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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Hope House Day Care Center, Inc.
Memphis, Tennessee

We have audited the accompanying financial statements of Hope House Day Care Center, Inc.
(a nonprofit organization), which comprise the statement of financial position as of June 30,
2015, 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
misstatements.

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 Hope House Day Care Center, Inc. as of June 30, 2015, 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.

Report on Summarized Comparative Information

We have previously audited the Hope House Day Care Center, Inc.’s 2014 financial statements,
and we expressed an unmodified audit opinion on those audited financial statements in our
report dated September 26, 2014. In our opinion, the summarized comparative information
presented herein as of and for the year ended June 30, 2014, is consistent, in all material
respects, with the audited financial statements from which it has been derived.

Wa%»af i huridl, Ppp e

Memphis, Tennessee
September 29, 2015



HOPE HOUSE DAY CARE CENTER, INC.

STATEMENT OF FINANCIAL POSITION

June 30, 2015 (with Comparative Totals for 2014)

Current Assets
Cash and cash equivalents
Grants receivable
Other receivables

Pledges receivable - current, net of allowance for doubtful accounts

Investments
Prepaid expenses
Total current assets

Property and equipment, net of accumulated depreciation

Other Assets
Pledges receivable - long term

Total assets

Liabilities and Net Assets

Assets

Current Liabilities
Accounts payable
Accrued expenses

Total current liabilities

Net Assets
Unrestricted
Operating
Board-designated endowment fund
Property and equipment
Total unrestricted net assets

Temporarily restricted
Total net assets

Total liabilities and net assets

2015 2014

$ 100,162 $ 114,402
67,263 32,568
2,337 14,675
21,765 30,440
664,209 644,466
34,267 26,792
890,003 863,343
654,386 677,809

- 2,500

$ 1,544,389 $ 1,543,652
$ 12480 $ 4,566
3,123 12,676
15,603 17,242
198,490 182,385
114,080 71,877
654,386 677,809
966,956 932,071
561,830 594,339
1,528,786 1,526,410
$ 1,544,389 $ 1,543,652

The accompanying notes are an integral part of the financial statements.
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HOPE HOUSE DAY CARE CENTER, INC.

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2015 (with Comparative Totals for 2014)

Revenues
Donations

Special events revenue
Less: Costs of direct benefits to donors
Net revenues from special events

Private grants

Public grants

Project revenue

Change in market value of investments

Interest and dividend income

Interest income

Miscellaneous income

Net assets released from restrictions
Total revenues

Expenses
Program services
Management and general
Fundraising
Total expenses
Change in net assets

Net assets, beginning of year

Net assets, end of year

Temporarily Total Total

Unrestricted Restricted 2015 2014
$ 383,732 % - $ 383,732 $ 404,118
54,686 - 54,686 92,759
(21,133) - (21,133) (48,713)
33,553 - 33,553 44,046
132,760 10,000 142,760 132,016
474,689 - 474,689 304,189
15,923 - 15,923 5,825
(61) (485) (546) 59,369
2,677 21,325 24,002 19,846
2,065 - 2,065 7,008
63,349 (63,349) - .
1,108,687 (32,509) 1,076,178 976,417
836,542 - 836,542 770,899
68,801 - 68,801 64,141
168,459 - 168,459 211,522
1,073,802 - 1,073,802 1,046,562
34,885 (32,509) 2,376 (70,145)
932,071 594,339 1,526,410 1,596,555
$ 966,956 $ 561,830 $ 1,528,786 $ 1,526,410

The accompanying notes are an integral part of the financial statements.
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For the Year Ended June 30, 2015 (with Comparative Totals for 2014)

HOPE HOUSE DAY CARE CENTER, INC.

STATEMENT OF FUNCTIONAL EXPENSES

Automobile and van
Client services
Depreciation

Direct fundraising
Dues and subscriptions
Event promotion
Insurance - general
Insurance - group
Other

Postage

Printing

Professional fees
Repairs and maintenance
Salaries and benefits
Supplies

Taxes - business
Taxes - payroll
Telephone

Training and seminars
Travel

Utilities

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

Program Management Total Total
Services and General Fundraising 2015 2014
$ 12,958 3 -8 - $ 12958 % 9,709
147,700 - - 147,700 130,492
26,297 6,201 3,722 36,220 34,832
- - 21,730 21,730 12,267
790 1,428 132 2,350 2,775
- - 1,261 1,261 4,730
5,876 3,768 1,104 10,748 10,199
7,127 16,380 2,965 26,472 12,454
3,427 357 19,277 23,061 19,831
42,623 15,994 16,870 75,487 86,018
17,739 2,731 1,057 21,527 9,944
468,257 15,672 79,240 563,169 598,230
55,468 957 9,844 66,269 47,975
30,369 1,117 5,773 37,259 37,965
4,968 1,434 1,485 7,887 9,430
3,518 693 2,574 6,785 4,013
2,064 44 130 2,238 1,701
7,361 2,025 1,295 10,681 13,997
$836,542 $ 68,801 $ 168,459 $1,073,802 $1,046,562
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HOPE HOUSE DAY CARE CENTER, INC.
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2015 (with Comparative Totals for 2014)

2015 2014

Cash Flows Provided By (Used For) Operating Activities:
Change in net assets $ 2,376 $ (70,145)
Adjustments to Reconcile Change in Net Assets
to Net Cash Provided By (Used For) Operating Activities:
Depreciation 36,220 34,832
Change in market value of investments 546 (59,369)
Changes in Operating Assets and Liabilities:
Increase (Decrease) in Cash and Cash Equivalents:

Grants receivable (34,695) (20,084)
Other receivables 12,338 2,316
Endowment pledges receivable - -
Pledges receivable 11,175 600
Prepaid expenses (7,475) (21,244)
Accounts payable 7,914 (236)
Accrued expenses (9,553) (9,574)
Total adjustments 16,470 (72,759)
Net cash provided by (used for) operating activities 18,846 (142,904)

Cash Flows From (Used For) Investing Activities:
Purchases of investments (79,016) (19,846)
Sales of investments 58,727 109,302
Purchases of property and equipment (12,797) (2,655)
Net cash from (used for) investing activities (33,086) 86,801
Net decrease in cash and cash equivalents (14,240) (56,103)
Cash and cash equivalents at beginning of the year 114,402 170,505
Cash and cash equivalents at end of the year $ 100,162 $ 114,402

The accompanying notes are an integral part of the financial statements.
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HOPE HOUSE DAY CARE CENTER, INC.
NOTES TO FINANCIAL STATEMENTS

June 30, 2015 and 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Nature of Operations

Hope House Day Care Center, Inc. (the “Organization”) was incorporated on June 17, 1994, as
a non-profit organization tax exempt as a public charity under Internal Revenue Code Section
501(c)(3). The purpose of the Organization is to provide day care and short-term respite care
for children infected with and affected by HIV/AIDS. The mission is to address the medical and
psychological needs of HIV affected children as well as the complicated social issues often
challenging their families.

Basis of Accounting and Financial Statement 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”).
Under the accrual basis of accounting, revenues are recorded as earned and expenses are
recorded at the time liabilities are incurred.

The Organization is required to report information regarding its financial position and activities
according to three classes of net assets. Accordingly, net assets of the Organization and
changes therein are classified and reported as follows:

Unrestricted Net Assets — Net assets that are not subject to donor-imposed stipulations.

Temporarily Restricted Net Assets — Net assets subject to donor stipulations that limit the use of
the donated assets. 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 reported in the statement of activities as net assets released from
restrictions.

Permanently Restricted Net Assets — Net assets subject to donor-imposed stipulations that they
be maintained permanently by the Foundation. There were no permanently restricted net assets
at June 30, 2015.

Contributions

Contributions are recognized as revenues when they are received or unconditionally pledged.
The Organization reports gifts of cash and other assets 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 purpose restriction is accomplished,
temporarily restricted net assets are reclassified to unrestricted net assets and reported in the
statement of activities as net assets released from restrictions. When a donor restriction expires
in the same year received, revenue is recognized as unrestricted net assets.



The Organization reports gifts of equipment or materials as unrestricted support unless donor
stipulations specify how the donated assets must be used. Gifts of long-lived assets with explicit
restrictions that specify how the assets are to be used and gifts of cash and other assets are
reported as restricted support. Absent explicit donor stipulations about how long those long-
lived assets must be maintained, the Organization reports expirations of donor restrictions when
the donated or acquired long-lived assets are placed in service.

Donated Services

Contributions of donated goods and services that create or enhance non-financial assets or that
require specialized skills, are provided by individuals possessing those skills, and would typically
need to be purchased if not provided by donation, are recorded at their fair market value in the
period received. In-Kind donations were $5,994 and $5,591 for the year ended June 30, 2015
and 2014, respectively. In addition, a substantial number of volunteers have donated significant
time to the Organization. No amounts have been recognized in the accompanying financial
statements for these services because the criteria for recognition of such volunteer efforts have
not been satisfied.

Use of Estimates

The preparation of the Organization’s financial statements in conformity with accounting
principles generally accepted in the United States requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

Functional Expense Allocation

The cost of providing various programs and supporting services have been reported on a
functional basis in the statement of functional expenses. Accordingly, certain costs have been
allocated among the programs and supporting services based on estimates made by
management.

Concentrations and Credit Risks

The Organization’s credit risks relate primarily to cash and cash equivalents and receivables.
The Organization’s cash balances at a bank are insured by the FDIC up to an aggregate of
$250,000.

Revenues are comprised primarily of donations and grants received from donors. The
Organization received 39% of its contributions from two donors and 38% of its contributions from
two donors for the years ended June 30, 2015 and 2014, respectively.

Cash and Cash Equivalents

The Organization considers all highly liquid debt instruments purchased with an original maturity
of three months or less to be cash equivalents. The Organization has excluded cash and cash
equivalents held in investment accounts.



Accounts and Pledges Receivable

It is the policy of the Organization to report accounts and pledges receivable at net realizable
value. Management closely monitors outstanding accounts receivable and establishes an
allowance based on the collectability of each individual account.

Fair Value Measurement

The Organization applies U.S. GAAP for fair value measurements of financial assets and
liabilities that are recognized or disclosed at fair value in the financial statements on a recurring
basis. Fair value is defined as 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.

Investments

Investments in marketable securities with readily determinable fair values are reported at fair
value based on quoted market prices. Donated investments are recorded at the average fair
market value at the date of transfer. Gains and losses are reported in the statement of activities
as increases or decreases in unrestricted net assets, unless temporarily or permanently
restricted by the donor or by law.

Property and Equipment

Property and equipment are stated at cost or fair market value at the date of donation.
Purchases in excess of $500 are capitalized. Depreciation is computed over the estimated
useful lives of five to ten years using the straight-line method.

Income Taxes

The Organization is exempt from federal income taxes under Section 501(c)(3) of the Internal
Revenue Code. Accordingly, no provision for income taxes is included in the financial
statements. The Organization files an exempt organization return in the United States federal
jurisdiction. The federal returns for tax years 2011 and beyond remain subject to examination by
the taxing authorities.

Financial Statement Presentation

The financial statements include certain prior year summarized comparative information in total
but not by net asset class. Such information does not include sufficient detail to constitute a
presentation in conformity with generally accepted accounting principles. Accordingly, such
information should be read in conjunction with the organization’s financial statements for the
year ended June 30, 2014, from which the summarized information was derived.

Date of Management's Review

The Organization evaluated their June 30, 2015 financial statements for subsequent events
through September 29, 2015, the date the financial statements were available to be issued. The
Organization is not aware of any subsequent events which would require recognition or
disclosure in the financial statements.



NOTE 2 - PLEDGES RECEIVABLE

Pledges receivable consisted of the following at June 30:

2015 2014
Due in less than one year $ 21,565 $ 40,555
Due in one to five years 200 7,000
Allowance for doubtful accounts - (14,615)

$ 21,765 $ 32,940

NOTE 3 — INVESTMENTS

Investments consisted of the following at June 30:

2015 2014
Cash and cash equivalents $ 9,002 $ 19,372
Equity mutual funds 360,204 318,068
Fixed income mutual funds 295,003 307,026

$ 664,209 $ 644,466

Investments have been designated by the Board and donors as an endowment fund. See Note
7 for further details.

NOTE 4 — COMMITMENTS AND CONTINGENCIES

The Organization leases a printer under an operating lease. Rent expense was $927 for the
year ended June 30, 2015. Future minimum lease payments under the non-cancelable
operating lease are as follows for the years ending June 30:

2016 $ 2,004
2017 2,004
2018 2,004
2019 334

$ 6,346

NOTE 5 — FAIR VALUE MEASUREMENTS

Generally accepted accounting principles establish 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).
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The three levels of the fair value hierarchy under generally accepted accounting principles are
described below:

e 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.

e Level 2 — Inputs to the valuation methodology include:
1. Quoted prices for similar assets or liabilities in active markets;
2. Quoted prices for identical or similar assets or liabilities in active markets;
3. Inputs other than quoted prices that are observable for the assets or liability;

4. Inputs that are derived principally from or corroborated by observable market data
by correlation or other means

e Level 3 — Inputs to the valuation methodology are unobservable and significant to the
fair value measurement.

The asset’s 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.

There have been no changes in the methodologies used at June 30, 2015. The following is a
description of the valuation methodologies used for assets measured at fair value.

Mutual funds: Valued at the net asset value of units or shares held by the Organization at
year end.

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 result in a different fair value measurement at the reporting date.
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The following tables set forth by level, within the fair value hierarchy, the Organization’s assets

at fair value as of June 30, 2015 and 2014.

Assets at Fair Value as of June 30, 2015

Level 1 Level 2 Level 3 Total
Cash & Cash Equivalents $ 9,001 $ - 8 - $ 9,001
Equity Mutual Funds
DFA Real Estate Secs Port 32,997 - - 32,997
MFS Intl Value-I 39,167 - - 39,167
Oppenheimer Intl Growth Fd-Y 39,030 - - 39,030
Vanguard Growth Index Fd 85,405 - - 85,405
Vanguard Hig Div Yield In IV 84,738 - - 84,738
Vanguard M/C Grow 19,752 - - 19,752
Victory Sycamore Established Valu | 39,416 - - 39,416
Voya Midcap Opportunities-| 19,700 - - 19,700
Fixed Income Mutual Funds
Federated Total Return Bond 40,243 - - 40,243
Federated Ultra Short Fd-Inx 47,000 - - 47,000
Lord Abbett Income-I 40,280 - - 40,280
Lord Abbett Sht Dur Income-I 47,000 - - 47,000
PIMCO High Yield Fund- Instl 33,350 - - 33,350
Victory Fund for Income-| 46,815 - - 46,815
Western Asset Core Plus Bd-I 40,315 - - 40,315
Total investments at fair value $ 664,209 $ - 3 - $ 664,209

Assets at Fair Value as of June 30, 2014

Level 1 Level 2 Level 3 Total
Money market funds $ 19,372 % - $ - $ 19,372
Equity Mutual Funds
JP Morgan Large Cap Growth S| Fd 40,171 - - 40,171
American Century Growth Fund-Instl 40,066 - - 40,066
Invesco Diversified Dividend Fd CI R5 39,344 - - 39,344
MFS Value Fund CI | 39,245 - - 39,245
Invesco International Growth Fd CI R5 33,485 - - 33,485
MFS Resh Intl Fd CI | 33,090 - - 33,090
RS Small Cap Growth Fund 20,741 - - 20,741
American Century Small Cap Value Inst Cl 20,368 - - 20,368
JP Morgan Mid Cap Value Fd CI | 19,959 - - 19,959
Nationwide Geneva Mid Cap Growth 19,937 - - 19,937
Virtus Emerging Markets Opportunity-I 11,662 - - 11,662
Fixed Income Mutual Funds
Pimco Total Return Il Instl Fd Cl #153 76,895 - - 76,895
TCW Core Fixed Income Fund 61,418 - - 61,418
Fidelity Invst Grade Bd Portfolio 61,280 - - 61,280
JP Morgan Core Bond Fund CI S 61,176 - - 61,176
Templeton Global Bond Fund Adv 30,870 - - 30,870
Ivy High Income Fund CI | 15,387 - - 15,387
Total investments at fair value $ 644,466 % - % - $ 644,466
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NOTE 6 — PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at June 30:

2015 2014
Land $ 28,000 $ 28,000
Building and improvements 993,785 993,785
Leasehold improvements 43,484 43,484
Furniture and equipment 150,393 137,596
Vehicles 86,444 86,444

1,302,106 1,289,309
Less accumulated depreciation (647,720) (611,500)

$ 654,386 $ 677,809

NOTE 7 — TEMPORARILY RESTRICTED NET ASSETS

Net assets were temporarily restricted as follows at June 30:

2015 2014
Time restrictions - pledges receivable $ 2,200 $ 7,300
Education 559,630 587,039

$ 561,830 $ 594,339

Time restricted pledges of $5,100 and purpose restricted pledges of $58,249 were released
during the year ending June 30, 2015.

NOTE 8 - ENDOWMENT FUND

The Endowment Fund was established to assist with the financial security of the Organization.
It is the intent of the Board of Directors and the staff of the Organization to allow this fund to
grow without encroaching on either income or principal until the fund reaches a total value of
$1,000,000. The fund is available, however, if a financial emergency arises and money from
this fund is needed for operational or capital expenses. Any emergency encroachment would be
made only after approval by the Executive Director along with two members of the Board of
Directors.

Also included in the endowment is temporarily restricted investments donated for the purpose of
hiring an additional teacher for the daycare. Beginning on January 1, 2014, $40,000 adjusted
for inflation annually based upon the Consumer Price Index, will be available for distribution per
the Organization’s Education distribution plan. After the initial funding, if the income of the
endowment is insufficient to cover the $40,000 needed, principal can be used to cover the
shortfall subject to approval by the Organization’s Board of Directors. As the temporarily
restricted endowment fund balance increases over the $500,000 initial funding, the Organization
shall be permitted to draw additional amounts from the endowment fund. In no event shall any
annual distribution exceed 8% of the then current principal balance of the endowment fund.
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During 2015, $40,000 of the temporarily restricted investments was appropriated for the purpose
of paying an additional daycare teacher.

The endowment net asset composition by type of fund is as follows for the years ended June 30:

2015
Temporarily
Unrestricted Restricted Total
Donor-designated endowment funds $ - $ 550,129 $ 550,129
Board-designated endowment funds 114,080 114,080
$ 114,080 $ 550,129 $ 664,209
2014
Temporarily
Unrestricted Restricted Total
Donor-designated endowment funds $ - $ 572,589 $ 572,589
Board-designated endowment funds 71,877 - 71,877
$ 71,877 $ 572,589 $ 644,466

A reconciliation of the endowment fund’s beginning and ending balances is as follows for the

years ended June 30:

2015
Temporarily
Unrestricted Restricted Total
Endowment net assets,
beginning of year $ 71,877 $ 572,589 $ 644,466
Contributions 6,136 48,878 55,014
Investment Return
Dividends and interest 2,677 21,325 24,002
Change in market value (61) (485) (546)
Total investment return 2,616 20,840 23,456
Appropriations for Expenditure
Withdrawal (5,576) (44,424) (50,000)
Investment management fees (973) (7,754) (8,727)
Daycare teacher 40,000 (40,000) -
Endowment net assets, end of year $ 114,080 $ 550,129 $ 664,209
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2014

Temporarily
Unrestricted Restricted Total
Endowment net assets,
beginning of year $ 146,805 $ 527,748 $ 674,553
Investment Return
Dividends and interest 2,687 17,159 19,846
Change in market value 8,752 50,617 59,369
Total investment return 11,439 67,776 79,215
Appropriations for Expenditure
Withdrawal (85,000) (15,000) (100,000)
Investment management fees (1,367) (7,935) (9,302)
Endowment net assets, end of year $ 71,877 $ 572,589 $ 644,466

The fundamental guiding principle of the Organization’s investment policy for the endowment
fund is an emphasis on long term growth, with income production as a secondary emphasis.

The asset allocation guidelines for the endowment fund are as follows:

Asset Class Minimum Maximum
Equities 40% 70%
Fixed income 30% 60%
Cash and cash equivalents 0% 10%

Interpretation of Relevant Law

The Uniform Prudent Management of Institutional Funds Acts (“UPMIFA”) as enacted by the
State of Tennessee applies to all of the endowment funds of the Organization unless the donor
has specifically directed otherwise.  Management interprets UPMIFA as requiring the
preservation of the fair value of the original gift as of the gift date of the donor-restricted
endowment funds absent explicit donor restrictions to the contrary.

NOTE 9 — RETIREMENT PLAN

The Organization has a 403(b) retirement plan. The Organization contributes up to 2% of
employee’s salary to the plan annually. The Organization made contributions of $6,849 and
$8,885 for the years ended June 30, 2015 and 2014, respectively.
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