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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, 2004 and 2003, 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 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 the 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 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, 2004 and 2003, 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 issued our report dated January 7,
2005, on our consideration of the Organization's internal control over financial reporting and on 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.

Philadelphia, PA
January 7, 2005

2000 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, 2004 AND 2003

2004 2003
ASSETS

Current assets:

Cash available for general use
Limited use cash, contractual restrictions
Cash and cash equivalents

Limited use cash, representative payee cash funds

Grants and services receivable, net of allowance for doubtful
accounts of $450,000 for 2004 and $857,074 for 2003

Inventory
Prepaid expenses

Total current assets

Property and equipment, net

Other assets:
Equity investments in companies, net of valuation allowances
of $996,970 for 2004 and $1,010,802 for 2003

Advances and loans to investees, net of allowance for uncollectible
advances and loans of $54,253 for 2004 and $737,125 for 2003

Other

$ 1,380,430
888,403

2,268,833

376,756

14,433,055
1,587,883
470,431

19,136,958

15,295,657

2,084,294

846,011
152,554

3,082,859

$ 3,957,623
713,492

4,671,115

387,844

12,580,750
1,965,564
300,836

19,906,109

16,234,622

2,165,340

627,276
137,412

2,930,028

Total assets $ 37,515,474 $ 39,070,759
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LIABILITIES AND NET ASSETS
2004 2003

Current liabilities:
Lines of credit and short term borrowings
Current portion of long-term debt
Current portion of obligations under capital leases
Accounts payable and accrued expenses
Deferred revenue, current
Due to custodial clients

Total current liabilities

Long-term debt, net of current portion
Obligations under capital leases, net of current portion
Long-term commitments
Deferred revenue, long term
Deferred credits

Total liabilities

Minority interests

Net assets:
Unrestricted
Temporarily restricted

Total net assets

Total liabilities and net assets

1,394,787
204,133
213,322

8,352,721
3,122,966

376,756

13,664,685

986,571

4,752,131
5,603,707

10,355,838

1,610,186
220,088
294,510

9,126,126
2,819,122

387,844

14,457,876

10,518,256
161,449

1,142,487
400,000
286,188

26,173,065

10,577,121
374,033

1,211,796
813,492
332,055

27,766,373

1,137,736

4,638,543
5,528,107

10,166,650

$ 37,515,474 $ 39,070,759

The accompanying notes are an integral part of these consolidated 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 30,2004 AND 2003

2004 2003

Support, revenue and other:
Support:
Federal
Various states
City of Philadelphia, PA
Montgomery County, PA
Other PA counties
Medical assistance/managed care
Grants and donations

Total unrestricted support

Revenue:
Patient/client fees
Other fees and sales
Interest and miscellaneous income

Total unrestricted revenue

Net assets released from temporary restrictions

Total unrestricted support, revenue and other

Expenditures:
Program
Management and general
Fundraising
Other operating

Total expenditures

Equity in net losses of investments

Changes in unrestricted net assets before minority interests

Minority interests in net losses of investments

Changes in unrestricted net assets

The accompanying notes are an integral part of these consolidated financial statements.
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$ 3,802,218
19,025,333
34,874,167

8,914,613
9,002,605

11,036,134
861,912

87,516,982

10,118,122
2,995,432

809,229

13,922,783

1,145,189

102,584,954

87,561,093
12,734,611

387,666
1,396,498

102,079,868

(542,662)

(37,576)

151,165

$ 113,589

$ 3,366,715
17,172,960
34,378,807

9,299,398
8,111,172
8,930,163
1,138,732

82,397,947

8,446,250
3,311,219

480,944

12,238,413

1,959,302

96,595,662

82,178,976
12,670,832

157,004
1,553,240

96,560,052

(636,526)

(600,916)

146,641

$ (454,275)



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

YEARS ENDED JUNE 30, 2004 AND 2003

2004 2003

Unrestricted net assets:
Total unrestricted support and revenue
Net assets released from restrictions
Total expenditures
Equity in net losses of investments
Minority interests in net losses of investments

Changes in unrestricted net assets

Temporarily restricted net assets:
Contributions
Net assets released from restrictions

Changes in temporarily restricted net assets

Change in total net assets

Total net assets at beginning of year

Total net assets at end of year

$ 101,439,765
1,145,189

(102,079,868)
(542,662)
151,165

113,589

1,220,788
(1,145,189)

75,599

189,188

10,166,650

$ 10,355,838

$ 95,870,083
1,959,302

(97,793,775)
(636,526)
146,641

(454,275)

1,828,439
(1,959,302)

(130,863)

(585,138)

10,751,788

$ 10,166,650

The accompanying notes are an integral part of these consolidated financial statements.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED JUNE 30, 2004 AND 2003

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:

Minority interests in net losses of investments
Loss on disposition of property and equipment
Increase (decrease) in provision of allowances for

doubtful accounts and uncollectible advances and loans
Depreciation and amortization
Equity in net losses of investments
Deferred credit forgiveness

Changes in operating assets and liabilities:
(Increase) decrease in:

Grants and services receivable
Inventory
Prepaid expenses
Other assets

Increase (decrease) in:
Accounts payable and accrued expenses
Deferred revenue
Deferred credits

Net cash provided by operating activities

Cash flows from investing activities:
Increase in investments in companies
Acquisitions of property and equipment
Net (issuances) repayment of advances and loans to investees
Distributions from investments
Proceeds from sale of investment

Net cash used in investing activities

Cash flows from financing activities:
Net proceeds (payments) on lines of credit and short term

borrowings
Principal payments on long-term debt
Principal payments on capital lease obligations
Principal borrowings of long-term debt
Forgiveness of long-term debt

Net cash (used in) provided by financing activities

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents, beginning

Consolidation adjustment

Cash and cash equivalents, ending

2004

(1,680,393)
377,681

(169,595)
(15,142)

(759,994)
(109,648)

11,180

635,580

(711,100)
(1,128,978)

(358,311)
2,250

191,518

(2,004,621)

(1,033,241)

(2,402,282)

4,671,115

2003

$ 189,188 $ (585,138)

(151,165)
171,661

(59,579)
2,345,771
542,662
(57,047)

(146,641)
136,150

349,182
2,363,937
636,526
(54,811)

144,361
(77,436)
(36,888)

32

(998,244)
1,239,686

2,970,716

(1,058,641)
(1,197,306)

46,413
665,493

(1,544,014)

(615,399)
(334,724)
(293,772)
525,000
(314,346)

355,522
(242,985)
(254,719)
500,000

-

357,818

1,784,493

3,387,051

(500,429)

$ 2,268,833 $ 4,671,115

The accompanying notes are an integral part of these consolidated financial statements.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

YEARS ENDED JUNE 30,2004 AND 2003

2004 2003

Supplemental disclosure of cash flow information:
Cash paid for interest $ 555,525 $ 773,825

Supplemental disclosure of noncash investing and financing activities:
Debt, capital lease obligations, and deferred liabilities

incurred for the acquisition of property and equipment $ 449,250 $ 82,042

Disposal of assets and related debt $ $ 165,782

Change in long-term commitment and related investment $ 69,309 $ 1,376,796

Write off of advances and accounts receivable directly
against allowances $ 1,044,198 $ -

The accompanying notes are an integral part of these consolidated financial statements.



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

YEARS ENDED JUNE 30, 2004 AND 2003

1. 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.

Other operating expenditures included in the statements of changes in unrestricted net assets
relate to the operating expenses of the for-profit subsidiaries.

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, 2004 AND 2003

1. 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 various state governments, the City of Philadelphia and various counties. In addition, there
are accounts receivable from third party managed care organizations that reimburse the
Organization on behalf of governmental agencies.

Limited use cash

Limited use cash consists of representation payee cash fund and cash with contractual
restrictions. Some of these contractual restrictions require the funds to be held in a separate
bank account.

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. This amount is included as a current liability, due to custodial 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
substantial 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 lives when title 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, 2004 AND 2003

1. 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 Organization 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 and cost
methods 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.

Pension plan

The Organization maintains a noncontributory, variable annuity "403(b)n plan for the benefit
of all full-time eligible employees. Each employee is fully vested immediately upon entry into
the plan. Employee participation is voluntary and contributions by the employees are pursuant
to salary reduction. The Organization does not match employee contributions.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2004 AND 2003

1. Summary of significant accounting policies (continued)

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 that the employee was
receiving on the later date in which the employee completes 25 years of service or attains the
age of 65. It will be paid to the employee in four annual installments beginning in the year the
employee attains both criteria. At June 30, 2004 and 2003, the estimated present value of the
future benefits are $187,407 and $138,899 respectively, and have been included in accrued
expenses.

Tax status

The Organization is exempt from federal, state and local income taxes under Section 501(c)(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 federal, 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 identified the following as
financial instruments, all of which have carrying values which approximate fair value: cash and
cash equivalents, investments in and advances to partnerships and long-term debt.

Deferred revenue

Deferred revenue consists primarily of program revenues received but not earned as of the date
of the statement of financial position. Deferred revenues will be earned as the program
conditions are met.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2004 AND 2003

1. Summary of significant accounting policies (continued)

Deferred revenue (continued)

In addition, the Organization receives grants to subsidize the construction and rehabilitation of
homes under its 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 owned by the Organization or
its subsidiaries.

Restatements

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 investment 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
investment in this entity.

Reclassification

Certain amounts in the 2003 financial statements have been reclassified to conform with the
2004 financial statement presentation.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2004 AND 2003

2. Property and equipment

The following is a summary of property and equipment (at cost) and accumulated depreciation
and amortization:

2004 2003

Real estate and improvements
Leasehold improvements
Furniture and fixtures
Computer equipment and software
Automobiles

Less accumulated depreciation
and amortization

Property and equipment, net

$ 18,029,115 $ 18,475,764
3,617,894
1,996,971
2,369,822
3,996,276

30,010,078

3,439,903
1,790,792
2,145,327
3,880,677

29,732,463

14,714,421 13,497.841

$ 15.295.657 $ 16.234.622

Depreciation and amortization expense for the year:

Program
Management and general
Other operating

2004

$ 1,504,350
646,172
195,249

$ 2.345.771

2003

$ 1,519,575
653,678
190,684

$ 2.363.937

Equipment purchased through grants and contracts amounted to $1,372,487 and $794,968 for
the years ended June 30, 2004 and 2003, respectively.

3. Equity investments in companies and minority interests

The Organization has investments hi the following companies either individually or through its
for profit subsidiaries, Murex and Murex Investments:

Company name

Biosoftware systems
City Sort, LP*
Computer Systems and Solutions, Inc.
CSS Laptop, Inc.
CSS Staffing, Inc.

Percentage of ownership

13.20 %
12.30
30.00
30.00
30.00
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2004 AND 2003

3. Equity investments in companies and minority interests (continued)

Laser Laboratories, LLC* 43.33
Murex Capital, LP* 27.30
Murex Investments I, LP* 42.72
Murex Investments, LLC* 20.00
Phoenix Foods, LLC* 9.00
Sun & Earth, Inc.* 11.76
Urban Works, LLC/The Service Works Co.* 20.90
Other miscellaneous investments .01-1.00

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

2004 2003

Original investments $ 4,900,900 $ 4,189,800

Accumulated allocated earnings (losses),
net of dividends ( 1,823,742 ) ( 1.017,764 )

3,077,158 3,172,036

Valuation allowances* ( 996,970 ) ( 1,010,802 )
2,080,188 2,161,234

Other miscellaneous investments 4,106 4,106

Equity investments in companies, net $ 2.084.294

* 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 most of its investments using the equity method, even
some 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 uses the cost method in cases in which they
own less than 20% and do not exercise significant influence. The Organization's losses are
limited to the extent of their capital contributions.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2004 AND 2003

3. Equity investments in companies and minority interests (continued)

The minority interest in the Organization's subsidiary, Murex Investments, consists of a 7
percent non-voting common stock ownership by another investor as of June 30, 2004 and 2003.
The Organization owns all of the voting equity of the subsidiary.

There are two investments in Murex which have minority interests. Murex has control of the
companies but not 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.

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 Philadelphia, 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 major
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:

Various advances to affiliated entities with
which the Organization has an ownership
interest or control. These advances have
no repayment terms.

Note receivable to a company which bears
interest at a rate of 1 % over prime rate,
5.75% at June 30, 2003. The balance was
written off as of June 30, 2004.

Note receivable to a company which bears
interest at 1 % over prime rate, 5.75 % at June
30, 2003. This note was written off as of
June 30, 2004.

2004 2003

614,283 $ 544,231

137,355

599,770
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2004 AND 2003

4. Advances and loans to investees and related party transactions (continued)

2004 2003

Note receivable to three partnerships which
Murex is a partner. The note bears interest at
1 % over prime rate, 5 % and 5.75 % at June 30,
2004 and 2003, respectively, and is due on demand. 164,000 198,000

Various advances to companies, payable on
demand and bearing a 5% interest rate. 79,000

Various advances to companies, payable on
demand and bearing an 8% interest rate. 42,981 28,045

900,264 1,364,401

Less allowance for uncollectible advances ( 54,253 ) ( 737,125 )

$ 846.011 $ 627.276

In addition, the Organization purchases vehicles from a wholly-owned subsidiary. The
intercompany sales were $364,154 and $280,550 for the years ended June 30, 2004 and 2003,
respectively.

5. Deferred income taxes and net operating loss carryforwards

The for profit corporations (Murex and Murex Investments) have accumulated deferred income
tax assets resulting primarily from allowances created against investments, notes, and
accounts receivable and net operating loss carryforwards aggregating approximately
$900,000. A valuation allowance was created to offset the assets, as management
believes it is not likely that they will be utilized.

The Companies have net operating loss carryforwards of approximately $400,000 at December
31, 2003 (their latest tax year end) which are available to offset future federal taxable income.
These carryforwards will begin to expire in 2019.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2004 AND 2003

6. Lines of credit and short term borrowings

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

2004 2003
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, 2004 and 2003, the effective rate was
3.75% and 4.25%, respectively. It is collateralized
by accounts receivable, inventory, furniture
and fixtures and equipment. The line annually
renews on April 30. $ 827,836 $ 772,705

Notes payable, CLI, interest at 8.0% to 9.3%,
collateralized by inventory; due at the end
of the related project. 153,951 337,481

Line of credit of $12,000,000 with another
bank. Interest under this agreement is at
the bank's prime rate which was 4.25% at June
30, 2004. It is collateralized by accounts
receivable. The line annually renews on
April 30. 413,000 500,000

$ 1.394.787 $ 1.610.186

The Organization is obligated under outstanding letters of credit of $2,204,671 and $1,200,000
at June 30, 2004 and 2003, respectively.

7. Long-term debt:

Mortgage notes, payable in monthly installments
ranging from $0 to $4,313, mostly including interest
ranging from 4.5% to 9.75%, collateralized by
various properties, maturing at various times from
July, 2003 through August, 2030. $ 4,339,187 $ 4,867,953
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

YEARS ENDED JUNE 30, 2004 AND 2003

7. Long-term debt (continued)

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. 4,482,990 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. 743,252 754,285

Note payable, interest due semi-annually based
on interest income received related to investment
of these proceeds 1,000,000 500,000

Notes payable, due in monthly installments of $1,825
including interest at 7.5%, uncollateralized,
maturing July 2012. 131,960 147,449

Note payable maturing March 2007 including interest
at 3% 25,000 -

10,722,389 10,797,209

Less current portion 204,133 220,088

Long-term portion $ 10.518.256 $ 10.577.121

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

Year ending June 30,
2005 $ 204,133
2006 158,870
2007 193,940
2008 274,153
2009 169,517
Thereafter 9.721.776

$ 10-722.389

27



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

YEARS ENDED JUNE 30, 2004 AND 2003

7. Long-term debt (continued)

Interest expense for the years ended June 30, 2004 and 2003 was $555,525 and $773,825,
respectively.

8. 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:

2004 2003
City of Philadelphia - 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) $ 45,000 $ 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) 105,000 120,000

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) 16,796 21,463

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) 3,526 7,051

Montgomery County Home Program (originated
June 1996 in the amount of $68,333 to be
forgiven in July, 2011) 68,333 68,333
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

* YEARS ENDED JUNE 30, 2004 AND 2003

8. Deferred credits (continued)

2004 2003
*

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) 30,714 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) 7,875 23,625

* Florida Department of Children and Families
(originated July 2003 in the amount of $ 11,180 to
be forgiven 20% per year through June 2008) 8,944 :

$ 286.188 $ 332.055

During the year ending June 30, 2005, it is anticipated that $49,173 of deferred credits will be
forgiven.

9. Lease commitments

The Organization leases various buildings and equipment under leasing arrangements expiring
through the year 2009. These leases are accounted for as operating leases. Generally, leases
with terms beyond one year contain defending 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, 2004 are as follows:

Year ending June 30,
2005 $ 4,682,796
2006 1,685,393
2007 752,709
2008 423,078
2009 163,337

Total

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, 2004 and 2003
aggregated $6,436,532 and $6,147,996, respectively.

29



RESOURCES FOR HUMAN DEVELOPMENT, INC.
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* YEARS ENDED JUNE 30, 2004 AND 2003

9. Lease commitments (continued)

Capital lease obligations
*

The Company leases numerous automobiles under noncancellable capital leases. As a result,
$1,759,157 and $1,951,518 of leased assets and $1,337,745 and $1,246,221 of related
accumulated depreciation have been included in property and equipment as of June 30, 2004
and 2003, respectively. The leases have imputed interest rates ranging between 4% and 12%

g per annum. Future minimum lease payments are as follows:

Year ending June 30,
2005 $ 233,121
2006 115,975
2007 40,198

* 2008 18,156
2009 892
Minimum lease payments 408,342

Less amount representing interest 33,571
y Present value of minimum lease payments

Current portion

Long-term portion

*

10. Self-insurance

The Organization maintained a self-insurance program for workers' compensation in
Pennsylvania, and automobile, general liability and property coverage for the entire

* Organization for the year ended June 30, 2003. Effective July 1, 2003, the Organization joined
a captive insurance program which covers workers compensation in all states, automobile and
general liability. Excess insurance policies are maintained with respect to the various self-
insurance plans, and claims are handled by third-party administrators. Included in accounts
payable and accrued expenses at June 30, 2004 and 2003 is $841,064 and $1,105,331,
respectively, for future claims for all self-insurance coverage, which represents an estimate by
management. The ultimate cost, however, will depend on the extent of future claims.
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YEARS ENDED JUNE 30, 2004 AND 2003

11. Revenues - various states

A breakdown of funding from various states is as follows:

Years ended June 30.

2004 2003
Connecticut $ 2,615,978 $ 2,448,739
Delaware 578,374 448,684
Florida 4,930,847 5,615,932
Louisiana 3,170,654 2,648,943
Massachusetts 4,757,997 4,325,701
New Jersey 948,218 513,143
North Carolina 591,318
Pennsylvania 1,431.947 1,171,818

Total $ 19.025.333 $ 17.172.960

12. 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, 2004, approximately $2,007,673 exceeded insured limits.

13. Other commitments and contingencies

Litigation

The Organization is currently defending itself in 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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YEARS ENDED JUNE 30, 2004 AND 2003

13. 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 man 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 Murex Investments 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, 2004, the Organization has received restricted contributions and grants available to
fund this project, if necessary. The present value of the liability at June 30, 2004 and 2003 was
$1,207,487 and $1,276,796, respectively. The current portion of this liability is $165,000 and
is reported as part of accrued expenses at June 30, 2004 and 2003, with the remaining balance
reported as a long-term commitment in the statement of financial position.

Murex Investments is also a guarantor of a $100,000 loan obtained by another company in
which it is an investor. The total liability of $100,000 is included in long-term commitments in
the statement of financial position at June 30, 2004 and 2003.

Capital commitment

Murex Investments is committed to invest $2,350,000 in a limited partnership whose objective
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, 2004, $839,086 had been
funded.
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t SUPPLEMENTAL INFORMATION



Devor & Etskovitz, EC.

. i u o-Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS ON
OTHER SUPPLEMENTAL INFORMATION

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

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 72 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,
in all material respects, in relation to the basic consolidated financial statements taken as a whole.

Philadelphia, PA
January 7, 2005
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SO* (N

00 —

oo
CM"
00

•*
o
SO

ON

or
•q-m

•*" so
so
(S

SO O (N
OO SO O
r- os oo

(S
o"o

SO Ml
SO (N

O O\
so r<-]

ON
r-"

oo r̂ i "1w-i (N r-
"T, "V °.
oo oo" oo"
(N SO (N
^- U-> (N
<*" — "

•*t

O
so"
1— 1
(S
r-"

s-q-
v-To
SO
oo"

OO f) in
m <N t—
M OS O r-

r-f

ON
Or-

ON
ro

A
SS

E
T

S

C
ur

re
nt

 a
ss

et
s:

•a

C
as

h 
av

ai
la

bl
e 

fo
r 

ge
ne

ra
l u

:
es

tri
ct

io
ns

_

L
im

ite
d 

us
e 

ca
sh

, c
on

tr
ac

tu
a

C
as

h 
an

d 
ca

sh
 e

qu
iv

al
en

ts

o.

m>

L
im

ite
d 

us
e 

ca
sh

, 
re

pr
es

en
ta

ca
sh

 f
un

ds

uc
tf

G
ra

nt
s 

an
d 

se
rv

ic
es

 r
ec

ei
va

b

VI

C

Oou

of
 a

llo
w

an
ce

 f
or

 d
ou

bt
fu

l 
a

of
 $

45
0,

00
0

In
ve

nt
or

y
Pr

ep
ai

d 
ex

pe
ns

es

T
ot

al
 c

ur
re

nt
 a

ss
et

s

Pr
op

er
ty

 a
nd

 e
qu

ip
m

en
t, 

ne
t

O
th

er
 a

ss
et

s:

e
in

's

E
qu

ity
 i

nv
es

tm
en

ts
 in

 c
om

pi

o

so"

6A

of
 v

al
ua

tio
n 

al
lo

w
an

ce
s 

of
!

o

c
t/r
s

A
dv

an
ce

s 
an

d 
lo

an
s 

to
 in

ve
s

Iv
an

ce
s 

an
d

n

al
lo

w
an

ce
 f

or
 u

nc
ol

le
ct

ib
le

I/I
(N

i/i

o



-g
p
o
u

H C
2 -5

.1X ^

u

ts rn —
oo" r*T

o o
— o

l og
§ [ £ ?
OS ZO td
=* S
« w

<
u
u
OS H
p on
O O
cfl v

s;
"*, O\ t-
o" r--* \o

C
ur

re
nt

 
lia

bi
lit

ie
s

i 
sh

or
t t

er
m

 b
or

ro
w

in
g!

c

L
in

es
 o

f c
re

di
t a

u
tJ

u
00

_o
o

C
ur

re
nt

 p
or

tio
n 

i
"o

bl
ig

at
io

ns
 u

nd
er

o

C
ur

re
nt

 p
or

tio
n 

i

VI
U
CO

JU

'1u

an
d 

ac
cr

ue
d 

ex
pe

ns
es

cu
rr

en
t

jy «

A
cc

ou
nt

s 
pa

ya
bi

D
ef

er
re

d 
re

ve
nu

u
"o

D
ue

 t
o 

cu
st

od
ia

l

n

1
"™

I
«

t o
f c

ur
re

nt
 p

or
tio

n

S

1

u
00c

o
c
u
10

'I
,

O
bl

ig
at

io
ns

 u
nd

ei
cu

rr
en

t 
po

rt
io

n

2
u
g

Sou

a
00
o

on
g 

te
rm

™

D
ef

er
re

d 
re

ve
nu

e
D

ef
er

re
d 

cr
ed

its

u

T
ot

al
 l

ia
bi

li
ti

M
in

or
ity

 i
nt

er
es

ts

•£*

S
to

ck
ho

ld
er

s 
eq

u
C

om
m

on
 s

to
ck

"eo
'I
o
.S

A
dd

iti
on

al
 p

ai
d

tnKn

R
et

ai
ne

d 
ea

rn
in

g

N
et

 a
ss

et
s:

U
nr

es
tr

ic
te

d

u
t)
'S

T
em

po
ra

ri
ly

 r
es

i

id
 n

et
 a

ss
et

s

ta

T
ot

al
 e

qu
ity

s 
an

d 
ne

t 
as

se
ts

_o

.5

o
H



*

%

oo in o\
— os O
— os oo
o" cs

m o

oo' >o'

fc'SB

O

0
CA Z

t

a o

3 H W
O < X
tfl H H
S « O
« U Q

£ z

(S OS tf

OO" rn —'

W

r-- r~ oo

fS f~~ in

oo" in as*

S So •*
— 00
—" o"
Os r*i

C-) vo vo
Os — vo
Os OO -O

• LI
U

O
•a
g
u
3
C
V

u
I-H

tfo
Q.
a
3

ti Se «P, -o
Q, u

u
3
(n
CO

,O
n

a

a.
*o

1

1
th-
o
£?
U

<

er
y 

C
ou

n

So
S*

1

co
un

tie
s

<

O
th

er
 P

00ra

a

ss
is

ta
nc

e/

03

M
e
d
ic

a

e_o
(3
§

T3
-o

*2

1(5

T

1^1^ -a S
g s|

-2s « K

s l ^ S3 c k. u
c u u C
« 'S -C <U
> « 5 £^ a. O S

v> _ "O

a.
u

I

u </>c c
2 o
u '-Sin u
^ '£„ «

^ K
h,

o
•£to

T
ot

al
 u

nr
e

u

1
O

•O
g

E
xp

en
di

tu
re

s:

w

ebo
£

•D

<B

u
utmn

!Fu
nd

ra
is

in
g

00
^

O
th

er
 o

pe
ra

l

— p

£ Wl

8 8

00 o

S.s
6 s

au </>

.s i
= £
I s
H- s



U

CA
H

U-

H
W
Z
Q
Z

H H
"7 H"
*—< I—,

W ^
S O*

r.J

0- ^

S z z
^- rj* ^^

< u a
S ta w
§ ° z

O Z 0!
fe U •*.

CC> -**1

P H
O w
SO fjw y
as &

-<
Q

O
!/)
Zo
U

cu
&c,

Q
c
1
3

-C
.

«s
4J
O

(/I

.2o

P^

o"*sra
c

1

y
c_

y* irt

2 13 c

C

c.0
§ i
3 Os e

0
U

"id
rt(2

c
1a
"3cr
W

00c
?3
L-GJ
Q.
O

>o ON ' oo fS v^
^O OO ^O ^D ^2r- — oo so —
ON in" ON oi —
ro ^ ^ ^ in
^ *— • o in ^^

0 ~" O

ro * ' ro OO '
•*$• ^f f\j
^ C^ <O
^*» ^" OO
•̂ t ** t-

—•i ' so in m
^f ON r*^ fl
f̂ ON so SO

in" so -̂" ON— • r~- o r^
•̂ - r*~> so

«.

r-i ' ' oo m <N
r-j Ov t~- m

O f*l SO —
"̂ f̂ •"""— r — r^~~*

M

•n ON i t- oo •
*± oo — cs
r*l •— "^ in
Tf" in t-" oo"
so •* — r~~oo^ — in r-i
ON" — " o" ^^
ON O

^^j

(A

O » so **1 ' '
00 — i •*!•
oo ^o O\

5 ? cs"r~- rs fi
•— " r-f<>_^

t/i

*O ON so ^ oo '
SO 00 — t-- (N

O in ON »""i oor-i ^f -^- o\ r~~

oo — " ' ' oo" ~~^
ON 0^

irt
C
Ue"i

U U
3 >
C M C
0 C t/J —
> o S »»-i
!« | 2
§l II

U
nr

es
tr

ic
te

d 
ne

t a
ss

et
s:

T
ot

al
 u

nr
es

tr
ic

te
d 

su
pp

o
N

et
 a

ss
et

s 
re

le
as

ed
 

fr
om

Fu
nd

 t
ra

ns
fe

r
To

ta
l 

ex
pe

nd
itu

re
s

E
qu

ity
 i

n 
ne

t l
os

se
s 

of
 ir

M
in

or
ity

 i
nt

er
es

ts
 i

n 
ne

t

ON
oo
•n
m

—
i"-

oo
fS

oo"t-

f-^
10m
so"
tN
in

ON

O_

S?
*— 1

00in
f^
^4
--

Tf

oo"
(N

' — '

SO

or
f^f
*ff
Tj-

ne
t 

as
se

ts
C

ha
ng

es
 in

 u
nr

es
tr

ic
te

d 
:

oo o\
OO 00
t- •— '
o" v"T
(N Tf
^ *"!,

i i

i i

, ,

oo ON"
00 OO
t~- •— '
o" in
fS| ^"
(S «— '

- C-

• .

OO ON
00 00

o" m"r-i •*
^-T — "

ia
C
.2

i/i !j
oS 'C
<f> tS
S t/i

e

T
em

po
ra

ri
ly

 r
es

tr
ic

te
d 

ne
l

C
on

tr
ib

ut
io

ns
N

et
 a

ss
et

s 
re

le
as

ed
 f

ro
m

ON
ON

•n
r-

i

,

ON
ON
""Vinf^.

•

OS
ON

tf)
(•̂

-ow
o
'S
l/l

C
ha

ng
es

 in
 t

em
po

ra
ri

ly
 i

ne
t 

as
se

ts

00 ' 1
00
«— 1
ON"
OO
*"~

oo o" o
(S O O
in o o
oo" o" m"r- o -v
m — (N

£" O '
m o<n o
so" O"
(N O

m —

ON ' O
C-) Oo o
oo" m"

— (N'~'

OO i •
oo
•— '
oC
00

— •

p '
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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. 03-20019-01
YEAR ENDED JUNE 30,2004

Codenos. 0200-1637, 0202-0942, 0260-1142, 0260-1143, 0260-1150, 0260-1200, 0260-1300,
0260-1615, 0260-1617, 0260-1637, 0260-1696, 0261-1200st.ctr02, and 0261-
1615st.ctr02.

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. 06-20008-01
YEAR ENDED JUNE 30, 2004

Codenos. 01-00-1400, 01-00-1493, 01-00-1602, 01-00-1612, 01-00-1613, 01-00-1615, 01-
00-1616, 01-00-1618, 01-00-1619, 01-00-1621, 01-00-1626, 01-00-1695, 01-00-
2218, 01-02-1616, 01-02-1695, 01-02-1696, 01-04-1615, 01-06-1696, 01-07-
1612, 01-07-1620, 01-08-1622, 01-40-1433, 01-40-1619, 01-40-1626, 01-82-1526
and 01-90-0100.

There were no adjustments to the Program Activity Invoice Summary.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.

OFFICE OF HOUSING AND COMMUNITY DEVELOPMENT

SCHEDULE OF SOURCE AND STATUS OF FUNDS

CONTRACT NO. 03-20480

YEAR ENDED JUNE 30,2004

Total contract:

Less:
Funds drawn down - prior fiscal year

Funds drawn down - current fiscal year

Total funds drawn down

Funds still available for draw down

CDBG
funds

3,000

2,000

5,000

HOME
income

50,000 $

45,000 $

Other city
funds

Noncity
funds Total

S 50,000

3,000

2.000

5.000

$ 45,000

Total funds drawn down

Add:
Program income

Total funds received

Less:

Program income expended
Funds applied - prior fiscal year
Funds applied - current fiscal year

Total funds applied

Total funds due from funding source

Total funds available for disposition

5,000 $

5,000

3,000
2,000

5,000

45,000 $

5,000

5,000

3,000
2,000

5,000

45,000

46



RESOURCES FOR HUMAN DEVELOPMENT
OFFICE OF HOUSING AND COMMUNITY DEVELOPMENT

SCHEDULE OF PROGRAM INCOME
CONTRACT NO. 03-20480

YEAR ENDED JUNE 30,2004

Sale Rent
proceeds collected Total

Program income (cumulative through June 30,2003)

Less program income expended in prior years

*
Beginning balance, July 1, 2003

Add program income received in current fiscal year

_ Less program income expended in current fiscal year

Ending balance, June 30,2004

47
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RESOURCES FOR HUMAN DEVELOPMENT, INC.

OFFICE OF HOUSING AND COMMUNITY DEVELOPMENT

SCHEDULE OF SOURCE AND STATUS OF FUNDS
CONTRACT NO, 04-20089

YEAR ENDED JUNE 30,2004

Total contract:

Less:
Funds drawn down - prior fiscal year

Funds drawn down - current fiscal year

Total funds drawn down

Funds still available for draw down

CDBG
funds

76,625

76,625

HOME
income

90,733 $ 217,200

192,633

192,633

14,108 $ 24,567

Other city
funds

Noncity
funds Total

$ 307,933

269,258

269,258

38,675

Total funds drawn down

Add:
Program income

Total funds received

Less:
Program income expended
Funds applied - prior fiscal year
Funds applied - current fiscal year

Total funds applied

Total funds due from funding source

Total funds available for disposition

76,625 $ 192,633

76,625

76,625

76,625

192,633

192,633

192,633

14,108 $ 24,567 S

$ 269,258

269.258

269,258

269,258

38,675

51



RESOURCES FOR HUMAN DEVELOPMENT
OFFICE OF HOUSING AND COMMUNITY DEVELOPMENT

SCHEDULE OF PROGRAM INCOME
CONTRACT NO. 04-20089

YEAR ENDED JUNE 30,2004

Sale Rent
proceeds collected Total

Program income (cumulative through June 30,2003) $ - $ - $

Less program income expended in prior fiscal years ^_ -

* Beginning balance, July 1,2003

Add program income received in current fiscal year

Less program income expended in current fiscal year ^_ -

*
Ending balance, July 30,2004

52
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
COORDINATING OFFICE FOR DRUG AND ALCOHOL ABUSE PROGRAMS

SCHEDULE OF FUNCTIONAL EXPENDITURES
BY CONTRACT/PROGRAM AND REVENUES BY FUNDING SOURCE

CONTRACT NO. 03-20019
YEAR ENDED JUNE 30, 2004

Endow-a-Home
Outpatient Services

Contract No.
03-20019

Expenditures by cost center:
Total personnel services $ 47,427
Total operating expenses
Total fixed asests 15,403

Total expenditures by cost center 62,830

Funding sources:
Client fees
City of Philadelphia, Coordinating

Office for Drug and Alcohol Abuse 62,830
Other

Total funding sources 62,830

Excess of expenditures over
funding sources

56



RESOURCES FOR HUMAN DEVELOPMENT, INC.
STATEMENT OF PROGRAM EXPENDITURES AND PROGRAM REVENUE

AACO AWARD NUMBER C3226
YEAR ENDED JUNE 30,2004

A Expenditures:
Personnel:

Salaries $ 28,601
Fringe benefits 4,862

57

Total personnel expenditures 33,463

Operating:
Occupancy 7,030
Communications 973
Education/Program supplies 466
Printing
Other 2,923

Total operating expenditures 11,392

Equipment:
Lease/rental 990

Total equipment expenditures 990

Total direct expenditures 45,845

Administration 4,219

Total expenditures 50,064

Program revenue

Net AACO funded expenditures J> 50,064



RESOURCES FOR HUMAN DEVELOPMENT, INC.
STATEMENT OF PROGRAM EXPENDITURES AND PROGRAM REVENUE

AACO AWARD NUMBER C4226
YEAR ENDED JUNE 30,2004

Expenditures:
Personnel:

Salaries $ 24,515
Fringe benefits 5,743

Total personnel expenditures 30,258

58

Operating:
Occupancy 4,972
Communications
Education/Program supplies 514
Printing
Other 103

Total operating expenditures 5,589

Equipment:
Lease/rental 626

Total equipment expenditures 626

Total direct expenditures 36,473

Administration 3,355

Total expenditures 39,828

Program revenue

Net AACO funded expenditures $ 39,828



RESOURCES FOR HUMAN DEVELOPMENT, INC.
STATEMENT OF PROGRAM EXPENDITURES AND PROGRAM REVENUE

AACO AWARD NUMBER G4438
YEAR ENDED JUNE 30,2004

Expenditures:
Personnel:

Salaries $ 32,315
Fringe benefits 7,601

Equipment:
Lease/rental

Total equipment expenditures

Total personnel expenditures 39,916

Operating:
Occupancy
Communications
Education/Program supplies 3,746
Printing
Other

Total operating expenditures 3,746

Total direct expenditures 43,662

Administration 4,018

Total expenditures 47,680

Program revenue

Net AACO funded expenditures $ 47,680

59
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RESOURCES FOR HUMAN DEVELOPMENT
LEHIGH COUNTY MENTAL HEALTH PROGRAMS

SCHEDULE OF REVENUE AND EXPENSES
YEAR ENDED JUNE 30,2004

Revenue:
FFS Revenue
Recruitment and Retention
Room, Board
Request for Retained Revenue
Use of Prior Years' Retained Revenue
Other income
Program Funding

Total Revenue

Expenses:
Salaries & Wages
Social Security
Retirement
Other Benefits
Staff Development
Purchased Personnel & Services
Vocational Support Svcs (Flex only)
On-Site Psychiatric (Hope House only)
Rent
Real Estate Taxes
Utilities
I nsurance-Contents
Insurance-Service
Housekeeping
Communications
Office/Computer Supplies
Computer Services
Copy Machine Lease
Medical Supplies
Medications
Clothing
Food
Rehabilitation Supplies
Recreation
Household Goods

Hope Springs
Almond Rd.

6,760
15,829

228,390

5,109

90

5,043
1,324

254
1,836

Hope Springs
Friedens Rd.

7,338
16,626

218,349

LVACT Flexible Funds

4,937

104

5,533
1,122

252
1,834

3,671

2,657
96

3,574
4,982
3,476
996

2,462
96

3,564
3,616
2,636
752

6
23

1,557
23

2,979
1,176

24

51

103,439 $

104,405
$ 250,979 $

146,944
11,544

27,828
711
466

242,313 $

138,512
10,741

25,950
683

1,202

103,439 3

55,249
4,288

9,077
844

7,866

i 104,405

-

-

2,010

84,363

1,619

279
7,238

189
1,614
2,814

1,436

63



RESOURCES FOR HUMAN DEVELOPMENT
LEHIGH COUNTY MENTAL HEALTH PROGRAMS

SCHEDULE OF REVENUE AND EXPENSES (CONTINUED)
YEAR ENDED JUNE 30,2004

Hope Springs Hope Springs
Almond Rd. Friedens Rd. LVACT Flexible Funds

Expenses:
StaffTravel 453 548 5,099
Client Transportation . . . 1,565
Library 16 125 124
Miscellaneous Operating 431 126 199 870
Purchased Residential (LVACT Only) - - 1 160
Equipment and Furnishings-Large 422 422 1,456
Equipment and Furnishings-Small 1,366 1,433 219 248
Equipment Leasing -
Building Repair & Maintenance 5,342 7,230
Land & Building - . . .
Equipment Repair & Maim. Contracts 602 913 124
Motor Vehicle Lease/Purchase - - 2,804
Motor Vehicle Expense 1,645 1,695 303
Motor Vehicle Repairs/Supplies 974 1,324 233
Motor Vehicle Insurance 2,175 2,175 504

Total Direct Expenses 230,356 219,987 97,900 104,405
Administrative Overhead 26,166 25,176 11,748

Total Expenses $ 256,522 $ 245,163 $ 109,648 $ 104,405

SUPPORT AND REVENUE
OVER / (UNDER) EXPENSES $ (5,543) $ (2,850) $ (6,209) $

64
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NORTHAMPTON COUNTY MENTAL RETARDATION PROGRAMS

SCHEDULE OF REVENUES AND EXPENSES
YEAR ENDED JUNE 30,2004

On Our Way
Revenue:
Northampton County MR $ 609,598
Client room and board 7,43 8
Northampton County C&Y 226,920
Other counties MH/MR
Recruitment and retention
Other -_

Total Revenue 843,956

Expenses:
Salaries & Wages 494,965
Employee benefits 123,312
Miscellaneous personnel 5,094
Occupancy 37,491
Communications 11,797
Supportive Services 36,350
Transportation 16,958
Miscellaneous expense 13,600
Equipment and fixed assets 1,582
Repair and improvements 1,131
Other administrative supplies 7,557
Administrative overhead expenses 89,981

839,818

Less client room and board
Private Pay
Other

Unallowable expenses per 4300 regs -_
Total net allowable expenses per 4300 regs 839,818

Support and revenue over/(under) expenses

Request for retained revenue

71
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^H1 J I^ J \ P
Shechtman, Marks,
Devor & Etskovitz, P.C.

Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL

REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING

STANDARDS

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

We have audited the consolidated financial statements of Resources for Human Development, Inc. and
subsidiaries as of and for the year ended June 30, 2004, and have issued our report thereon dated
January 7, 2005. 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.

Compliance

As part of obtaining reasonable assurance about whether the Organization's consolidated financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, 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 no instances of noncompliance that are
required to be reported under Government Auditing Standards. However, we noted certain immaterial
instances of noncompliance, which we have reported to management in a separate letter dated January
7, 2005.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Organization's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on
the consolidated financial statements and not to provide assurance on the internal control over financial
reporting. However, we noted a certain matter involving the internal control over financial reporting
and its operation that we consider a reportable condition. Reportable conditions involve matters coming
to our attention relating to significant deficiencies in the design or operation of the internal control over
financial reporting that, in our judgement, could adversely affect the Organization's ability to record,
process, summarize, and report financial data consistent with the assertions of management in the
consolidated financial statements. The reportable condition is described in the accompanying schedule
of findings and questioned costs as item 04-1.
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A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that misstatements in amounts that
would be material in relation to the consolidated financial statements being audited may occur and not
be detected within a timely period by employees in the normal course of performing their assigned
functions. Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control that might be reportable conditions and, accordingly, would
not necessarily disclose all reportable conditions that are also considered to be material weaknesses.
However, we believe that the reportable condition described above is not a material weakness. We also
noted other matters involving the internal control over financial reporting, which we have reported to
management of the Organization in a separate letter dated January 7, 2005.

This report is intended solely for the information and use of the Board of Directors, management and
various Federal and state funding agencies, pass-through entities, City of Philadelphia, and the
Department of Public Health and is not intended to be and should not be used by anyone other than
these specified parties. Under Louisiana Revised Statute 24:513, this report is distributed by the
Legislative Auditor as a public document.

Philadelphia, PA
January 7, 2005
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Shechtman, Marks,
Devor & Etskovitz, RC.
Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM

AND ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

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

Compliance

We have audited the compliance of Resources for Human Development, Inc. (the Organization) with
the types of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its major Federal programs for
the year ended June 30, 2004. The Organization's major Federal programs are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its
major Federal programs is the responsibility of the Organization's management. Our responsibility is
to express an opinion on the Organization's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations and the City of Philadelphia Subrecipient
Audit Guide. Those standards and OMB Circular A-133 and the City of Philadelphia Subrecipient
Audit Guide require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct and
material effect on a major Federal program occurred. An audit includes examining, on a test basis,
evidence about the Organization's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of the
Organization's compliance with those requirements.

In our opinion, the Organization complied, in all material respects, with the requirements referred to
above that are applicable to each of its major Federal programs for the year ended June 30, 2004.
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Internal Control Over Compliance

The management of the Organization is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered the Organization's internal
control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance and to test and report on internal control over compliance hi accordance with
OMB Circular A-133 and the City of Philadelphia Subrecipient Audit Guide.

We noted certain matters involving the internal control over compliance and its operation that we
consider to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance
that, hi our judgement, could adversely affect the Organization's ability to administer a major federal
program in accordance with the applicable requirements of laws, regulations, contracts, and grants.
Reportable conditions are described in the accompanying schedule of findings and questioned costs as
items 04-2 to 04-4.

A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts, and grants that would be material in relation to a major
federal program being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. Our consideration of the internal control
over compliance would not necessarily disclose all matters in the internal control that might be
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are
also considered to be material weaknesses. However, we believe none of the reportable conditions
described above is a material weakness.

Schedule of Expenditures of Federal, State and City Awards

We have audited the consolidated financial statements of Resources for Human Development, Inc. and
subsidiaries as of and for the year ended June 30, 2004, and have issued our report thereon dated
January 7, 2005. Our audit was performed for the purpose of forming an opinion on the basic
consolidated financial statements taken as a whole. The accompanying schedule of expenditures of
Federal, state and city awards is presented for purposes of additional analysis as required by OMB
Circular A-133 and the City of Philadelphia Subrecipient Audit Guide and is not a required part of the
basic consolidated financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic consolidated financial statements and, in our opinion, is fairly stated, in
all material respects, in relation to the basic consolidated financial statements taken as a whole.

This report is intended solely for the information and use of the Board of Directors, management and
various Federal and state funding agencies, pass-through entities, City of Philadelphia, and the
Department of Public Health and is not intended to be and should not be used by anyone other than
these specified parties. Under Louisiana Revised Statute 24:513, this report is distributed by the
Legislative Auditor as a public document.

Philadelphia, PA
January 7, 2005
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— " en"

(S
u-i
t-^
vT
cs

CO
Ca ts *°c o

o
ro

^!—I

ÔN
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
NOTES TO SCHEDULE OF EXPENDITURES OF

FEDERAL, STATE AND CITY AWARDS
YEAR ENDED JUNE 30, 2004

1. General information

The accompanying schedule of expenditures of federal, state and city awards presents activities
in all federal, state and city award programs of Resources for Human Development, Inc. All
financial assistance received directly from federal agencies, as well as financial assistance
passed through other governmental agencies or not-for-profit organizations, is included on the
schedule.

2. Basis of accounting

The accompanying schedule of expenditures of federal, state and city awards is presented using
the accrual basis of accounting. The amounts reported in this schedule as expenditures may
differ from certain financial reports submitted to funding agencies because those reports may be
submitted on either a cash or modified cash basis of accounting.

3. Relationship to basic consolidated financial statements

Federal, state and city award expenditures are reported on the statement of functional
expenditures as program costs. However, expenditures in the schedule of expenditures of
federal, state and city awards for certain programs which have incurred deficits have been
limited to the related contracted amount. In addition, for certain programs, the expenditures
reported in the basic consolidated financial statements may differ from the expenditures
reported in the schedule of expenditures of federal, state and city awards due to program
expenditures exceeding grant or contract budget limitations which are not included as federal,
state and city financial assistance.

91



RESOURCES FOR HUMAN DEVELOPMENT, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30,2004

Section I - Summary of Auditors' Results

Financial Statements

Type of auditors' report issued: Unqualified

Internal control over financial reporting:
Material weakness(es) identified?
Reportable condition(s) identified not considered

to be material weakness(es) reported

Noncompliance material to financial statements noted?

yes

yes

yes

no

none

Federal Awards

Internal control over major programs:
Material weakness(es) identified?
Reportable condition(s) identified not considered

to be material weakness(es) reported

Type of auditors' report issued on compliance for
major programs: Unqualified

Any audit findings disclosed that are required to
be reported in accordance with Circular A-l 33,
Section .510(a)?

Qualification of major programs:

CFDA Number(s)

yes

yes

yes

no

none

no

Name of Federal Program or Cluster

14.235
93.150
93.224
93.558
93.778
93.959

Supportive Housing Program
Projects for Assistance in Transition from Homelessness
Community Health Centers
Temporary Assistance for Needy Families
Medical Assistance Program
Block Grants for Prevention and Treatment of Substance Abuse

Dollar threshold used to distinguish
between Type A and Type B programs: $531,643

Auditee qualified as low-risk auditee yes no

t
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2004

Section H - Financial Statement Findings

04-1 Payroll

Condition: The number of total hours worked per day on employee time sheets was not
computed correctly in a number of instances. This condition was also a finding in the
prior year audit.

Criteria: The Organization requires all unit directors to re-compute and approve
employee time sheets prior to submission to the payroll department for processing.

Effect: Because employee time sheets are not consistently re-computed accurately
before payrolls are processed, inaccuracies and possible disallowed payroll costs may
occur.

Cause of condition: Procedures are in place for supervisory personnel to re-compute
all time sheets. Apparently, this procedure is not applied consistently.

Recommendation: The Organization needs to ensure that this procedure is followed
consistently by all units. Periodic inspections of time sheets and time summaries should
be made through the internal audit function to confirm that there is adherence to the
procedure.
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2004

Section III - Federal Awards and Questioned Costs

DEPARTMENT OF HEALTH AND HUMAN SERVICES

04-2 Medical Assistance Program - CFDA No. 93.778 - Year ended June 30, 2004

Reportable condition; The reportable condition at Finding 04-1 also applies to
this program.

04-3 Community Health Centers - CFDA No. 93.224 - Year ended June 30, 2004

Reportable condition: The reportable condition at Finding 04-1 also applies to
the program.

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

04-4 Supportive Housing Program - CFDA No. 14.235 - Year ended June 30, 2004

Reportable condition: The reportable condition at Finding 04-1 also applies to
this program.
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R E S O U R C E S
F 0 R

H U M A N D E V E L O P M E N T , INC.

January 7,2005

Department of Health and Human Services

Resources for Human Development, Inc. respectfully submits the following corrective
action plan for the year ended June 30, 2004.

Name and address of independent accounting firm: Shechtman, Marks, Devor &
Etskovitz, P.C. - 2000 Market Street - Suite 500 - Philadelphia, Pa. 19103

Audit period: Year ended June 30, 2004.

The findings from the June 30, 2004 schedule of findings and questioned costs are
discussed below. The findings are numbered consistently with the numbers assigned in
the schedule.

Findings - Financial Statement Audit.

Reportable Conditions

04-1 Payroll

Recommendation: The Organization needs to ensure that timesheet procedures are
followed consistently by all programs. Periodic inspections of timesheets and time
summaries should be made through the internal audit function to confirm that there is
adherence to the procedures.

Action Taken: We concur with the recommendation. Our internal auditors will continue
their audits throughout the current fiscal year. Any errors found are corrected when
identified. Any necessary additional training is also completed.

In addition the organization has automated the time collection process for a majority of
the programs which will eliminate the computation errors in the total number of hours
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worked per day. We anticipate that the implementation of this automated process
throughout the organization will be completed by June 30, 2005.

Findings - Federal Award Programs Audit

Department of Health and Human Services

04-2 Medical Assistance Program - CFDA No. 93.778

Reportable Condition: See Finding 04-1.

04-3 Community Health Centers - CFDA No. 93.224

Reportable Condition: See Finding 04-1.

Department of Housing and Urban Development

04-4 Supportive Housing Program - CFDA No. 14.235

Reportable Condition: See Finding 04-1.

If the Department of Health and Human Services has any questions regarding this plan,
please call Mary Loomis, Chief Financial Officer at 215-951-0300.

Sincerely yours,

<
Mary Loomis
Chief Financial Officer
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RESOURCES FOR HUMAN DEVELOPMENT, INC.
SUMMARY SCHEDULE OF PRIOR AUDIT FINDING

YEAR ENDED JUNE 30, 2004

DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding 03-2 Medical Assistance Program - CFDA No. 93.778

i
Condition:

Recommendation:

Current status:

This finding was a reportable condition stating that the number of total
hours worked per day on employee time sheets was not computed
correctly in a number of instances.

The auditor recommended that the Organization monitor the procedure
that supervisory personnel recompute all time sheets. In addition,
periodic inspections of time sheets and time summaries should be made
through the internal audit function.

The Organization's internal auditors continue their audits. Any errors
found are corrected when identified. Any necessary additional training is
also completed.

In addition, the Organization has automated the time collection process
for a majority of the programs which is expected to eliminate the
computation errors in the total number of hours worked per day. It is
expected that the implementation of this automated process throughout
the Organization will be completed by June 30, 2005.

Finding 03-3 Supportive Housing Program - CFDA No. 14.235

Condition:

Recommendation:

Current status:

This finding was a reportable condition stating that the number of total
hours worked per day on employee time sheets was not computed
correctly in a number of instances.

The auditor recommended that the Organization monitor the procedure
that supervisory personnel recompute all time sheets. In addition,
periodic inspections of time sheets and time summaries should be made
through the internal audit function.

The Organization's internal auditors continue their audits. Any errors
found are corrected when identified. Any necessary additional training is
also completed.

In addition, the Organization has automated the time collection process
for a majority of the programs which is expected to eliminate the
computation errors in the total number of hours worked per day. It is
expected that the implementation of this automated process throughout
the Organization will be completed by June 30, 2005.
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DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding 03-4 Temporary Assistance for Needy Families - (TANF) - CFDA No. 93.558

Condition:

Recommendation:

Current status:

This finding was a reportable condition stating that the number of total
hours worked per day on employee time sheets was not computed
correctly in a number of instances.

The auditor recommended that the Organization monitor the procedure
that supervisory personnel recompute all time sheets. In addition,
periodic inspections of time sheets and time summaries should be made
through the internal audit function.

The Organization's internal auditors continue their audits. Any errors
found are corrected when identified. Any necessary additional training is
also completed.

In addition, the Organization has automated the time collection process
for a majority of the programs which is expected to eliminate the
computation errors in the total number of hours worked per day. It is
expected that the implementation of this automated process throughout
the Organization will be completed by June 30, 2005.

Finding 03-5 Block Grant for Prevention and Treatment of Substance Abuse -
CFDA No. 93-959

Condition:

Recommendation:

Current status:

This finding was a reportable condition stating that the number of total
hours worked per day on employee time sheets was not computed
correctly in a number of instances.

The auditor recommended that the Organization monitor the procedure
that supervisory personnel recompute all time sheets. In addition,
periodic inspections of time sheets and time summaries should be made
through the internal audit function.

The Organization's internal auditors continue their audits. Any errors
found are corrected when identified. Any necessary additional training is
also completed.

In addition, the Organization has automated the time collection process
for a majority of the programs which is expected to eliminate the
computation errors in the total number of hours worked per day. It is
expected that the implementation of this automated process throughout
the Organization will be completed by June 30, 2005.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON COST ALLOCATION PLAN

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

We have audited the consolidated financial statements of Resources for Human Development, Inc. and
• subsidiaries as of and for the year ended June 30, 2004, and have issued our report thereon dated

January 7, 2005.

As part of our audit, we audited the method used by the Organization to allocate indirect costs as
reflected in the City of Philadelphia, Department of Public Health, Office of Mental Health and Mental

£ Retardation program activity invoice summary as required by the Commonwealth of Pennsylvania,
Department of Public Welfare, Section 4300.94 of the Title 4300 Regulations.

The Commonwealth of Pennsylvania, Department of Public Welfare, Section 4300.94 of the Title 4300
Regulations states that "the overall objective of the allocation process is to distribute the indirect costs
of the agency to its various services or cost categories in'reasonable proportion with the benefits

* provided to these services or cost categories." The regulations require that the method used "shall
result in a fair and equitable distribution of costs and shall be in direct relation to actual benefits
accruing to the services to which costs are charged".

The method of allocating costs for the year ended June 30, 2004 was based on various formulas which
$ allocate costs depending on the nature of the individual costs.

In our opinion, the cost allocation plan of the Organization results in a distribution of indirect costs, as
reflected in the City of Philadelphia, Department of Public Health, Office of Mental Health and Mental
Retardation program activity invoice summary for the year ended June 30, 2004 in accordance with
Section 4300.94 of the Title 4300 Regulations issued by the Commonwealth of Pennsylvania,
Department of Public Welfare.

This report is intended solely for-flie-information and-use of the Board of Directors, management and
the City of Philadelphia, Department of Public Health and is not intended to be and should not be used
by anyone other than these specified parties.

Philadelphia, PA
January 7, 2005
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS ON COST
ALLOCATION PLAN FOR THE UPCOMING BUDGET YEAR

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

At your request we have performed the procedures enumerated below with respect to the administrative
costs distribution included in the Line Item Budget for the year ending June 30, 2005 submitted by
Resources for Human Development, Inc. ("the Organization") to the City of Philadelphia, Department
of Health. Our review was made solely to assist you in your filing requirements with the City of
Philadelphia, Department of Public Health.

The procedures we performed are summarized as follows:

a. We reviewed a schedule contained within the 2005 Line Item Budget which reflected the
allocation factors utilized in distributing administrative costs.

b. We confirmed our understanding of the method of allocating administrative costs
through a review of supporting work papers and by discussions with management
responsible for allocation factors.

c. We compared the Organization's method of allocating costs to those requirements as
specified in Section 4300.94 of the Title 4300 Regulations Related Methods for
Allocating Indirect Costs in order to determine whether the cost allocation is in
compliance with those regulations.

d. We compared the allocation methods used between the current fiscal year and prior
fiscal year to determine consistency between years. The cost allocation method is based
on various formulas which allocate costs depending on the nature of the individual costs.

The Commonwealth of Pennsylvania, Department of Public Welfare, Section 4300.94 of Title 4300
Regulations state "The overall objective of the allocation process is to distribute the indirect costs of the
Agency to its various services or cost categories in reasonable proportion with the benefits provided to
these services or cost categories." The Regulations require that the method used result in a fair and
equitable distribution of costs which shall be in direct relation to actual benefits accruing to the services
to which costs are charged.
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Because the above procedures do not constitute an audit in accordance with generally accepted auditing
standards, we do not express an opinion on the amount of administrative costs distributed to the City
nor on any other amounts contained within the June 30, 2005 budget submitted to the City of
Philadelphia, Department of Public Health. Had we performed additional procedures or had we
conducted an audit in accordance with generally accepted auditing standards, other matters might have
come to our attention that would have been reported to you. This report relates only to the items
specified above and does not extend to any financial statements of the Organization taken as a whole.

Philadelphia, PA
January 7,2005
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January 3, 2005

Board of Directors
Resources for Human Development

In connection with our audit of the consolidated financial statements for Resources for Human
Development, Inc. and Subsidiaries (RHD) as of June 30, 2004, we issued two reports, which
addressed internal controls. The reports are Report of independent certified public accountants
on compliance and on internal control over financial reporting based on an audit of financial
statements in accordance -with Government Auditing Standards and Report of independent
certified public accountants on compliance with requirements applicable to each major program
and internal control over compliance in accordance with OMB Circular A-l33. In addition, we
noted certain matters that we believe you should consider. Our observations were formed as a
by-product of our auditing procedures, which did not include a comprehensive review for the
purpose of submitting detailed recommendations.

The following summarizes our comments and suggestions.

Comments for June 30,2004

Payroll - Calculation of Hours Worked

At each unit, hourly workers manually record their start-time and end-time and calculate the total
time worked each day. In our audit, we found numerous cases in which hours worked were
incorrectly calculated. The incorrectly calculated time was then entered onto the units' summary
time sheets that were then transmitted to the central office for payment. As a result, in those
cases, hourly workers were not paid the proper amount. The errors go in both directions,
sometimes more hours were paid than actually worked and at other times, fewer hours were paid
than actually worked. The net dollar impact to RHD was not significant, but there were
numerous instances in which errors occurred. This problem has occurred repeatedly over the
years.

We recommend that procedures continue to be improved or developed to prevent such errors.
We suggest that either the payroll department or internal audit function increase its inspection of
time sheets to identify errors. We are aware that subsequent to year-end, management has
implemented a new software system to electronically gather data at the source, transmit it to the
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Central office and then electronically calculate the time worked. However, because the
implementation occurred after year-end, we have not tested its accuracy. We recommend that
management monitor and test the system in order to determine its effectiveness and make any
necessary adjustments until they can be satisfied that payroll accuracy has substantially
improved.

Outstanding Payroll and Vendor Checks

During our audit fieldwork, we noted that some of the bank accounts have old outstanding
payroll or vendor checks. The State of Pennsylvania requires that any vendor checks remaining
unclaimed more than five years after they became payable are presumed abandoned and must be
escheated to the State. In addition, any wages that have remained unclaimed for more than three
years after the wages became payable are presumed abandoned and must also be escheated to the
State.

We recommend that management make a reasonable attempt to locate the individuals or
companies to which the outstanding checks are addressed. If they are unable to locate, we
recommend that the checks be remitted to the State.

Accounting for Fundraising Activities

For years, all costs related to fundraising have been required to be reported separately in the
financial statements of not-for-profit organizations. These requirements include Financial
Accounting Standard #117 and Statement of Position (SOP) 98-2, Accounting for Costs of
Activities of Non-Profit Organizations, as well as those of many state and local governmental
agencies. The reason is basically that all federal funds as well as those grants of other
municipalities, are specifically forbidden to be used for the solicitation of funds. In the past,
fundraising activities performed by RHD have been relatively insignificant. Nevertheless, RHD
has always fairly reported its limited fundraising costs in accordance with federal guidelines.

Recently, the Organization has increased its efforts in fundraising. Accordingly, we recommend
that RHD expand the accounting procedures in place to accurately account for all fundraising
activities and comply with federal reporting requirements. To accomplish this, we suggest that
the accounting department create a separate unit within its system to account for all expenses
related to fundraising. The costs contained in the unit would include (but not be limited to)
payroll and related costs of all people involved in fundraising activities, printing, mailing and
travel.



Accounting for Temporarily Restricted Contributions

During the course of our audit testing, we discovered that grants and contributions are being
solicited at both the corporate level as well as the unit level. Any contribution or grant made to
RHD that has stipulations regarding its use is considered to be temporarily restricted.

A few years ago, there was a management letter comment about distinguishing between
unrestricted and temporarily restricted contributions. As a result, RHD purchased software
named Raiser's Edge. The software has the capabilities to properly record all contributions, but
it is only as good as the data which is entered into it. The current problem appears to be due to
information at the unit level not being shared with the corporate offices. No one at the central
office has Organization-wide responsibility to control all contribution-related information and
reporting.

We recommend that one person, under the direction of the Chief Financial Officer, be assigned
the responsibility to ensure that the accounting treatment of all contributions is accurate and in
accordance with generally accepted accounting procedures. This person can perform this task,
probably quarterly, by using the general ledger to compile all contributions for the period. This
person should then contact each unit that recorded any contribution in excess of some amount,
say $5,000, and obtain all related documentation. Upon reviewing the documentation, the
individual should be able to determine if there are any additional promises to contribute as well
as whether there are any restrictions related to the contributions. Furthermore, this person would
be able to more effectively utilize the contribution-related software. In addition, we suggest
educating all people throughout the Organization who have any involvement in soliciting
contributions and grants, so that they know what information they should pass onto the Central
Office.

Accounting for Commitments to Contribute over Extended Time Periods

Upon examining some of the contributions received at the unit level, we discovered that some of
them contained promises to make extended payments over more than one year. None of these
promises had been recorded in the general ledger. In some cases, no one in the corporate offices
was even aware of these promises. Accounting standards state that unconditional promises to
contribute should be recorded as revenue in the period the promise is made.

Based on the current system, revenue related to promises to give over multiple years is not being
recorded in the proper period. The result is that in some years, revenues, changes in net assets
and net assets are understated and in other periods, they are overstated. Although the error is
only a timing difference that self-corrects over time, generally accepted accounting principles
require all revenues to be recorded in the proper period.
We recommend that procedures be developed to ensure that RHD properly records all revenue
from promises to pay contributions and grants for periods longer than one year in the proper
period. In addition, these procedures need to address determining whether the associated



revenue should be considered as unrestricted, temporarily restricted or permanently restricted.
We feel that the previous recommendation regarding the assignment of responsibility to an
individual under the direction of the Chief Financial Officer will also assist in correcting this
matter.

Timely Filing of Louisiana Audit Report

The State of Louisiana requires audit reports to be submitted within six months of the end of an
organization's fiscal year end. In the case of RHD, that filing deadline is December 31, 2004.
Failure to file the audit reports by that date is considered by the State of Louisiana a material
instance of noncompliance.

Although Louisiana considers the filing of the audit report later than six months after an
organization's year-end to be a reportable condition, most other agencies that fund RHD do not.
Accordingly, we are not reporting this event as a reportable condition on an organization-wide
basis. Nevertheless, it is our strong recommendation that RHD do everything in it power to close
its accounting books hi a timely manner and complete its financial statements so that the filing of
the annual audited financial statements be completed prior to Louisiana's and all other funders'
required due dates.

Corporate Accounting System Computer Controls

The Organization's accounting is recorded using Macola software. Due to the number of users
who feed information into the system, the magnitude of data and transactions that are processed
by the system, the reliance of users of financial data generated by the system for both internal
and external users, as well as the integration with other systems, we reviewed the accounting
controls surrounding the system. Our goal was to evaluate whether there were opportunities that
could potentially expose the system or the Organization to problems. Overall, we found the
controls and safeguards to be reasonably strong. The system seems to be safeguarded from
external attacks to disable, destroy or exploit business systems and information. It is protected
from hardware failures; malicious intent by disgruntled users; sites disasters resulting from fire,
theft, etc. and shared resources seem secure. However, we noted certain matters that we feel
should be brought to the attention of management in order to avoid potential problems.

Disaster Recovery and Business Continuity Plan

Based on our discussions, there is a general disaster recovery and business continuity plan.
There is adequate insurance in place to finance the cost of replacing hardware and software and
other tangible assets. Computer software and data are backed up both on CDs and mirrored on
another computer at the Midvale location. However, in the event that a major catastrophe
occurred to the headquarters building and the premises could not be used to operate the
Organization, the plan needs to be more specific as to the restart and relocation of operations.



Through our discussions, we understand that management has discussed this matter and
developed certain contingency plans. However, due to the size of the Organization in terms of
both the number of people it employs and provides services to, we recommend that a more
detailed plan be documented to identify how the Organization would operate if the headquarters
and the equipment in it were not usable. This plan should determine the amount of time the
Organization could be un-operable. While it had identified Midvale as the location at which it
could restart operations, it is only large enough to temporarily house your most critical
transactional operations - payroll, accounts payable and accounts receivable. There is no room
for the rest of the Central Office personnel.

We recommend that the plan identify allowable down times for its operations, with a focus on
restoring the most critical operations as quickly as reasonably possible. Based on discussions,
the order of importance of critical operations would first contain payroll, then accounts
receivable billing and collection, and then accounts payable. There should also be a process for
communicating the Organization's intentions to the personnel. RHD's management would most
likely be the central source of disseminating information.

Acceptable Use Procedures

There is a lack of formal policies and procedures addressing acceptable use of personal software.
It is not clear how the Organization feels about employees loading personal software onto the
Organization's computers, using the computers to play games, use of the internet for personal
reasons, visiting websites that may not be considered appropriate for the workplace, etc. During
the course of our audit, we witnessed the impact that a virus caused by shutting down the system
for multiple days. We also feel that the Organization exposes itself by allowing outside visitors
and vendors to use its network without first confirming that the user is virus-free.

We recommend that policies be developed and communicated throughout the Organization to
address the issue of acceptable computer usage. Not only will everyone in the Organization
clearly understand management's views on the topic, but it should reduce the chances for
computer viruses to infect the Organization's computer network as well as prevent unwanted
employment-related lawsuits and prevent improper use of company assets for personal use.

Summary

While correcting each of the foregoing points will not prevent or preclude errors or illegal acts
from occurring, they will assist in improving record keeping, internal controls, and the financial
stability of RHD. If you would like to discuss any of the matters in greater detail, please call us.

Very truly yours,

/

Shechtman, Marks, Devor & Etskovitz, P.C.
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Please find enclosed our financial statements and memorandum of advisory comments
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Resources for Human Development, Inc. (RHD) responses to the June 30, 2004
Memorandum of Advisory Comments

Payroll - Calculation of Hours Worked

RHD's internal audit department continues to audit a sample of the manual timesheets
and summaries. In addition we have conducted trainings to communicate and reeducate
the supervisors on the expected recomputations of the daily hours worked prior to
submission for payment. RHD has invested in two softwares which allow for the
scanning of employee timesheet data and the automation of the calculation of the daily
hours worked during the payroll period. We had anticipated the software implemetation
to be completed by June 2004. The necessary software modifications and testing process
was extended and therefore completion of the implementation will hopefully be done by
June 2005. We believe that this will eliminate or greatly reduce the error rate in the
calculation of total daily hours on the timeheets.

Outstanding Payroll and Vendor Checks

RHD has spent significant time researching, contacting individuals and vendors and
reissuing checks for the stale outstanding checks. We will plan to submit the appropriate
stale checks to the State by June 30, 2005.

Accounting for Fundraising Activities

RHD agrees to create a cost center specifically to capture fundraising types of costs for
the year ended June 30, 2005.

Accounting for Temporarily Restricted Contributions

RHD agrees with the recommendation to collect all contribution related documentation in
the corporate fiscal department on a quarterly basis. This will be done for contributions
received in the amount of $5,000 or more. This will allow easier tracking of any
restrictions and awareness in the development of our donor database.
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Accounting for Commitments to Contribute over Extended Time Periods

RHD agrees that by implementing the collection of contribution documentation we will
be able to be aware of multi year donation pledges on a timely basis. This will allow the
corporate fiscal department to account for the multi year pledge in the initial year.

Disaster Recovery and Business Continuity Plan

RHD agrees that the disaster recovery and business continuity plan is currently known
by a select number of people included in its development. This group is currently
formalizing the documentation of the plan to allow for distribution. The plan does include
a solution that allows for all critical Central Office personnel to have a workspace and
tools to complete their daily tasks. The plan also documents the expected time required
for the Organization to be fully operating.

Acceptable Use Procedures

RHD does believe that current virus scanning softwares are critical and are currently in
place. RHD management believes that it is the supervisor's responsibility to be aware of
and to monitor the activities of their staff during work hours. Management expects a full
day of productivity from our staff and has assigned workloads accordingly. RHD will
continue to address the appropriate use of the computer during the workday.


