of credit 964,324 949 970
Capital leases payable, current portion 9,482 17,004
Deferred grant obligation, current portion 24,144 -
Long-term debt, current portion 25,761 83,036
Total current liabilities 2,712,300 2,633,406
Capital leases payable, non-current portion 10,783 20,205
Deferred grant obligation, non-current portion 193,153 -
L.ong-term debt, non-current portion 430,703 679,333
Total liabilities 3,346,939 3,332,944
Net assets:
Unrestricted:
General operating 1,770,038 1,349,176
Investment in property and equipment 2,239,489 2,285 707
Total unrestricted net assets 4,009,527 3,644,883
Temporarily restricted 39,230 144,336
Total net assets 4,048,757 3,789,219
Total liabilities and net assets $ 7395698 $ 7122163

See independent auditors’ report and accompanying notes.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF ACTIVITIES
For the year ended June 30, 2014

Temporarily
Unrestricted Restricted Tofal

Support and revenue:

Contracts with governmental agencies $ 20,333,757 % - $ 20,333,757

Parent fees 518,135 - 518,135

Other grants 284,897 - 284,897

Contributions 232,595 20,000 252,595

Investment income, net 67,214 - 67,214

Gain from involuntary conversion 59,001 - 59,001

Other revenue 32,269 - 32,269

Special events, net 28,159 - 28,159

United Way 14,348 - 14,348

In-kind contributions 3,147 - 3,147

Net assets released from resfrictions:

Satisfaction of restrictions 125,106 (125,108) “
Total support and revenue 21,698,628 (105,108) 21,583,522

Expenses:

Program services 19,174 225 - 19,174,225

General and administration 1,809,027 - 1,809,027

Fund-raising 250,732 - 250,732

Total expenses 21,333,984 - 21,333,984

Change in net assets 364,644 (105,1086) 259,538
Net assets, beginning of year 3,644 883 144,336 3,789,219
Net assets, end of year $ 4009527 § 39230 $ 4,048,757

See independent auditors’ report and accompanying notes.
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CHILD & FAMILY RESCURCES, INC. AND SUBSIDIARY

CONSCOLIDATED STATEMENT OF ACTIVITIES
For the year ended June 30, 2013

Temporarily
Unrestricted Restricted Total

Support and revenue;

Contracts with governmental agencies $ 18,153,149 § - $ 18,153,149

Parent fees 520,581 - 520,581

Other grants 338,670 69,009 407,579

Contributions 255,393 70,000 325,393

investment income, net 42 537 - 42 537

Other revenue 29,467 - 29 4867

Special events, net 20,771 - 20,771

United Way 20,657 - 20,657

In-kind contributions 8,643 - 8,643

Net assets released from restrictions:

Satisfaction of restrictions 83,300 (83,300) -
Total support and revenue 19,473,068 55,709 19,528,777

Expenses:

Program services 17,228,684 - 17,228,684

General and administration 1,792,951 - 1,792,991

Fund-raising 254 441 - 254 441

Total expenses 19,276,116 - 19,276,116

Change in net assets 196,952 55,709 252,661
Net assets, beginning of year 3,447,931 88,627 3,636,558
Net assets, end of year $ 3644883 % 144336 $ 3,789,219

See independent auditors’ report and accompanying notes.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the years ended June 30, 2014 and 2013

Cash flows from operating activities:
Change in net assets
Adjustments to reconcile change in net assets
to net cash provided by operating activities:
Bepreciation
Donated property and equipment
Gain from involuntary conversion
Net realized and unrzalized gain on investments
Reinvested interest and dividend income
Changes in operating assets and liabilities:
Grants and accounts receivable
Prepaid expenses
Other assets
Accounts payable
Accrued expenses

Total adjustments
Net cash provided by operating activities

Cash flows from investing activities:
Purchases of property and equipment
nsurance proceeds from involuntary conversion
Purchases of investments
Proceeds from sale of investments
Net cash used in investing activities
Cash flows from financing activities:
Borrowings on lines of credit, net
Principal payments on capital leases payable
Advance on deferred grant obligation
Principal payments on long-term debt
Net cash (used in) provided by financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplemental disclosure of cash flow information:

Cash paid for interest
Cash paid for income taxes

Supplemental schedule of noncash investing and financing activities:

Donated property and equipment

Reinvested interest and dividend income
Refinance of long-term debt

Refinance of line of credit

Insurance proceeds due for involuntary conversion

2014 2013
$ 259,538  $ 252,661
192,298 201,110
- (4,782)
(59,001) -
(59,169) (30,883)
(14,131) (17,663)
(199,431) (70,703)
126,604 (164,165)
(827) (92)
8,492 (108,643)
96,701 (35,847)
91,536 (231,668)
351,074 20,993
(50,382) (134,114)
32,363 -
(329,514) (134,350)
333,044 121,505
(13,589) (146,959)
14,354 281,139
(16,944) (21,110)
217,297 -
(305,905) (67,815)
(91,198) 192,214
246,287 66,248
156,407 90,159
$ 402694 § 156,407
$ 77051 $ 88,124
3 -3 -
3 - $ 4,782
$ 14131 § 17,663
$ 450405 & 383,898
$ 622,887 -
$ 46,492 § -

See independent auditors’ report and accompanying notes.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

Organization

Child & Family Resources, Inc. (CFR) was incorporated in Arizona in August 1870 as a private
nonprofit, community-based organization whose goal is to promote the strength and stability of
families, to afford children and youth a supportive environment and to maximize the child's physical,
intellectual and emotional development. CFR documents community needs, develops innovative
solutions and programs to resolve unmet needs and implements programs where there are no
available resources. The mission of CFR is to enhance the quality of life for children and their
families. CFR operates primarily in southern Arizona with offices in Tucson, Phoenix, Sierra Vista,
Douglas, Nogales, Yuma, Safford, Kingman, Casa Grande, Bulihead City and Apache Junction.

in March 2008, CFR entered an affiliation agreement with Tucson Nursery Schools and Child Care
Centers, Inc. (TNS), which provides low cost child care for low-income working families, in order fo
further CFR's mission. TNS is a corporation organized to operate exclusively for education, scientific,
literary and charitable purposes. The agreement required each organization to complete certain
administrative and legal steps in order to complete the formal affiliation. In July 2008, CFR completed
all steps of the agreement and became the scle member of TNS.

Summary of Significant Accounting Policies

Basis of Presentation

The consolidated financial statements include the accounts of Child & Family Resources, Inc. and its
commonly controfled subsidiary, Tucson Nursery Schools and Child Care Centers, Inc. (collectively
referred to as the Organization). All intercompany accounts and transactions have been eliminated in
consolidation.

Financial Statement Presentation

The Organization reports information regarding its financial position and activities according to three
classes of net assets {unresiricted, temporarily restricted, and permanently restricted net assets)
based upon the existence or absence of donor-imposed restrictions.

» Unrestricted net assets — Net assets that are not subject to donor-impesed stipulations. A portion
of the unrestricled net assets have been designated by the board of directors as expended for
property and equipment to reflect the fotal carrying value after accumulated depreciation of all
property and equipment, net of directly related liabilities. Remaining unrestricted net assets are
available for general operations of the Organization.

» Temporarily restricted net assets — Net assets that are subject to donor-imposed stipulations that
may or will be met either by actions of the Organization andfor the passage of time. When a
restriction expires, temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the consolidated statement of activities as net assets released from restrictions.
Temporarily restricted net assets are $39,230 and $144,336 at June 30, 2014 and 2013,
respectively.

= Permanently restricted net assets — Net assets that are subject to donor-imposed stipulations that
they be maintained permanently by the Organization. Generally, the donors of these assets
permit the Organization to use all or part of the income earned on any related investments for
general or specific purposes. There are no permanently restricted net assets at June 30, 2014
and 2013,

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending Jurne 30, 2014 and 2013

2. Summary of Significant Accounting Policies, Continued
Public Support and Revenue

Grants and other contributions of cash and other assets are reported as restricted support if they are
received with donor stipulations that limit the use of the donated assets. When a donor restriction
expires, that is, when a stipulated time restriction ends or a purpose restriction is accomplished,
temporarily restricted net assets are reclassified to unrestricted net assets and reported in the
consolidated statement of activities as net assets released from restrictions.

Donated Services, Materials and Facilities

Donated materials and facilities are valued at their fair market value. Donated services are
recognized in the consolidated financial statements at their fair market value if the services require
specialized skiils, are provided by individuals possessing those skills, and would typically need to be
purchased if not donated.

Although the Organization utilizes the services of many outside volunteers, the fair value of these
services is not recognized in the accompanying consolidated financial statements since they do not
meet the criteria for recognition under accounting principles generally accepted in the United States
of America.

Use of Estimates

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 amount 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.

Functional Allocation of Expenses

The costs of providing the various programs have been summarized on a functional basis in the
consolidated statement of activities. Expenses that can be identified with a specific program are
allocated directly according to their natural classification. Other expenses that are common to several
functions are allocated by other reasonable methods.

Advertising

The Organization uses advertising to promote its programs. The costs of advertising are expensed as
incurred. For the years ended June 30, 2014 and 2013, advertising costs totaled $101,141 and
$91,974, respectively.

Income Taxes

CFR and TNS are nonprofit organizations exempt from federal income tax under Internal Revenue
Code Section 501(c)(3) and from Arizona income tax under Arizona Revised Statute Section 43-
1201(4). CFR and TNS are also public charities under the Internal Revenue Code Sections 509(a)(1).
This classification allows for donations to both organizations to be deductible as charitable
contributions on income tax returns. There were no income taxes paid during the years ended June
30, 2014 and 2013.

Both CFR and TNS have a policy to disclose or recoghize income tax positions based on
management’s estimate of whether it is reasonably possible or probable, respectively, that a liability
has been incurred for unrecognized income tax positions. As of June 30, 2014, management is not
aware of any uncertain tax positions that are potentially material. in addition, management is not
aware of any matters which would cause CFR or TNS to lose their tax-exempt status.

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

2. Summary of Significant Accounting Policies, Continued

Income Taxes, continued

The Organization's federal Form 990, Return of Organization Exempt from Income is generally
subject to examination by the Internal Revenue Service for three years after the date it was filed. The
Organization’s Arizona Form 99, Arizona Exempt Organization Annual Information Return is generally
subject to examination by the Arizona Department of Revenue for four years after the date it was
filed.

Cash and Cash Equivalents

The Organization considers all highly-liquid investments available for current use with an initial
maturity of three months or less to be cash equivalents.

Grants and Accounts Receivable

The Organization grants unsecured credit under contracts primarily with governmental agencies in
Arizona. The Organization considers accounts over 30 days past due to be delinquent. At June 30,
2014 and 2013, the balance of grants and accounts receivable included $687,542 and $355,223,
respectively, of amounts over 30 days past due. Based on historical collections, grants and accounts
receivable are considered fully collectible by management; therefore, no allowance for doubtful
accounts has been provided.

Property and Equipment

Purchased property and equipment is recorded at cost. Donations of property and equipment are
recorded as support at estimated fair value. Such donations are reported as unrestricted support
unless the donor has restricted the donated assets to a specific purpose. Assets donated with explicit
restrictions regarding their use and contributions of cash that must be used to acquire property and
equipment are reported as restricted support. Absent donor stipulations regarding how long those
donated assets must be maintained, the Organization reports expirations of donoer restrictions when
the donated or acquired assets are placed in service as instructed by the donor. The Organization
reclassifies temporarily restricted net assets to unrestricted net assets at that time.

The cost of repairs and maintenance is charged to expense in the year incurred. Expenditures that
increase the useful ives of the assets are capitalized and depreciated. The Organization's policy is to
capitalize expenditures for property and equipment that exceed $5,000. Property and equipment is
depreciated using the straight-line method over the following estimated useful lives of the assets:

Buildings and improvements 10-40 years
Furniture, fixtures and equipment 3-15 years
Leasehold improvements 10 years
Vehicles 5 years
Investments

In accordance with accounting principles generally accepted in the United States of America
applicable to nonprofit organizations, investments in marketable securities with readily determinable
fair values and all investments in debt securities are valued at their fair values in the consolidated
statement of financial position. Unrealized gains and losses are included with the change in net
assets.

Reclassifications

Certain items from 2013 have been reclassified to conform to the 2014 financial statement
presentation.

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

3. Concentration of Risk

The Federal Deposit Insurance Corporation (FDIC) insures cash accounts at banks up to $250,000
per institution. Investments held by other institutions are covered up to $500,000 under insurance
provided by the Securities Investor Protection Corporation (SIPC). However, SIPC does not protect
against losses in market value. The Organization's investments are on deposit at a brokerage
institution that provides additional insurance above SIPC limits. At June 30, 2014 and 2013, the

Organization had $218,983 and $59,911 of cash and investments in excess of FDIC and SIPC
limitations.

4. Grants and Accounts Receivable

Grants and accounts receivable consist of the following at June 30;:

2014 2013
Arizona Department of Economic Security $ 1,777,965 3§ 1,343,921
Arizona First Things First 877,509 1,063,177
Arizona Department of Education 433,387 411,240
Other receivables 169,582 175,125
Other governmental agencies 78,685 97,742
Total grants and accounts receivable $ 3337128 $ 3,091,205

5. Investments

Investments are stated at fair value and consist of the following at June 30;:

2014 2013
Stocks $ 107,782 & 178,375
Bonds 205,853 198,236
Mutual funds 294,747 162,901
Total investments $ 608,382 $ 539,512

The amortized cost and estimated fair value of bonds held to maturity at June 30, 2014, by
contractual maturity, are shown below. Expected maturities will differ from contractual maturities

because borrowers may have the right to call or prepay obligations with or without prepayment
penalties.

Amortized Estimated

Cost Fair Value

Due in one year or less 3 45144  $ 45 747
Due after one year but less than five years 123,586 127,980
Due after five years but less than ten years 31,320 32,126

$ 200,060 $ 205,853

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

Investments, Continued

Investment income consists of the following for the years ended June 30,:
2014 2013

interest and dividend income $ 14,131 % 17,663
Realized and unrealized gain, net 59,169 30,883
Investment fees (6,086) (6,009)

Total investment income, net $ 67214 § 42 537

Fair Value Measurements

The Financial Accounting Standards Board has established 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). The three levels of the fair value hierarchy 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 methadology include:

» Quoted prices for similar assets or liabilities in active markets;

« Quoted prices for identical or similar assets or liabilities in inactive
markets;

+ Inputs other than quoted prices that are observable for the asset or
liability;

« 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.

The asset or liability's fair value measurement level within the fair value hierarchy is based on the
lowest level of any 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.

Following is a description of the valuation methodologies used for assets measured at fair value.
There have been no changes in the methodologies used at June 30, 2014 and 2013,

o Stocks, bonds: Valued at fair value based on national trade listing.

e Mutual funds: Valued at the net asset value ("NAV") of shares held by the Organization at
year-end.

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC., AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

6. Fair Value Measurements, Continued

The methods 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 resuit
in a different fair value measurement at the reporting date.

Fair values of Level 1 investment assets measured on a recurring basis at June 30, are:

2014 2013
Stocks $ 107,782 % 178,375
Bonds 205,853 198,236
Mutual funds:
Large value _ 114,088 -
Small blend 67,335 63,847
Diversified emerging markets 58,895 61,914
Foreign large growth 54,429 37,140
Total investments $ 608,382 § 539,512
7. Property and Equipment
Property and equipment consists of the following at June 30,
2014 2013
Land $ 455464 % 455 464
Buildings and improvements 3,624,696 3,642 339
Furniture, fixtures and equipment 1,651,835 1,612,596
Leasehold improvements 194,801 194,801
Vehicles 25617 25,617
Construction in progress - 900
Total property and equipment, at cost or donated value 5,952,413 5,931,717
Less accumulated depreciation (3,018,898) (2,836,432)
Property and equipment, net $ 2933515 $ 3,095285

8. Deferred Grant Obligation

During the year ended June 30, 2013, Angel Charity of Tucson, Inc. (Angel Charity) made a pledge to
TNS in the amount of $241,441. The proceeds of the pledge are to be used to discharge the exisling
loan secured by the deed of frust on the land and buildings owned by TNS. In accordance with the
terms of the agreement, TNS executed a nonrecourse, non-interest bearing promissory note in favor
of Angel Charity during the year ended June 30, 2014. The note provides that, on the condition TNS
continues to utilize the facility to provide children and youth programs, Angel Charity wilt forgive the
note at a rate of $24,144 per year over a fen year period beginning with the year ended June 30,
2014. The outstanding balance on the deferred grant obligation is $217,297 as of June 30, 2014,

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

Deferred Grant Obligation, Continued

Future maturities of the deferred grant obligation at June 30, 2014 are:

2015 $ 24,144
2016 24,144
2017 24,144
2018 24 144
2019 24,144
Thereafter 96,577
Total deferred grant obligation 217,297
Less deferred grant obligation, current portion (24,144)
Deferred grant obligation, non-current portion $ 193,153

Lines of Credit

As of June 30, 2014, CFR has a revolving line of credit with Wells Fargo Bank, which matures in April
2016. Interest is payable monthly at the prime rate of interest (3.25% at June 30, 2014). If CFR
defaults on any terms of the note, the interest rate increases to the prime rate plus 4%. The line of
credit is primarily collateralized by a deed of trust. The outstanding balance at June 30, 2014 was
$626,492. Under the terms of this agreement, CFR is required to maintain a debt coverage ratio of at
least 1.25:1. At June 30, 2014, CFR was in compliance with the debt coverage ratio.

As of June 30, 2013, CFR had a revolving line of credit with Natienal Bank of Arizona, which matured
during December 2013. Interest is payable monthly at the prime rate of interest (3.25% at June 30,
2013). If CFR defaults on any terms of the note, the interest rate increases to the prime rate plus 18%.
The line of credit is primarily collateralized by a deed of trust. The outstanding balance at June 30,
2013 was $607,888. Under the terms of this agreement, CFR is required to maintain a debt service
coverage ratio of at least 1.25:1. At June 30, 2013, CFR was in compliance with the debt service
coverage ratio.

CFR has a portfolio loan account with Morgan Stanley Bank, N.A., which is collateralized by
investments held by Morgan Stanley. Interest is payable monthly at 3.65%. The outstanding balance
at June 30, 2014 and 2013 was $320,000 and $320,000, respectively.

TNS has a $25,000 line of credit with Compass Bank. This line of credit requires interest payments on
the outstanding balance at a variable annual interest rate which was 5.75% at June 30, 2014 and
2013. The outstanding balance at June 30, 2014 and 2013 was $17,832 and $22,082, respectively.

Capital Leases Payable

CFR is obligated under capital leases. At June 30, 2014 and 2013, the total cost of office equipment
under these leases is $76,296 and accumulated depreciation is $57,359 and $40,470, respectively.

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

10. Capital Leases Payable, Continued
The capital leases payable consists of the following at June 30,:

2014 2013
CFR capital lease, Bank of the West, $929 per month
including interest through July 2016; collateralized by office  § 20,265 § 28,787
CFR capital lease, Insight Global Finance, $1,105 per month
including interest through March 2014; collateralized by
computer equipment. - 8,422
Net minimum lease payments 20,265 37,209
Capital leases payable, current portion {(9,482) (17,004)
Capital leases payable, non-current portion 3 10,783 % 20,205

The future maximum lease payments due under these capital leases are:

2015 $ 11,147
2016 11,147
2017 929
Total lease payments 23,223
Less imputed interest (2,958)
Net minimum lease paymenis $ 20,265

11. Long-Term Debt

Long-term debt consists of the following at June 30,
2014 2013

W INVHgaye payduie W d 11danuial mEsUidaein, aue 1l
monthly instaliments of $3,053 through February 2013,
including interest at 5.75%, collateralized by a deed of trust.
The mortgage was refinanced during August 2012 when the
maturity was extended to August 2027 and the interest rate
was changed fo 4.99%. The mortgage payable was
refinanced during May 2014 with the note payable described
below. $ - $ 368,004

CFR note payable to a financial corporation, due in monthly
installments of $1,338 through March 2016, including interest
at 5767%, collateralized by buildings and accounts
receivable. The note payable was refinanced during May
2014 with the note payable described below, - 146,916

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

11. Long-Term Debf, Continued

2014 2013
TNS note payable, due in monthly instaliments of $2,375 with
a finat balloon payment of $212,824 due March 2018,
including interest of 6.267%, collateralized by deed of trust.
The note was repaid during the year ended June 30, 2014
with proceeds fram the Angel Charity grant discussed in Note
8. - 247 359
CFR note payable, due in monthly installments of $3,907
through April 2029, including interest at 4.750%, collaterized
by a deed of trust on real property. 456,464 -
Total long-term debt 456,464 762,369
Less current portion (25,761) (83,036)
Non-current portion $ 430,703 $ 679,333
Principal maturities of long-term debt are as follows at June 30, 2014:
2015 $ 25,761
2016 27,011
2017 28,322
2018 29,697
2019 31,139
Thereafter 314,534
$ 456,464

12. Contracts with Governmental Agencies

Revenue from contracts with governmental agencies consists of the following for the years ended
June 30,:

2014 2013

Arizona Department of Economic Security $ 7317775  $ 6,264,757
Arizona Department of Education 5,067,953 4,499 272
Arizona First Things First 3,217,056 2,933,099
United Way First Things First 2,921,521 2,854,735
Arizona Department of Health Services 1,120,272 878,564
U.S. Department of Health and Human Services 655,540 536,187
Other government contracts 71,247 126,087
Pima County 62,393 60,448

Total contracts with governmental agencies $ 20333757 $ 18,153,149

See independent auditors’ report.
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13.

14,

15.

16.

CHILD & FAMILY RESCURCES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

Special Events
Special event activities consist of the following for the years ended June 30,:

2014 2013
Revenue 3 48,255 % 44 845
Expense (20,096) (24,074)
Net revenue $ 28159 & 20,771

Operating Leases

CFR has 9 facility and 9 office equipment leases for their programs and administrative offices under
non-cancelable, long-term operating leases with various expirations through May 2019. Two of the
leases contain a one-year renewal. All of the facility leases allow cancellation with 30 to 90 days
notice if CFR can prove loss of grant funding for programs operated out of those locations. TNS
leases a copier under an operating lease with an expiration date of July 20, 2014. During the vears
ended June 30, 2014 and 2013, total rent and usage expense under these agreements was $425,112
and $421,076, respectively.

Future minimum lease payments under these leases are as follows at June 30,

2015 $ 349,860
2016 300,644
2017 98,705
2018 33,325
2019 27,269

3 809,803

CFR has two sublease agreements to rent out a portion of its facilities. Total sublease income during
the years ended June 30, 2014 and 2013 was $31,640 and $27,430, respectively.

Contingent Liabilities

The Organization participates in a number of federal, state and local grant programs. A significant
reduction in the level of this support, if it were to occur, would have a material effect on the programs
and activities of the Organization. The governmental funding is subject to compliance audits by the
respective governmental agencies. Assessments from such audits, if any, are recorded when the
amounts of such assessments are reasonably determinable. Some of the governmental contracts are
also subject to termination for convenience clauses. The Organization has received no such
termination notices.

Post-Employment Benefits

In September 2004, CFR entered into an agreement whereby it would pay certain post-employment
benefits to a former officer for recognition of years of service. A medical benefit in the amount of
$3,000 per year is due until the death of the former officer. In July 2014, the former officer passed
away.

See independent auditors’ report.
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18.

CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ending June 30, 2014 and 2013

Retirement Plan

CFR has a 401(k) and defined confribution pension plan. The plan allows eligible employees to
contribute a portion of their wages on a pretax basis into the plan. The plan also allows for
discretionary matching and/or profit sharing contributions by CFR. CFR confributed $37,743 and $-0-
to the plan during the years ended June 30, 2014 and 2013, respectively.

Subsequent Events

The Organization was unaware of any subsequent events as of December 16, 2014, the date the
consolidated financial statements were available to be issued.

See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY
CONSOLIDATING STATEMENT OF FINANCIAL POSITION

Current assets:
Cash and cash equivalents
Grants and accounts receivable
Investments
Note receivable, related party
Prepaid expenses

Total current assets

Property and equipment, net
Other assets

Total assets

June 30, 2014

Current liabilities:
Accounts payable
Accrued expenses
Note payable, related party
Lines of credit
Capital leases payable, current portion
Deferred grant obligation, current portion
Long-term debt, current portion

Total current liabilities

Capital leases payable, non-current portion
Deferred grant obligation, non-current portion

Long-term debt, non-current portion

Total liabilities

Net assets:
Unrestricted:
General operating
Investment in property and equipment

Total unrestricted net assets
Temporarily restricted
Total net assets

Total liabilities and net assets

ASSETS
Child & Family Tucson
Resources, Nursery Eliminating
Inc. Schools, Inc. Entries Total
$ 378,701 $ 23993 % - 402,694
3,298,959 38,169 - 3,337,128
608,382 - - 608,382
103,000 - (103,000) -
66,243 - - 66,243
4,455,285 62,162 (103,000} 4.414 447
2,482,650 450,865 - 2,933,615
47,651 83 - 47,734
$ 6085586 % 513110 $ (103,000} 7,395,696
LIABILITIES AND NET ASSETS
$ 977417 % 8880 % - 986,297
687,216 15,076 - 702,292
- 103,000 {103,000} -
946,492 17,832 - 964,324
9,482 - - 9,482
- 24,144 - 24,144
25,761 - - 25,761
2,646,368 168,932 (103,000} 2,712,300
10,783 - - 10,783
- 163,153 - 193,153
430,703 - - 430,703
3,087,854 362,085 (103,000) 3,346,939
1,852,581 (82,543) - 1,770,038
2,005,921 233,568 - 2,239,489
3,858,602 151,025 - 4,009,527
39,230 - - 39,230
3,897,732 151,025 - 4,048,757
$ 6,0985586 % 513,110 $ {103,000} 7,395,696

Supplementary Information.
See independent auditors’ report.
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CHILD & FAMILY RESOURCES, INC. AND SUBSIDIARY
CONSOLIDATING STATEMENT OF FINANCIAL POSITION

Current assets:
Cash and cash equivalents
Grants and accounts receivable
Investments
Note receivable, related party
Prepaid expenses

Total current assets

Property and equipment, net
Other assets

Total assets

June 30, 2013

Current liabilities:
Accounts payable
Accrued expenses
Note payable, related party
Lines of credit
Capital leases payable, current portion
Long-term debt, current portion

Total current liabilities

Capital leases payable, non-current portion
Long-term debt, non-current portion

Total liabilities

Net assets:
Unrestricted:
General operating
Investment in property and equipment

Total unrestricted net assets
Temporarily restricted

Total net assets

ASSETS
Child & Family Tucson
Resources, Nursery Eliminating
Inc. Schools, Inc. Entries Total
3 123,249 § 33,158 % - 156,407
3,051,944 39,261 - 3,091,205
539,612 - - 539,512
105,000 - (105,000} -
192,847 - - 192,847
4,012,552 72,419 (105,000) 3,979,971
2,628,079 467,206 - 3,095,285
45,651 1,256 - 46,807
$ 6686282 $ 540881 §  (105,000) 7,122,163
LIABILITIES AND NET ASSETS
3 971621 § 6,184 § - 977,805
592,366 13,225 - 605,591
- 105,000 (105,000) .
927,888 22,082 - 949,970
17.004 - - 17,004
69,627 13,409 - 83,036
2,578,506 159,900 (105,000) 2,633,406
20,205 - - 20,205
445,383 233,950 - 679,333
3,044,094 393,850 {105,000) 3,332,944
1,421,892 {72,816} - 1,349,176
2,075,860 219,847 - 2,295,707
3,497,852 147,031 - 3,644,883
144,336 - - 144,336
3,642,188 147,031 - 3,789,219
$ 60686282 § 540881 § (105,000) 7,122 163

Total liabilities and net assets

Supplementary Information.
See independent auditors’ report.
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