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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Our Family Services, inc.

We have audited the accompanying statements of financial position of Our Family Services, Inc. (a
nonprofit organization) as of June 30, 2007 and 2006 and the related statements of activities 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
audit.

We conducted our audits in accordance with auditing standards generally accepted inthe United States
of America and the standards applicable to financial audits contained in Government 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 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 Our Family Services, Inc. as of June 30, 2007 and 2006 and the changes in its net
assets and its cash flows for the years then ended in conformity with generally accepted accounting
principles accepted in the United States of America.

in accordance with Government Auditing Standards, we have also issued a report dated October 22,
2007 on our consideration of Our Family Services, Inc.'s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts 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
the 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.

%dw{j, séhrctd -+ fj}guz:/), 2L _

October 22, 2007

4783 E. Camp Lowel Drive * Tucson, Arizona 85712 * 520-545-0500 * fax 520-545-0555




OUR FAMILY SERVICES, INC.

STATEMENTS OF FINANCIAL POSITION

Current assets:
Cash and cash equivalents
Contracts and grants receivable
Other receivables

Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Other assetls

Total assets

Current fiabilities:
Accounts payable
Accrued payroll
Other accrued expenses
Lines of credit
Notes payable, current portion

Total current fiabilities
Notes payable, non-current portion
Total liabilities

Net assets:
Unrestricted:

Expended for property and equipment

Available for operations

Total unrestricted net assets
Temporarily restricted
Permanently restricted

Total net assets

June 30, 2007 and 2006

ASSETS
2007 2006
$ 64033 § 100372
507,054 623577
1,140 2,994
24 417 29,608
686,644 756,551
1,398,787 1,438,395
; 1,833
$ 2085431 $ 2,196,779
" LIABILITIES AND NET ASSETS
2007 2006
$ 176240 § 222508
112,205 133,234
8.468 8,195
217.973 151261
59,621 35,794
574,507 550,992
969,224 918,076
1,543,731 1,469,068
369,042 484 525
38.822 96,269
408 764 580,794
100,936 114,917
32,000 32,000
541,700 727,711
$ 2085431 §$ 2196779

Total liabilities and net assets

See accompanying notes and independent auditors’ report.
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OUR FAMILY SERVICES, INC.

STATEMENT OF ACTIVITIES
For the year ended June 30, 2007

Temporarily Permanently
. _ Unrestricted Restricted Restricted Total
Revenues, gains and other support:
Government contracts $ 3818268 § - $ - $ 3,818,268
Contributions and grants 120,027 183,350 - 303,377
Program service fees 166,244 - - 7 156,244
United Way 68,669 - - 68,669
Other support and revenue 29,576 - - 29,576
Special events, net : 15,657 - - 16,657
Rental income 9,570 - - 9,570
Interest income 226 - - 226
Loss on disposal of property and equipment (4,422) - - (4,422)
Net assets released from restrictions 197,331 (197,331}, - -
Total revenues, gains and other support 4,411,146 (13,981) - 4 397,165
Expenses:
Program services 3,671,895 - - 3,671,885
Management and general 717,649 - - 717,649
Fund-raising 183,632 - - 193,632
Total expenses 4,583,176 - - 4,583,176
Change in net assets ‘ (172,030) (13,981} - (186,011)
Net assets, beginning of year 580,794 114,917 32,000 727,711
Net assets, end of year $ 408,764 100,936 $ 32,000 § 541,700

See accompanying notes and independent auditors’ report.
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OUR FAMILY SERVICES, INC.

STATEMENT OF ACTIVITIES
For the year ended June 30, 2006

Temporarily Permanently
Unrestricted Restricted Restricted Tota!
Revenues, gains and other support:
Government contracts $ 3,979,149 § - $ - $ 3,879,149
Contributions and grants 156,065 75,488 - 231,553
Program service fees 186,118 - : - 186,119
United Way 74705 - - 74,705
Other support and revenue 68,341 - - 68,341
Special events, net 11,373 - - 14,373
Rental income 6,625 - - 6,625
Interest income 1,603 - - - 1,603
Gain on disposal of property and equipment 605 - - 605
Net assets released from restrictions 92,854 (92,854) - -
Total revenues, gains and other support 4 577,439 (17,366} - 4,560,073
Expenses:
Program services 3,856,185 - - 3,856,185
Management and general 730,084 - - 730,094
Fund-raising 172,882 - - 172,882
Total expenses 4,759,161 - - 4,758,161
Change in net assets (181,722) (17,366) - {199,088)
Net assets, beginning of year 762,516 132,283 32,000 926,799
Net assets, end of year $ 580,794 § 114917 3§ 32000 9% 727,711

See accompanying notes and independent auditors’ report.
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OUR FAMILY SERVICES, INC.

STATEMENTS OF CASH FLOWS

For the years ended June 30, 2007 and 2006

Cash flows from operating activities:
Change in net assets
Adjustments to reconcile change in net assets
to net cash used in operating activities:
Depreciation
Loss (gain) on disposal of property and equipment
Changes in operating assets and liabilities:
Contracts and grants receivable
Pledges receivable
Other receivables
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued payrolt
Other accrued expenses
Custodial liabilities

Total adjustments
Net cash used in operating activities

Cash flows from investing activities:
Purchases of property and equipment
Proceeds from disposal of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Borrowings on line of credit, net
Advances on notes payable
Principal repayments on notes payable

Net cash provided by financing activities
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

2007 2006
$ (186,011) §$  (199,088)
85,534 66,496
4,422 (605)
26,523 (52,998)
- 40,000
1,854 15,875
5,191 (7 A7)
1,833 3,285
(46,268) 108,307
(21,029) 23,898
273 (72,150)
- (21,633)
58,333 103,000
(127,678) (96,088)
(50,348) (131,299)
- 1,453
(50,348) (129,846)
66,712 151,261
125,000 -
(50,025) (31,042)
141,687 120,219
(36,339) (105,715)
100,372 206,087
$ 64033 $ 100372
$ 99104 S 76,199

See accompanying notes and independent auditors’ report.
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OUR FAMILY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

Organization

Our Family Services, Inc. (formerly Our Town Family Center, Inc.) (the Organization) is a successor
nonprofit organization resuliing from the merger offective November 1, 2005 between Farnily
Counseling Agency of Tucson, Inc. and Our Town Family Center, Inc. The merger has been
accounted for as if it were a pooling of interest effective November 1, 2005.

The Organization is dedicated to providing services to families in transition, including crisis
intervention, long-term counseling, mediation, runaway teen shelter, and prevention education as well
as improving the quality of life by offering services in several areas including counseling, case
management and shopping for the eiderly.

Summary of Significant Accounting Policies

Basis of Presentation and Accounting

The financial statements of the Organization have been prepared on the accrual basis of accounting
and, accordingly, reflect all significant receivables, payables, and other liabilities. Revenue is
recognized when earned and expenses when incurred.

Financial Statement Preseniation

The Organization reports 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) based upon the existence or absence of donor-imposed restrictions.
e Unrestricted net assets - Net assets that are not subject to donor-imposed stipulations.

« Temporarily restricted net assets - Net assets 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 reciassified to unrestricted net assets and reported
in the statement of activities as net assets released from restrictions. The Organization had
$100,936 and $114,917 in temporarily restricted net assets at June 30, 2007 and 20086,
respectively.

« Permanently restricted net assets - Net assets subject to donor-imposed stipulations that they be
maintained permanently by the Organization. The Organization had $32,000 in permanently
restricted net assets at June 30, 2007 and 2006.

Public Support and Revenue

Al contributions are considered to be available for unrestricted use unless specifically restricted by
the donor. Grants and other contributions of cash and other assets are reported as temporarily
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.

Contributions of donated noncash assets are recorded at their fair values in the period received.
Contributions of donated services that create or enhance nonfinancial assets or that require
specialized skills, which are provided by individuals possessing those skills, and would typically need
to be purchased if not provided by donation, are recorded at their fair values in the period received.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Organization considers all unrestricted cash and
highly liquid investments with a maturity of three months or less to be cash equivalents. Cash
balances are maintained at one financial institution. The balances are insured by the Federal Deposit
insurance Corporation up to $100,000. At June 30, 2007 and 20086, the Organization had no
uninsured cash balances.




OUR FAMILY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

o summary of Significant Accounting Policies. Continued

Property and Equipment

Property and equipment is stated at cost or fair market vaiue if donated. The costs of maintenance, .
repairs and minor renewals are charged to expense in the year incurred. When items are retired or
disposed of, the cost and accumulated depreciation are removed from the accounts and any gain or

loss is included in the statement of activities.

Property and equipment with an expected useful life of more than one year and an acquisition cost of
$500 or more per unit are capitalized and depreciated over the expected useful fives of the assets
using the straight-line method of depreciation. All other equipment is expensed in the period it is
acquired, Depreciation is caiculated using the straight-line method over the estimated useful fives as

follows:
Buildings and improvements 7-40 years
Furniture and equipment 3-7 years
Vehicles 5 years

Functiona] Expenses

The Organization allocates its expenses on a functional basis among its programs and support
services. Expenses that can be identified with a specific program or support service are allocated
directly according to their natural expenditure classification. Other expenses that are common to
several functions are allocated by other reasonable methods.

Income_Taxes

The Organization is exempt from income taxes under both Federal (Internal Revenue Code Section
501(c)(3)) and Arizona income tax laws, and is classified as other than a private foundation under
IRC Section 509(a)(1).

Estimaies

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

Advertising Costs

The cost of advertising is expensed when incurred or when the first advertising takes place. The
Organization does not participate in direct-response advertising, which requires the capitalization and
amortization of related cost.

3. Merger

On November 1, 2005, Our Town Famity Center, inc. (OTFC) and Family Counseling Agency of
Tucson, Inc. (FCA) completed a merger of their operations. As a result of the merger, the combined
organization has been renamed Our Family Services, Inc. The merger was accounted for as if it were
a pooling of interests.

The accompanying financial statements reflect the pooled assets, liabitities and net assets of the two
entities at June 30, 2006 and the revenues, gains, other support, functional expenses and changes in
net assets for the fiscal year ended June 30, 2006 as if the merger were effective July 1, 2005. There
were no material transactions between OTFC and FCA prior to the merger and there were no
material adjustments to conform the accounting policies of the combining organizations.




OUR FAMILY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

3. Merger, Continued

Summarized results of operations of OTFC and FCA for the p
_2005, the date of acquisition, are:

Revenue
Change in net assets

4. Contracts and Grants Receivable
At June 30, 2007 and 2008, contracts and grants recei

Arizona Department of Economic Security
Pima Health Systems

Community Partnership of Southern Arizona
Arizona Supreme Court of Pima County
Pima County Community Services

City of Tucson

Pima County Outside Agencies

Other contracts and grants receivable

Total contracts and grants receivable

The Organization uses the allowance method to account
receivable. At June 30, 2007 and 2006, the ba
$94,743 and $73,630, respectively, of amounts ovel
contracts and grants receivable are
was $-0- at June 30, 2007 and 2006.

eriod from July 1, 2005 to November 1,

vable consisted of:

OTFC FCA
$ 950,901 % 665,530
56,994 (41,855)
2007 2008
$ 194373 § 244,047
79,328 73,605
78,285 46,813
40,193 37113
29,164 17,821
26,588 32,289
13,645 24810
135,478 147,079
$ 597,054 $ 623,577

for uncollectible contracts and grants

tance of contracts and grants receivable included
r ninety days past due. Management believes ail
collectible and therefore, the

allowance for uncoliectible accounts

5. Property and Equipment
At June 30, 2007 and 2006, property and equipment consisted of:
2007 2006
~land $ 278,000 $ 278,000
Buildings and improvements 1,330,257 1,319,163
Furniture and equipment 287,596 326,912
Vehicies 15,559 15,559
Total property and equipment 1,911,412 1,939,634
Less accumulated depreciation (512,625) {601,239)
Property and equipment, net $ 4398787 3§ 1,438,395
8. Lines of Credit

At June 30, 2008, the Org
revolving line of credit was
prime rate. The second revolving line of credit was for
principal at the bank's prime rate pius 3%. (Prime was 8.25%
of credit were collateralized by the Organization’s contracts
outstanding balance on the lines of credit at

anization had two revolving line

10

for $100,000 and beared interest on the

One
unpaid principal at the bank's

s of credit with different banks.

$75,000 and beared interest on the unpaid

at June 30, 2006). Both revolving lines
and grants receivable. The combined

June 30, 2006 was $151,261.
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OUR FAMILY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

6. Lines of Credit, Continued

During the year ended June 30, 2007, both credit lines were repaid to the issui
credit line of $250,000 was secured upon developing a bank
The new line of credit bears interest at the bank’s prime rate
Organization's contracts and grants receivable and equipmen

ing relationship

ng banks when a new
with a different bank.
plus 1.5% and is collateralized by the
t The entire unpaid principal balance

plus accrued interest is due August 30, 2007. (Prime was 8.25% at June 30, 2007). The outstanding
balance at June 30, 2007 was $217,973.
7. Notes Payable
At June 30, 2007 and 2006, notes payabie consisted of:
2007 2006

Note payable to a bank requiring monthly payments of
$4,156, including interest at 7.35% until July 2008, at which
time a balloon payment of $478,289 is due; collateralized by
real property. $ 492,869 508,470
Note payable to a bank requiring monthly payments of
$4,440, including interest at 7.36% until September 2019,
collateralized by real property. 426,821 447,400
Note payable to a bank requiring monthly payments of
$2.588, including interest at- 8.75% untii August 2011,
collateralized by equipment. 109,155 -

Total notes payable 1,028,845 953,870

Less current portion (59,621) (35,794)

Notes payable, non-current portion ] 069,224 918,078
Maturities of the notes payable are:

For the
year ended
June 30,

2008 $ 59,621

2009 527,094

2010 52,886

2011 57,312

2012 36,999

Thereafter 294 933

$ 1,028,845

11




OUR FAMILY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

8 Temporarily Restricted Net Assels

Temporarily restricted net assets at June 30, 2007 and 2006 are available for the following purposes:

2007 2006

Skrappy's $ 80,436 % 47 547
Senior Companion 11,500 4,000
Common Unity Program 5,000 10,000
Education and Mediation 4,000 -

Homeless Teens - 29,650
TEAM Tucson - 10,7114
SODA Program - 8,378
Scholarships - 2,861
Services for elderly and disabled adults - 1,770

3 100,936  $ 114,917

9. Special Events
Special event activities for the year ended June 30, 2007 consisted of:

Revenue Expenses Net Revenue

Community Baby Shower $ 21886 § 6229 % 15,657

Special event activities for the year ended June 30, 2006 consisted of:

Revenue Expenses Net Revenue
Community Baby Shower $ 23,105 $ 9346 $ 13,759
Other events . 1,085 3,471 (2,386)

$ 24190 & 12,817 $ 11,373

10. Commitments

The Organization, as lessee, leases office space and office equipment for its operations under non-
cancelable operating leases. Rent expense during the years ended June 30, 2007 and 2006 was
$167,548 and $108,317, respectively.

The Organization, as lessor, had an operating lease whereby they leased office space to a tenant on
a year-to-year basis that expired in March 2007. The lease is currently on a month-to-month basis.
Total rental income under this lease for the years ended June 30, 2007 and 2006 was $8,145 and
$6,625, respectively.

Minimum annual future rental expense as of June 30, 2007, due under these agreements is:

Year ended

June 30,
2008 $ 28,046
2009 3,505

$ 31,551

12
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OUR FAMILY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

Contingent Liability

As a condition of a $200,000 CDBG grant to purchase land and a building for an administrative office,
the City of Tucson executed a lien on the property. If the property is soid, transferred, leased or
abandoned, in whole or in part, prior to June 30, 2009, without prior written authorization, and the
Organization does not purchase another building for the same purpose, the Organization will be
required to repay $200,000.

Subsequent Event

During September 2007, the Organization entered into a contract to sell real property to a board
member with an approximate net book value of $505,000. The anticipated sales proceeds are
$1,000,000 and the approximate gain recognized on the sale is anticipated to be $495,000. The
Organization's management believes that the transaction was consummated on terms equivalent to
those that prevail in an arm’s-length transaction.

13







OUR FAMILY SERVICES, INC.
OMB Circular A-133 Reports

For the year ended June 30, 2007
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U& LUDWIG KLEWER & CO. PLLC

REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Our Family Services, Inc.

We have audited the financia! statements of Our Family Services, Inc. as of and for the year ended June
30, 2007, and have issued our report thereon dated October 22, 2007. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Qver Financial Reporting

In planning and performing our audit, we considered the Organization’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on
the consolidated financial statements, but not for the purpose Of expressing an opinion on the
effectiveness of Our Family Services, Inc.’s internal contro! over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of the Organizations internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed beiow, we
identified a certain deficiency in internal control over financial reporting that we consider to be a significant
deficiency.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, of combination of control
deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or report
financial data refiably in accordance with generally accepted accounting principles such that there is more
than a remote fikelihood that a misstatement of the entity’s financial statements that is more than
inconsequential will not be prevented or detected by the entity’s internal control. We consider the
deficiency described in the accompanying schedule of findings and questioned costs as itemn 2007-1 to be
a significant deficiency in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that resuits in
more than a remote liketihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, we believe that none of the

significant deficiencies described above is a material weakness.

Certified Public Accountants & Consultants

4783 East Camp Lowell Drive  Tucson, Arizona 85712
telephone 520 545 0500 facsimile 520 545 0535 www. ludwigklewer.com
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REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS, continued

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Organization’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed instances of noncompliance that are required to be reported
under Governmental Auditing Standards and which are described in the accompanying schedute of
findings and questioned costs in item 2007-1.

The Organization's response {0 the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit Our Family Services, Inc.'s response and,
accordingly, we express no opinion on it.

This report is intended solety for the information of the board of directors, management, federal awarding

agencies and pass-through entities and is not intended to be and should not be used by anyone other
than these specified parties.

%Mmg Al Co. PLLC

October 22, 2007




