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SHECHTMAN, MARKS, DEVOR

& ETSKOVITZ, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

Report of independent certified public accountants

Board of Directors and Officers
Resources for Human Development, Inc.

We have audited the accompanying consolidated statements of financial position of Resources for
Human Development, Inc. and subsidiaries (RHD) as of June 30, 2003 and 2002, and the related
consolidated statements of unrestricted revenues, expenditures and other changes in unrestricted net
assets, changes in net assets, functional expenditures and cash flows for the years then ended. These
financial statements are the responsibility of RHD’s management. Our responsibility is to express an
opinion on these consolidated financial statements 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 contamed 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 the significant estimates made by management, as well as evaluating the overall
consolidated financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Resources for Human Development, Inc. and
subsidiaries as of June 30, 2003 and 2002, and the consolidated changes in their net assets and their

cash flows for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also 1ssued our report dated January 19,
2004, on our consideration of the Organization's internal control over financial reporting and our tests
of its compliance with certain provisions of laws, regulations, contracts and grants. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
read in conjunction with this report in considering the results of our audits,

ek inan sk Don 7 Febrwits, NC

Philadelphia, PA
January 19, 2004

5000 MARKET STREET » SUITE 500 = PHILADELPHIA, PA 19103 » PHONE: 215-496-9200 » FAX: 215-496-9604



RESOURCES FOR HUMAN DEVELOPMENT, INC.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
JUNE 30, 2003 AND 2002

ASSETS

Current assets:
Cash and cash equivalents
Limited use cash, representative
payee cash funds

Grants and services receivable, net of allowance for doubtful
accounts of $857.074 for 2003 and $758,442 for 2002

Inventory

Prepaid expenses

Total current assets
Property and equipment, net

Other assets:
Equity investments in companies, net of valuation allowances

of $1,010,802 for 2003 and $756,284 for 2002

Advances and loans to investees, net of allowance for uncollectible
advances and loans of $737,125 for 2003 and $741,093 for 2002

Other

Total assets

2003

$ 4,671,115

387,844

5,058,959

12,580,750

1,965,564

300,836

19,906,109

16,234,622

2,165,340

627,276
137,412

2,930,028

$ 39,070,759

2002

$ 3,387,051

297,068
3,684,119

12,823,743
1,888,128
263,948

18,659,938

17,620,302

786,191

669,621
138,285

1,594,097

$ 37874337




¢
2003 2002
LIABILITIES AND NET ASSETS
@
Current liabilities:
Lines of credit and short term borrowings $ 1,610,186 $ 1,254.664
Current portion of long-term debt 220,088 363,411
Current portion of obligations under capital leases 294,510 316,740
* Accounts payable and accrued expenses 9,126,126 9,959,370
Deferred revenue, current 2,819,122 2,217,222
Due to custodial chients 387,844 297,068
® Total current liabilities 14,457 876 14,408,475
Long-term debt, net of current portion 10,577,121 10,094,821
Obligations under capital leases, net of current portion 374,033 606,522
Long-term commitments 1,211,796 -
Deferred revenue, long term 813,492 341,488
¢ Deferred credits ] 332,055 386,866
Total liabilities 27,766,373 25,838,172
o Minority interests . 1,137,736 1,284,377
Net assets:
Unrestricted 4,638,543 5,092,818
Temporarily restricted 5,528,107 5,658,970
. Total net assets 10,166,650 10,751,788
Total liabilities and net assets $ 39,070,759 $ 37,874,337
B
b
See notes to financial statements.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
CONSOLIDATED STATEMENTS OF UNRESTRICTED REVENUES, EXPENDITURES
AND OTHER CHANGES IN UNRESTRICTED NET ASSETS

YEARS ENDED JUNE 30, 2003 AND 2002

2003 2002
Support, revenue and other:
Support:
Federal ' $ 3,366,715 $ 2,781,027
Various states 17,172,960 17,737,486
City of Philadelphia, PA 34,378,807 31,644,555
Montgomery County, PA 9,299,398 9,219,796
Other PA counties 8,111,172 8,844,716
Medical assistance/managed care 8,930,163 10,553,771
Grants and donations 1,138,732 974,710
Total unrestricted support 82,397,947 81,756,071
Revenue:
Patient/client fees 8,618,635 7,827,368
Other fees and sales 4,351,669 3,918,303
Interest and miscellaneous income 501,832 523,087
Total unrestricted revenue 13,472,136 12,268,758
Net assets released from temporary restrictions 1,959,302 1,930,067
Total unrestricted support, revenue and other 07,829,385 95,954,896
Expenditures:
Program 83,412,699 81,984,643
Management and general 12,670,832 12.,265,467
Fundraising 157,004 44.4K)
Other operating 1,553,240 990,205
Total expenditures 97,793,772_ _ 05,284,805
Equity in net losses of investments (636,526) (281,038)
. Changes in unrestricted net assets before
minority interests and other adjustments (600,916) 389,053
Minority interests in net losses of investments 146,641 65,645
Changes in unrestricted net assets before other adjustments $  (454,275) $ 454,698

See notes to financial statements.
7




RESOURCES FOR HUMAN DEVELOPMENT, INC.,
CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS

¢ YEARS ENDED JUNE 30, 2003 AND 2002
2003 2002
&
Unrestricted net assets:
Total unrestricted support and revenue $ 95,870,083 $ 94,024,829
Net assets released from restrictions 1,959,302 1,930,067
Total expenditures (97,793,775) (95,284,803)
@ Equity in net losses of investments (636,526) (281,038)
Minority interests in net losses of investments 146,641 65,645
(454,2°715) 454,698
Allocation from minority interest - 167,190
e Changes in unrestricted net assets (454,273) 621,888
Temporanly restricted net assets:
Contributions 1,828,439 3,361,516
e Net assets released from restrictions (1,959,302) (1,930,067)
Changes in temporarily restricted net assets ) (130,863) 1,431,449
Change in total net assets (585,138) 2,053,337
® Total net assets at beginning of year 10,751,788 8,698,451
Total net assets at end of year - $ 10,166,650 $ 10,751,788
¢
o
®
See notes to financial statements.
¢ 8
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2003 AND 2002

Cash flows from operating activities:

Change in total net assets

Adjustments to reconcile change in total net assets

to net cash provided by operating activities:
Allocation from and other changes in minority interests
Loss on disposition of property and equipment
Loss on abandoment of capitalized computer software
Increase (decrease) in allowance for doubtful accounts

and uncollectible advances and loans

Depreciation and amortization
Equity in net losses of investments
Deferred credit forgiveness
Decrease in grants and services receivable
(Increase)} decrease in inventory
Increase 1n prepaid expenses
Decrease (increase) in other assets
(Decrease) increase in accounts payable and accrued expenses
Increase in long-term commitments
Increase in deferred revenue

Net cash provided by operating activities

Cash flows from investing activities:
Increase 1n investments in companties
Acquisitions of property and equipment
Net repayment of advances and loans to investees
Distributions from investments
Proceeds from sale of property and equipment
Capital contributions from minority interests

Net cash flows used in investing activifies

Cash flows from financing activities:
Net proceeds (payments) on iines of credit and short term
borrowings
Principal payments on long-term debt and capital
lease obligations
Principal borrowings of long-term debt

Net cash provided by {(used in) financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning
Conschidation adjustment

Cash and cash equivalents, ending

See notes to financial statements.
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2003

(585,138)

(146,641)
136,150

349,182
2,363,937
636,526
(54,811)
144,361
(77,436)
(36,888)
32
(833,244)
1,211,796
1,239,686

4,347,512

(2,435,437)
(1,197,306)

46,413
663,493

2002

2,053,337

(232,835)
§5.950
338,166

(90,937)
2,300,973
281,038
(54,811)
926,643
184,464
(43,463)
(1,765)
453,248

292,357

6,492,374

(346,038)

(2,128,375)
240,147
114,798

65,958
4,743

(2,920,837)

355,522

(497,704)
500,000

357,818

1,784,493

3,387,051
(500,429)

(2,048,767)

(2,227,240)

(512,483)

(2,739,725)

$

4,671,115

$

1,703,882

1,683,169

3,387,051



RESOURCES FOR HUMAN DEVELOPMENT, INC.,
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

@
2003 2002
Supplemental disclosure of cash flow information: |
o ~ Cash paid for interest $ 773,825 5 789,815
Supplemental disclosure noncash financing and investing activities
Debt, capital lease obligations, and deferred liabilifies
incurtred for the acquisition of property and equipment $ 82,042 $ 381,563
Disposal of assets and related debt $ 165,782 S 363,350

See notes to financial statements.
17



RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2003 AND 2002

Summary of significant accounting policies
Nature of activities

Resources for Human Development, Inc. (the Organization) is a not-for-profit organization
which operates programs nationwide, but primarily throughout the eastern United States. These
programs include mental health, mental retardation, homeless, drug and alcohol, community
living arrangements, affordable housing and probation and parole services. In addition,
through its for-profit subsidiaries, the Organization operates programs primarily designed to
lend and invest capital in businesses which are located in and employ people from economically
challenged areas,

Basis of presentation

The accompanying consolidated financial statements include the accounts of the Organization
and its for-profit subsidiaries, Murex Corporation (Murex) 100% owned by the Organization,
and Murex Investments, Inc. (Murex Investments) 93% owned by the Organization. The
consolidated financial statements have been prepared in accordance with the audit guide
published by the American Institute of Certified Public Accountants, Audit and Accounting
Guide for Not-for-Profit Organizations, as required for Voluntary Health and Welfare
Organizations. Intercompany investments, advances and transactions have been eliminated.

Accounting principles generally accepted in the United States require not-for-profit
organizations to distinguish between contributions received that increase permanently restricted
net assets, temporarily restricted net assets and unrestricted net assets.

Donated services, mostly consulting services for various programs, are required to be reported
at their fair market value in the year that the services are contributed or promised to be
contributed. The Organization records in-kind income and expenses for reporting to its funding
sources in accordance with the associated contract requirements. These reporting requirements
differ from generally accepted accounting principles. Accordingly, only a portion of the
amounts reported to funding sources have been recorded as donated services in the
accompanying consolidated financial statements.

Contracts and grants

Revenue from government contracts and grants, including overhead allowance, is generally
recognized as the related expenses are incurred. The Organization has significant contracts and
grants with various agencies of the federal and state governments, departments of the City of
Philadelphia, and various counties in southeastern and eastern Pennsylvania.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

Summary of significant accounting policies (continued)
Net assets

Net assets are categorized according to externally (donor) imposed restrictions. A description
of the net asset categories is as follows:

Unrestricted Net Assets - are those assets that are available for the support of
operations and whose use is not externally restricted.

Temporarily Restricted Net Assets — are those assets whose use by the Organization has
been limited by donors to a specific time period or purpose.

Concentrations of credit risk

Financial instruments that potentially subject the Organization to concentrations of credit risk
consist principally of temporary cash investments and receivables from governmental and other
agencies. The receivables from governmental agencies are primarily obligations of the federal
and state governments, the City of Philadelphia and various counties in Pennsylvania. In
addition, there are accounts receivable from third party managed care organizations that
reimburse the Organization on behalf of governmental agencies, principally the City of
Philadelphia.

Limited use cash

Representative payee cash funds are custodial funds that have been established to account for
assets received by the Organization on behalf of certain clients of certain programs. These
funds are expended at the discretion of the program directors, for the direct benefit of the
individual clients.

Property and equipment and depreciation and amortization

Property and equipment are recorded at cost. Provisions for depreciation and amortization are
made over the estimated useful lives, ranging from 3 to 25 years, of the respective assets using
the straight-line method. Maintenance and repairs are charged to activities as incurred. A
substantital portion of capital assets has been purchased through grants and contracts. Such
amounts received are included in support and revenue. Related expenditures are capitalized and
depreciated over estimated hives when fitle to the related assets is held by the Organization.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

Summary of significant accounting policies (continued)
Property and equipment and depreciation and amortization (continued)

Under certain program-funded agreements, ownership of property and equipment acquired with
grantor funds is vested with and may revert back to the grantor under certain circumstances.
However, due to the nature of the programs and the long term relationships of the Organization
with the grantors, management feels that the financial statements of the Orgamization are more
complete by capitalizing these assets.

Investments

Investments in partnerships, limited liability companies and unconsolidated corporations are
included in the accompanying consolidated financial statements using the equity method of
accounting.

Cash and cash equivalents

For purposes of the consolidated statement of cash flows, the Organization considers cash on
hand, deposits with banks and short-term investments with original maturities of three months
or less to be cash and cash equivalents.

Inventory

Inventory is recorded at the lower of cost, on a specific identification basis, or market (net
realizable value) and consists primarily of residential properties purchased for resale and related
construction-in-progress. Through various programs, the Organization purchases, renovates
and sells homes, primarily to eligible low-income families. |

Capitalized computer software costs

Accounting principles generally accepted in the Umted States of America require the
capitalization of certain costs incurred in connection with developing internal use software and
software for resale. Prior to the adoption of this principle in 2000, the Organization expensed
all costs related to software development as incurred. The Organization had capitalized
approximately $394,000 of computer software costs and amortized approximately $56,000 as of
June 30, 2001. During the year ended June 30, 2002, management decided to terminate its
program of developing software for resale. Instead, management decided to develop software
for its internal use only. Therefore, the Organization wrote off all capitalized software related
to development for resale and capitalized $100,000 for the cost of the software developed for
internal use.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e YEARS ENDED JUNE 30, 2003 AND 2002

1. Summary of significant accounting policies (continued)

Pension plan

® The Organization maintains a noncontributory, variable annuity "403(b)"” plan for the benefit
of all full-time eligible employees. Each employee is fully vested immediately upon entry into
the plan. Employee participation is veluntary and contributions by the employees are pursuant
to salary reduction. The Organization does not match employee contributions.

@ Deferred compensation plan

The Organization has implemented a non-qualified deferred compensation plan in accordance
with Internal Revenue Service Code Section 457. In order to receive a payment under this
plan, an employee must have both worked full-time for the Organization for 25 years and have

® attained the age of 65. The benefit amount is equal to the annual salary of the employee in the
year they reach 25 years of service. It will be paid to the employee in four annual installments
beginning in the year the employee attains both criteria. At June 30, 2003 and 2002, the
estimated present value of the future benefits are $138,899 and $93,388 respectively, and have
been included 1n accrued expenses.

@ Tax status

The Organization 1s exempt from federal, state and local income taxes under Section 501(¢)(3)
of the Internal Revenue Code and similar state and local laws, therefore, no provision for
income taxes has been made in the accompanying consolidated financial statements. Murex,
® and Murex Investments, for-profit corporations, are subject to tederal, state and local taxation.

Use of estimates

In preparing financial statements in conformity with generally accepted accounting principles in
the United States of America, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of
revenues and expenditures during the reporting period. Actual results could differ from those
estimates.

@ Financial instruments

Generally accepted accounting principles require entities to disclose the estimated fair value of

their financial instrument assets and liabilities. The Organization has 1dentified the following as

financial instruments, all of which have carrying values which approximate fair value: cash and
Py cash equivalents, investments in and advances to partnerships and long-term debt.




RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

Summary of significant accounting policies (continued)

Deferred revenue

Deferred revenue consists primarily of program revenues received but not earned. These
revenues will be earned as the program conditions are met.

In addition, the Organization receives grants to subsidize the construction and rehabilitation of
homes under the affordable housing programs. Revenue from these grants is deferred until the
homes are sold. At the time of the sale of a home, the portion of the deferred revenue related to
the sold home is recognized as revenue in the statement of activities,

Minority interests

Minority interests reflect the equity of a subsidiary which is not held by the Organization or its
subsidiaries.

Restatements

The June 30, 2002 amounts have been restated to include entities not previonsly consolidated
into Murex. As explained in Note 3 “Equity investments in companies and minority interests”,
Murex has control over these entities but not a majority interest.

During the year ended June 30, 2003, a company previously wholly owned by Murex
Investments issued shares to new investors. This transaction changed the nature of the
accounting for that investment from a consolidated entity to an 1investment accounted for under
the equity method. For the year ended June 30, 2002, the accounts of the wholly owned
subsidiary were included in the accounts presented in the consolidated financial statements.
The only asset owned by that investment, as of June 30, 2002, was cash. Accordingly, in order
to reflect the current ownership status at June 30, 2003, a reclassifying consolidation adjustment
has been noted on the cash flow statement reflecting a decrease in cash and an increase in
mvestment 11 this entity.

Reclassifications:

Certain amounts in the 2002 financial statements have been reclassified to conform with the
2003 financial statement presentation.
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®
RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002
® 2. Property and equipment
The following is a summary of property and equipment (at cost) and accumulated depreciation
and amortization:
2003 2002
o Real estate and improvements | $ 18,475,764 $ 18,385,576
Leasehold improvements 3.439. 903 3,374,306
Furniture and fixcures 1,790,792 1,978,903
Computer equipment 2,145,327 2,314,366
Automobiles 3,880,677 3,674,235
P 29,732,463 29,727,386
Less accumulated depreciation
and amortization 13,497,841 12,107,084
Property and equipment, net $ 16,234,622 $ 17,620,302
@ Depreciation and amortization expense for the year:
2003 2002
Program $ 1,519,575 $ 1,504,578
Management and general 653,161 606,155
& Other operating 191,201 190,240
$ _2.363.937 $ 2,300,973
Equipment purchased through grants and contracts amounted to $794,968 and $1,830,400 for
o the years ended June 30, 2003 and 2002, respectively.
3. Equity investments in companies and minority interests
The Organization has investments in the following companies through its for profit subsidiaries,
Murex and Murex Investments:
"
Company name Percentage of ownership
City Sort, LP* 12.30%
Computer Systems and Solutions, Inc. 30.00
CSS Laptop, Inc. 30.00
® CSS Staffing, Inc. 30.00
Laser Laboratories, LL.C* 43.33
Murex Capital, LP* 27.30
Murex Investments I, LP* 65.45
Murex Investments, LLC* 20.00
¢ Phoenix Foods, LLC* 9.00
Sun & Earth, Inc.* 9.27
Urban Works, LL.C/The Service Works Co.* 20.90
Other miscellaneous investments .01-1.00




RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2003 AND 2002

Equity investments in companies and minority interests (continued)

Aggregate cost and carrying values of the investments are as follows:

2003 2002
Original investments \) 4,189,800 $ 1,900,000
Accumulated allocated earnings (losses),
net of dividends ( 1,017,764 ) ( 363,754 )
3,172,036 1,536,246
Valuation allowances* ( 1,010,802 ) (__ 756,284 )
2,161,234 779,962
Other misce]lanenus investments 4,106 6,229
Equity investments in companies, net $ 2,165,340 $ 786,191

* Over the past several years, the Organization has received restricted grants and donations
for the purpose of investing in companies through Murex Investments, to promote
economic and job development in specified areas in Pennsylvania. These companies are
typically considered risky based on their current financial position and inability to receive
additional financing from their banks. The valuation allowances pertain to these
investments.

The Organization has elected to record all of its investments using the equity method, even
those in which they own less than 20%. In most cases, the Organization exercises significant
influence and in those investments in which it owns less than 20%, the equity method
approximates the cost method. The Organization’s losses are limited to the extent of their
capital contributions.

The minority interest in the QOrganization’s subsidiary, Murex Investments, consists of a 7
percent and & percent non-voting common stock ownership by another investor as of June 30,
2003 and 2002, respectively. During the year ended June 30, 2001, the other investor invested
$300,000 in Murex Investments. As a result of the investment, losses of the entity were
partially allocated to the new investor. Accordingly, the Organization recognized an increase in
its net assets of approximately $167,000 at June 30, 2002. The Organization owns all of the
voting equity of the subsidiary both before and after the transaction.

There are three investments in Murex which have minority interests. In two of these
investments, Murex has control of the company but not a majority ownership. Control results
from the Organization’s appointment of management or members of the board of directors.
The minority interests own 99% and 99.9% of the equity of the companies. In the third

investment, Murex is both a majority owner and has significant control.
24




®
RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
® YEARS ENDED JUNE 30, 2003 AND 2002

4, Advances and loans to investees and related party transactions

The Organization through its for-profit subsidiaries, Murex and Murex Investments, has made
® loans and advances with certain partnerships and companies. In addition, the Organization,
through its subsidiary, Murex Investments, has made loans to certain companies with which it
has an equity interest. Murex Investments invests in certain companies located in distressed
areas of Philadeiphia, Pennsylvania. It requires all of its investees to adhere to certain
principles, including a minimum level of hiring local people from welfare, a minimum wage in
excess of the federal minimum wage, and the sharing of profits with the employees. The source
of funds for investing and lending to these companies is a grant from the Shefa Fund. The
investments in these companies are accounted for using the equity method of accounting. The
nature of the significant loans are as follows:

2003 2002

Various advances to affiliated entities with
which the Organization has an ownership
interest or control. These advances have
no repayment terms. $ 544,231 $ 558,589

¢ Note recelvable to a company which bears
interest at a rate of 1% over prime rate,
5% and 5.75% at June 30, 2003 and 2002,
respectively. The balance was due on
March 5, 2003. 137,353 137,355

Note recetvable to a company which bears
interest at 1% over prime rate, 5% and 5.75%
at June 30, 2003 and 2002, respectively. This
note 1s due on demand. 599,770 599 770

Note receivable to three partnerships which

Murex 1s a partner. The note bears interest at

1% over prime rate, 5% and 5.75% at June 30,

2003 and 2002, respectively, and is due on demand. 55,000 65,000

» Note receivable to a company which Murex Investments
owns a 25.96% interest. The note bears interest at 8%
and was due June 20, 2003. This receivable was
converted to an equity investment in December, 2002. - 50,000
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

® YEARS ENDED JUNE 30, 2003 AND 2002
4, Advances and loans to investees and related party transactions (continued)
2003 2002
®
Various advances to companies, payable on
demand and bearing an 8% interest rate. 28,045 -
1,364,401 1,410,714

® Less allowance for uncollectible advances ( 737,125 ) ( 741,093 )

$ 627,276 $ 609,621

In addition, the Organizatioh purchases vehicles from a wholly-owned subsidiary. The
$ intercompany sales were $280,550 and $311,613 for the years ended June 30, 2003 and 2002,
respectively.

. Lines of credit and short term borrowings

The Organization has lines of credit and short term borrowings as follows:

2003 2002
Line of credit of $1,500,000 with a bank.
Interest on borrowings under this agreement
is based on the Federal funds rate plus 1%.
® At June 30, 2003 and 2002, the effective rate was
3.75% and 4.25%, respectively. It is collateralized
by accounts receivable, inventory, furniture
and fixtures and machinery. The line expires
on April 30, 2004, $ 772,705 % 825,711

Notes payable, CLI, interest at 8.0% t0 9.3%,

collateralized by inventory; due at the end
of the related project. 337,481 428,953

, Line of credit of $8,000,000 with another

® bank. Interest under this agreement is at
the bank’s prime rate which was 4% at June
30, 2003. It is collateralized by accounts

receivable. The line expires on April 30, 2004. 500,000 -

® $ _1.610,186 $  1,254.664

In addition, the Orgamzation is obligated under outstanding letters of credit of $1,200,000 and
$1,300,000 at June 30, 2003 and 2002, respectively.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

Long-term debt:

Mortgage notes, payable in monthly instaliments
ranging from $0 to $4,313, most mcluding interest
ranging from 4.5% t0 9.75%, collateralized by
various properties, maturing at various times from
July, 2002 through August, 2030. $ 4,867,953

Mortgage notes, payable in monthly installments
ranging from $0 to $21,841, mostly including interest
ranging from 1% to 7.1%, collateralized by rental
property and equipment, maturing at various times
from June, 2027 through December, 2028. 4,527,522

Mortgage notes, payable in monthly installments
ranging from $0 to $4,428, mostly including interest
ranging from 1% to 10.5%, collateralized by the
income producing assets, maturing at various times

from year 2021 through 2035. 754,285

Note payable, interest due semi-annually based
on interest income received related to mvestment

of these proceeds. 500,000

Notes payable, due in monthly installments of $1,824
including interest at 7.5 %, uncollateralized,

maturing July 2012. 147,449
10,797,209

Less current portion 220,088
Long-term portion $ _10.577.121
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$

4,986,822

4,566,950

750,706

153,754

10,458,232

363,411

10,094,821




RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

Long-term debt (continued)
Maturities of long-term debt over the next five years and thereafter are as follows:

Year ending June 30,
2004 N}
2005
2006
2007
2008
Thereafter

$

220,088
173,164
179,107
186,016
293,724
9,745,110

10,797,209

Interest expense for the years ended June 30, 2003 and 2002 was $773,825 and $789,815,

respectively.

Deferred credits

The Organization has received grants/loans from various governmental agencies for
acquiring and/or rehabilitating properties for specified purposes. If the conditions of each
grant/loan agreement are met, these balances will be forgiven over periods ranging from
10 to 20 years. The grants/loans bear no interest except in the event of default. No
interest has been accrued because it is the intention of the Organization to comply with

all related conditions. The deferred credit balances are as follows:

~ 2003
City of Philadelpa - Office of Housing and

Community Development (originated June

1990 in the amount of $150,000 to be forgiven

at the rate of 5% per year through June 2010) $ 52,500 $

City of Philadelphia - Office of Housing and
Community Development (originated June
1991 in the amount of $150,000 to be forgiven
at the rate of 10% per year after the initial
10-year period) 120,000

Federal Home Loan Bank (originated June 1993
in the amount of $70,000 to be forgiven at the
rate of 6.667 % per year over a 15-year period

ending June 2007) 21,463
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2002

60,000

135,000

26,130




RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
e YEARS ENDED JUNE 30, 2003 AND 2002

7. Deferred credits (continued)
2003

Montgomery County Home Rehab Program
(originated April 1995 in the amount of $35,251
to be forgiven at the rate of 10% per year
through April, 2005) 7,051

Montgomery County Home Program (originated
@ June 1996 in the amount of $68,333 to be

forgiven in July, 2011) 68,333

Montgomery County Home Program (originated
September 1988 in the amount of $83,690 to be
@ forgiven at the rate of 10% per year after the initial
10-year period) 39,083

City of Philadelphia Redevelopment Authority
(originated November 1994 in the amount of
$157,500 to be forgiven at the rate of 10% per
@ year through November 2004) 23,625

$ _332,055

2002

10,576

68,333

47,452

39,375

$ __ 386,866

During the year ending June 30, 2004, it is anticipated that $54,811 of deferred credits will be

¢ forgiven.

8. Lease commitents

The Organization leases various buildings and equipment under leasing arrangements expiring
o through the year 2014, These leases are accounted for as operating leases. Generally, leases
with terms beyond one year contain defunding clauses which allow the Organization to
terminate a lease, within 90 days of the loss of government funding. Future minimum annual

rentals under lease arrangements at June 30, 2003 are as follows:

& Year ending June 30,
2004 $ 4,030,035
2005 2.250,898
2006 1,049,901
2007 453,002
2008 243,160

¢ Thereaftes 195,655
Total $ _8.224,651
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

Lease commitments (continued)

The Organization also maintains numerous leases with terms of one year or less which are not

included in the above schedule. Rent expense for the years ended June 30, 2003 and 2002
aggregated $6,147,996 and $6,007,172, respectively,

Capital lease obligations

The Company leases numerous automobiles under noncancellable capital leases. As a result,
$1,951,518 and $1,918,982 of leased assets and $668,542 and $939,092 of related accumulated
depreciation have been included in property and equipment as of June 30, 2003 and 2002,
respectively.  The leases have imputed interest rates ranging between 6.0% and 15% per
annum. Future minimum lease payments are as follows:

Year ending June 30,

2004 $ 342,267
2005 248,549
2006 120,762
2007 28,027
2008 7,803
Minimum lease payments 747,408
Less amount representing interest 78,865
Present value of minimum lease payments 668,543
Current portion 294,510
Long-term portion $ 374,033

Self-insurance

By permission of the Pennsylvania Bureau of Workers’ Compensation, the Organization
maintains a self-insurance program for workers’ compensation for its employees working in
Pennsylvania. In addition, the Organization is also self-insured for automobile, general liability
and property coverage for the years ended June 30, 2003 and 2002. Excess insurance policies
are maintained with respect to the various self-insurance plans, and claims are handled by third-
party administrators. Included 1n accounts payable and accrued expenses at June 30, 2003 and
2002 is $1,105,331 and $1,726,408, respectively, for future claims for all self-insurance
coverage, which represents an estimate by' management. The ulttmate cost, however, will
depend on the extent of future claims.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

Revenues - various states
A breakdown of funding from various states is as follows:

Years ended June 30,

2003 2002

Connecticut $ 2,448,739 $ 2,511,256
Delaware 448,684 107,502
Florida 5,615,932 4,618,719
Louisiana 2,648,943 2,848 638
Massachusetts 4,325,701 4,698,422
New Jersey 013,143 1,497,805
Pennsylvania 1,171,818 1,455,154

Total $ _17.172.960 $ 17,737,496

Concentrations of credit risk

Programs operated by the Organization are primarily funded by various governmental agencies.
The ability of the Organization to maintain its overhead structure and meet future financial
commitments is dependent on the continued funding of these programs.

The Organization maintains cash balances at financial institutions located in various states.
Accounts at an institution may, at times, exceed the Federally insured limits of $100,000. As
of June 30, 2003, approximately $4,372,000 exceeded insured limits.

Other commitments and contingencies:

Litigation

The Organization is currently defending itself i several ongoing lawsuits. All estimated costs

relating to these actions have been included in accrued expenses or are covered under existing
insurance policies.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED JUNE 30, 2003 AND 2002

Other commitments and contingencies (continued)

Guarantee commitment

The Organization has applied the disclosure provisions of FASB Interpretation No. 45 (FIN
45), “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others”, to its agreements that contain guarantee clauses. These
disclosure provisions expand those required by FASB Statement No. 5, “Accounting for
Contingencies”, by requiring a guarantor to disclose certain types of guarantees, even if the
likelihood of requiring the guarantor’s performance is remote. FIN 45 requires the
Organization to record the guarantee commitments as liabilities in the statement of financial
position, starting with guarantees entered into after December 31, 2002, rather than simply
disclosing the guarantee commitments in the financial statement footnotes. The following is a
description of arrangements in which the Organization is the guarantor.

The Organization has guaranteed that there will be funds available in an entity partially owned
by the Organization over the next ten years to match similar amounts provided by the Small
Business Administration (SBA). The entity will use these funds for technical assistance in its
investment program. If the entity cannot generate funds equal to the funds provided by the
SBA for paying its technical assistance costs, then the Organization must provide the funds. At
June 30, 2003, the Organization has received restricted contributions and grants available to
fund this project, if necessary. The present value of the liability at June 30, 2003 is
$1,276,796. The current portion of this liability is $165,000 and is reported as part of accrued
expenses at June 30, 2003, with the remaining balance reported as a long-term commitment in
the statement of financial position.

Murex Investments 1s also a guarantor of a $100,000 loan obtained by another company in
which it 1s an investor. The total liability of $100,000 is included in long-term commitments in
the statement of financial position at June 30, 2003.

Capital commitment

On March 31, 2003, Murex Investments committed to invest $3,600,000 in a limited
partnership whose purpose is to invest in a diversified portfolio of companies located primarily
in economically distressed areas. The commitment is funded based on capital calls made by the
general partner of the partnership and must be funded by March 31, 2009. As of June 30,
2003, approximately $360,000 had been funded.

Subsequent event

On September 30, 2003, Murex Investments funded an additional $360,000 of its $3,600,000
capital commitment in a limited partnership. On December 29, 2003, Murex Investments
assigned $1,000,000 of its $3,600,000 capital commitment with approval of the limited
partnership and its primary lender to another investor, resulting in a remaining capital
commitment of $2,080,000 in the limited partnership. As a result, Murex Investments was
reimbursed $200,000 of excess capital contributions and its ownership decreased from 65% to
47%. |
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SHECHTMAN, MARKS, DEVOR

& ETSKOVITL, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

&
REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS ON
OTHER SUPPLEMENTAL INFORMATION
®
- Board of Directors and Officers |
Resources for Human Development, Inc.
o |

Our audits were performed for the purpose of forming an opinion on the basic consolidated financial
statements of the Organization taken as a whole. The accompanying other supplemental information on
pages 34 through 70 is presented for purposes of additional analysis and is not a required part of the
basic consolidated financial statements. Such information has been subjected to the auditing procedures

@ applied in the audits of the basic consolidated financial statements and, in our opinion, is fairly stated,
1n all material respects, in relation to the basic consolidated financial statements taken as a whole.

3 WMM#W/ K

Philadelphia, PA
January 19, 2004
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RESOURCES FOR HUMAN DEVELOPMENT, INC.

OFFICE OF MENTAL HEALTH/MENTAL RETARDATION
SCHEDULE OF ADJUSTMENTS ON PROGRAM ACTIVITY INVOICE SUMMARY
CONTRACT NO. 03-20019
YEAR ENDED JUNE 30, 2003

Code nos. 0200-1637, 0202-0942, 0260-1143, 0260-1150, 0260-1200, 0260-1300, 0260-16135,
0260-1617, 0260-1637, 0260-1642, 0260-1696, 0261-1615sic95, 0261-1150st.ctr(3,
0261-1696st.ctr(02, 0261-1150s¢99, 0261-1300sc99, and 0261-16155¢99.

There were no adjustments to the Program Activity Invoice Summary.,
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
OFFICE OF MENTAL HEALTH/MENTAL RETARDATION

& SCHEDULE OF ADJUSTMENTS ON PROGRAM ACTIVITY INVOICE SUMMARY
CONTRACT NO. 99-20266-03
YEAR ENDED JUNE 30, 2003

@

® Code nos. 01-00-1400, 01-00-1493, 01-00-1602, 01-00-1612, 01-00-1613, 01-00-1615, 00-

00-1616, 01-00-1618, 01-00-1619, 01-00-1621, 01-00-1695, 01-00-1696, 01-00-
2218, 01-02-1616, 01-02-1695, 01-04-1615, 01-05-1615, 01-06-1696, 01-07-

1612, 01-07-1620, 01-08-1622, 01-40-1433, 01-40-1619, 01-40-1626, 01-40-
1695, and 01-82-1526.

There were no adjustments to the Program Activity Invoice Summary.
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Total contract:

Less:
Funds drawn down - prior fiscal year

Funds drawn down - current year
Total funds drawn down

Funds still availabie for draw down

Total funds draw<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>