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Independent Auditor's Report

To the Board of Directors
A Grace Place Adult Care Center

We have audited the accompanying statements of financial position of A Grace Place Adult Care Center (hereafter the
“Organization”) as of June 30, 2008 and 2007, and the related statements of activities, functional expenses and cash
flows for the years then ended. These financial statements are the responsibility of the Organization’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 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 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
A Grace Place Adult Care Center as of June 30, 2008 and 2007, 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.

Madse Uguack: . ook * Jells (L

September 29, 2008

1800 Bayberry Court * Suite 104 * Richmond, Virginia 23226 * 804.249.5786 (v) * 804.249.5781 (f)

Members: Virginia Society of Certified Public Accountants © American Institute of Certified Public Accountants
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A Grace Place Adult Care Center

Statements of Cash Flows
Years ended June 30, 2008 and 2007

2008 2007
Cash Flows From Operating Activities
Change in net assets 39,250 $ 109,222
Adjustments to reconcile change in net assets to net cash
provided by operating activities:
Depreciation and amortization 121,057 124,247
Deferred rent (16,915) (16,915)
Unrealized loss (gain) on investments 1,576 (509)
Bad debts, net 5,789 1,533
Decrease (increase) in assets:
Accounts receivable (2,472) (51,483)
Unconditional promises to give (325) (5,182)
Prepaid rent (15,366) 20,051
Prepaid expenses 16,545 7,968
Increase (decrease) in liabilities:
Accounts payable (4,601) 32,038
Accrued expenses 12,861 4,399
Net cash provided by operating activities 157,399 225,369
Cash Flows From Investing Activities
Purchase of investments - (10,027)
Purchases of property and equipment (41,782) (98,284)
Net cash used in investing activities (41,782) (108,311)
Net increase in cash and cash equivalents 115,617 117,058
Cash and cash equivalents, beginning of year 259,462 142,404
Cash and cash equivalents, end of year 375,079 $ 259,462
Supplemental Disclosures of Cash Flow Information:
Interest paid 92 $ 433
Donations of property and equipment $ 46,189

See Notes to Financial Statements.




A Grace Place Adult Care Center

Notes to Financial Statements

Note 1—Nature of Activities and Significant Accounting Policies

Nature of activities: A Grace Place Adult Care Center (the Organization) is a non-stock, non-profit corporation, formed in
Virginia on October 9, 1969, to provide various programs of support, education, training, rehabilitation and recreation for
adults with disabilities and age-related conditions. The Organization has two divisions, Adult Day Care and Day Support
(referred to as “Connections”).

A summary of the Organization’s significant accounting policies follows:

Basis of accounting: The financial statements of the Organization are prepared under the accrual method of accounting.
Under this accounting method, income is recorded as earned and expenses are recorded as incurred.

Basis of presentation: The financial statement presentation follows the recommendations of the Financial Accounting
Standards Board in its Statement of Accounting Standards (SFAS) No. 117, Financial Statements of Not-for-Profit
Organizations. Under SFAS No. 117, the Organization is required to report information regarding its financial position
and activities according to three classes of net assets: unrestricted net assets, temporarily restricted net assets, and
permanently restricted net assets.

Unrestricted net assets are net assets that are neither permanently restricted nor temporarily restricted by donor-
imposed restrictions.

Temporarily restricted net assets result from contributions whose use is limited by donor-imposed stipulations that
either expire by passage of time or can be fulfilled and removed by actions of the Organization pursuant to these
stipulations. Net assets may be restricted for various purposes, such as use in future periods or for specified
purposes.

Permanently restricted net assets result from contributions that must be maintained by the Organization in perpetuity.
The Organization has no permanently restricted net assets.

Financial credit risk: The Organization maintains its cash in bank deposit accounts, which, at times, may exceed federally
insured limits. The Organization has not experienced any losses in such accounts, and the Organization believes itis not
exposed to any significant financial risk on cash.

Functional allocation of expenses: The costs of providing various programs and activities have been summarized on a
functional basis in the accompanying statements of activities. Accordingly, certain costs have been allocated among the
applicable programs.

Cash equivalents: The Organization considers all highly liquid investments with a maturity of three months or less when
purchased to be cash equivalents.

Accounts receivable: Accounts receivable are carried at original invoice amount less an estimate made for doubtful
receivables based on a review of all outstanding amounts on a monthly basis. Management determines the allowance for
doubtful accounts by identifying troubled accounts, and receivables are written-off when deemed uncollectible.
Recoveries of receivables previously written-off are recorded when collected. Substantially all of the Organization’s
accounts receivable are due from Medicaid.



A Grace Place Adult Care Center

Notes to Financial Statements

Note 1—Nature of Activities and Significant Accounting Policies (Continued)

Unconditional promises to give: Promises to give are recognized when the donor makes a promise to give to the
Organization that is, in substance, unconditional. At June 30, 2008 and 2007, all promises to give are considered
collectible within one year.

Investments: The Organization follows SFAS No. 124, Accounting for Certain Investments Held by Not-for-Profit
Organizations. This Statement requires that investments in equity securities with readily determined fair values and all
investments in debt securities be measured at fair value in the statements of financial position. The investments held at
June 30, 2008 and 2007 were as follows:

_ : 2008 2007
I-Shares TR S&P 500 Index Fund (70 shares)
Cost $ 10,027 $ 10,027
Fair value 8,960 10,536
Unrealized gain (loss) $ (1,067) $ 509

The unrealized gain (loss) on the aforementioned investments of ($1,576) and $509 for the years ended June 30, 2008
and 2007, respectively, are reflected in the accompanying statements of activities in “interest and other income”.

Property and equipment: Property and equipment are capitalized according to original cost or at fair value, if donated.
Depreciation is computed using the straight-line method over estimated useful lives of the depreciable assets, as follows:

Years
Furniture and office equipment 3-8
Leasehold improvements ’ 10-15
Vehicles 5

Capitalized leased equipment and leasehold improvements are amortized over the shorter of their estimated useful lives
or the term of the lease. Amortization of leased property and equipment is included in depreciation and amortization.
When assets are retired or otherwise disposed of, the cost and related accumulated depreciation are removed from the
accounts, and any resulting gain or loss is recognized in the statement of activities for the period. The cost of
maintenance and repairs is charged to expense as incurred; significant renewals and betterments are capitalized.

Valuation of long-lived assets: The Organization accounts for the valuation of long-lived assets under Statement of
Financial Accounting Standards (SFAS) No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. SFAS
No. 144 requires that long-lived assets and certain identifiable intangible assets be reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability
of the long-lived asset is measured by a comparison of the carrying amount of the asset to future undiscounted net cash
flows expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be
recognized is measured by the amount by which the carrying amount of the assets exceeds the estimated fair value of the
assets. Assets to be disposed of are reportable at the lower of carrying amount or fair value, less cost to sell.

-10-



A Grace Place Adult Care Center

Notes to Financial Statements

Note 1—Nature of Activities and Significant Accounting Policies (Continued)

Deferred rent: The Organization records rent related to its operating leases in accordance with SFAS No. 13, Accounting
for Leases, as amended, that requires rent expense to be recorded on a straight-line basis over the life of the lease. Rent
expense in excess of rental payments is recognized as deferred rent.

Donated labor and materials: The Organization received $62,507 and $65,845 in donated labor from volunteers and
$5,965 and $3,877 in donated supplies for the years ended June 30, 2008 and 2007, respectively. The Organization
uses market hourly rates to determine the value of donated labor and values donated supplies at fair market value.
During 2008 and 2007, respectively, the Organization also received approximately 540 and 370 hours of service from
volunteers, which do not meet the requirements for recognition in the accompanying financial statements.

Revenue and support: The Organization received substantially all of its public support from the Richmond metropolitan
community and is substantially dependent on continued government reimbursement programs. All revenue is recognized
when earned.

Program service revenue is recorded at the Organization’s established rates with contractual adjustments deducted, if
any, to arrive at program service revenue. The Organization has agreements with third-party payers which provide for
reimbursement to the Organization at amounts different from its established rates. The primary program is Medicaid,
which accounted for approximately 65% and 62% of total program service revenue and other revenue and support for the
years ended June 30, 2008 and 2007, respectively.

Contributions received with donor-imposed restrictions that are met in the same year in which the contributions are
received are classified as unrestricted contributions.

Income taxes: The Organization is generally exempt from federal and state income taxes under Section 501 (c)(3) of the
Internal Revenue Code as evidenced in its IRS determination letter dated January 18, 2001.

Use of estimates: The preparation of financial statements in accordance 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
reported amount of revenues and expenses during the reported period. Actual results could differ from those estimates
and assumptions. '

Reclassifications: Certain amounts in the 2007 financial statements have been reclassified to conform to presentations
adopted in 2008.

Note 2— Lines of Credit
The Organization has a $100,000 line of credit with a commercial bank at an interest rate of Prime (5% at June 30, 2008).
In addition, the Organization maintains a $25,000 line of credit for computer purchases with a vendor bearing interest at a

variable rate (13.99% at June 30, 2008). There were no outstanding balances on these lines of credit as of June 30,
2008 and 2007.

11 -



A Grace Place Adult Care Center

Notes to Financial Statements

Note 3—Temporarily Restricted Net Assets

As of June 30, 2008 and 2007, net assets were temporarily restricted for the following purposes:

2008 2007
Time restriction to be used for operations during the years
ending June 30, 2008 and 2007, respectively $ 76,843 $ 76,517
Time and donorimposed restrictions to be used for art programs 4,808 11,095
Donor imposed restriction for capital expansion 5,000 -
Other temporarily restricted net assets 1,134 2,085

$ 87,785 § 89,697

Note 4—Net Assets Released From Restrictions

During the years ended June 30, 2008 a.nd 2007, net assets released from restrictions were as follows:

2008 2007
Expiration of ime restrictions $ 76517 $ 71335
Satisfaction of art program restrictions 11,095 5,886
Satisfaction of other restrictions 2,085 1,954

$ 89697 § 79,175

Note 5—Retirement Plans

The Organization provides a tax deferred annuity arrangement (the 403(b) Plan) qualified under Internal Revenue Code
Section 403(b), which covers all eligible, regular full-time, and eligible part-time employees. Participants may elect to
defer a portion of their salary to the 403(b) Plan in accordance with annual limitations. Additionally, after the first year of
employment, the Organization may elect to contribute the lesser of 2% of each participant's base wages or 50% of the
employee’s voluntary contributions to the Plan. The sum of the Organization's contributions and eligible employee
contributions may not exceed the lesser of 25% of each employee’s compensation or $30,000 annually. During the year
ended June 30, 2008, the Organization contributed $4,990 to the 403(b) Plan in matching contributions (none in 2007).

The Organization also participates in an affiliated agency noncontributory multi-employer pension plan, sponsored and
administered by the United Way of Greater Richmond (the Pension Plan). Effective July 1, 2007, participants in the
Pension Plan are limited to those employees over 50 years of age. The actuarial present value of vested and non-vested
accumulated plan benefits and net assets available for benefits are not determined for the affiliated participating
agencies.

Effective January 1, 2008, the Organization received notification that the Pension Plan will be terminated in 2012 and that
employer contributions through 2012 shall be required at 5% of eligible employee compensation (approximately 6
employees). Forthe year ended June 30, 2008, the Organization contributed $12,735 to the Pension Plan. Forthe year
ended June 30, 2007, the Pension Plan was overfunded; therefore, there was no pension expense recorded. See Note
7.

-12-



A Grace Place Adult Care Center

Notes to Financial Statements

Note 6—Operating Leases

The Organization leases space under operating lease agreements that expire in July 2012. The leases are subject to
rent increases annually. The Organization also leases two copiers under operating lease agreements that expire in
September 2009 and July 2011.

Future minimum annual rent payments for all operating leases are as follows:

Years Ending June 30, ‘ Amount
2009 $ 228836
2010 231123
2011 232,818
2012 235,584
2013 59,147

Total rent expense for 2008 and 2007 was $200,218 and $195,845, respectively, and is included in the accompanying
statements of functional expenses in “Occupancy”. Total equipment rent expense was $9,456 for each of the years
ended June 30, 2008 and 2007 and is included in the accompanying statements of functional expenses in “Equipment
maintenance”.

Note 7—Subsequent Event
In September 2008, the Pension Plan (see Note 5) was terminated by the United Way of Greater Richmond effective

December 31, 2008. Accordingly, as of January 1, 2009, all of the Organization’s participants in the Pension Plan are
eligible to receive employer matching contributions in the Organization’s 403(b) Plan.

-13-



