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Michael A.Barbetti..c

Cerﬁfied Public Accountants

INDEPENDENT AUDITORS’ REPORT ‘

To the Board of Directors
The Arc of Northeastern Pennsylvania

Report on the Financial Statements

We have audited the accompanying financial statements of The Arc of Northeastern
Pennsylvania (a nonprofit organization), which comprise the statements of financial position as
of June 30, 2016 and 2015, and the related statements of activities, functional expenses and cash
flows for the years then ended, and the related notes to the financial statements.

Management’s Responsibility foi‘ the Financial Statements

Management is respon31ble for the preparation and fair presentatron of these financial statements

in accordance with accounting principles generally accepted in the United States of America; this

includes the design, implementation, and maintenance of internal control relevant to the

preparation and fair presentation of financial statements that are free from material mrsstatement
- whether due to fraud or error. ‘

| Auditor s ReSponsibility

Our respons1b111ty is to express an oprmon on these financial statements based on our audit. We
conducted our audit in accordance with auditing, standards generally accepted in the United
States of America 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 audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about amounts and disclosures

in the financial statements. The procedures selected depend on the auditor’s judgment, including

the assessment of the risks of material misstatement of the financial statements, whether due to

fraud or error. In making those risk assessments, the auditor considers internal control relevant -
to the entity’s preparation and fair presentation of the financial statements in order to design audit.
procedures that are appropriate in the circumstances, but not for the purpose of expressing an

oprmon on the effectiveness of the entity’s internal control.. Accordingly, we express no such

opinion. An audit also includes evaluating the appropriateness of accounting policies used and

the reasonableness of significant accounting estimates made by management, as well as

evaluatmg the overall presentation of the ﬁnanmal statements.

We believe that the audit evidence we have obtarned is’ sufﬁcrent and appropriate to provrde a
basis for our audit opinion.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of The Arc of Northeastern Pennsylvania as of June 30, 2016 and 2015 and
the changes in its net assets and its cash flows for the years then ended, in accordance with
accounting principles generally accepted in the United States of America.

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The supplemental data contained on pages 21 through 24 is included for purposes of
additional analysis and are not a required part of the financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated, in all material respects, in relation to the financial statements taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated January
19, 2017 on our consideration of The Arc of Northeastern Pennsylvania’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements, and other matters. The purpose of that report is to describe the scope
of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering The Arc of Northeastern Pennsylvania’s internal control over
financial reporting and compliance. That report is issued in a separately bound Single Audit
Report.

M Hl g Sy, Ll

Dunmore, Pennsylvania
January 19, 2017




THE ARC OF NORTHEASTERN PENNSYLVANIA

STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2016 AND 2015

016 015
ASSETS
CURRENT ASSETS:
Cash $ 171,964 $ 178,633
Accounts receivable 1,004,639 791,118
Prepaid expenses 64,919 73,935
Total current assets 1,241,522 1,043,686
PROPERTY AND EQUIPMENT, NET 1,659,780 1,762,566
TOTAL ASSETS $§ 2,901,302 2,806,252
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Line of credit $ 689,003 614,339
Current portion of long-term debt 92,042 98,504
Accounts payable 105,592 75,250
Accrued salaries and wages 97,782 98,943
Payroll taxes and withholdings 2,827 20,994
Accrued compensated absences 172,204 150,852
Due to The Arc Foundation 120,000 -
Total current liablities 1,279,450 1,058,882
LONG-TERM DEBT 642,384 735,868
Total liabilties 1,921,834 1,794,750
NET ASSETS:
Unrestricted 979,468 1,011,502
TOTAL LIABILITIES AND NET ASSETS $ 2901302 § 2,806,252

See accompanying notes to financial statements.
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THE ARC OF NORTHEASTERN PENNSYLVANIA

STATEMENTS OF ACTIVITIES

FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

SUPPORT AND REVENUE:
Public support
Indirect support
Contract revenue
Revenue-other
Rental income

Total Support and Revenue

EXPENSES
Program services:
Recreation
Residential
Adult day care
Supported employment
Advocacy
Transportation
Parents of Down Syndrome
Management and general
Land, building and equipment

Total Expenses

CHANGE IN NET ASSETS

NET ASSETS, BEGINNING

NET ASSETS, ENDING

See accompanying notes to financial statements.

016 015

$ 90,784 $ 166,195
99,721 102,397
6,034,029 5,905,963
532,431 423,769

43,288 41,813
6,800,253 6,640,137
332,901 317,422
3,424,627 3,443,858
1,494,104 1,499,496
98,917 102,178

90,447 102,793

173,626 185,412

31,016 34,521

981,441 1,056,509
205,208 194,094
6,832,287 6,936,283
(32,034) (296,146)
1,011,502 1,307,648

$ 979468 $ 1,011,502
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THE ARC OF NORTHEASTERN PENNSYIL.VANIA
STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

016 015
CASH FLOW FROM OPERATING ACTIVITIES:
Change in net assets $ (32,034) $ (296,146)
Adjustments to reconcile change in net assets

to net cash provided (used) by operating activities:

Depreciation 170,362 161,168
Change in assets and liabilities:
Increase in accounts receivable (213,521) (71,183)
Decrease in prepaid expenses 9,016 51,617
Increase in accounts payable 30,342 3,307
(Decrease) increase in accrued salaries and wages (1,161) 15,810
Decrease in payroll taxes and withholding (18,167) (5,234)
Increase in accrued compensated absences 21,352 27,338
Increase in due to The Arc Foundation 120,000 -
Net cash provided (used) by operating activities 86,189 (113,323)

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment (67,577) (158,739)

CASH FLOWS FROM FINANCING ACTIVITIES: |

Borrowings on line of credit and other debt 74,665 368,687
Principal payments on line of credit and other debt (99,946) (89,813)
Net cash (used) provided by financing activities (25,281) 278,874

NET (DECREASE) INCREASE IN

CASH AND CASH EQUIVALENTS (6,669) 6,812
CASH AND CASH EQUIVALENTS - BEGINNING 178,633 171,821
CASH AND CASH EQUIVALENTS - ENDING $ 171,964 § 178,633

SUPPLEMENTAL INFORMATION:
Interest paid

&

59,539 § 51,009

See accompanying notes to financial statements.
-11 -



THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2016 AND 2015
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Nature of Operations and Reporting Entity:
The Arc of Northeastern Pennsylvania is a non-profit agency (“Organization”)
dedicated to the promotion of the general welfare of all persons in Northeastern
Pennsylvania who have intellectual and developmental disabilities.

The Arc of Northeastern Pennsylvania provides developmental, residential, and
recreational programming to children and adults with intellectual and developmental
disabilities. They also provide services to parents, other individuals, organizations,
and communities for jointly meeting the needs of persons with intellectual and
developmental disabilities.

The Arc of Northeastern Pennsylvania Board of Directors has oversight
responsibilities and control over all activities related to the Organization. The
Organization receives the majority of their funding from state and federal government
sources and must comply with the requirements of these funding source entities.

On April 14, 1997, the Organization established The Arc of Northeastern
Pennsylvania Foundation (“Foundation”). The purpose of the Foundation is to
provide financial support to The Arc of Northeastern Pennsylvania, the sole member
of the Foundation. The accompanying financial statements exclude the net assets and
activities of the Foundation.

Basis of Accounting:
The Arc of Northeastern Pennsylvania accounts for all transactions on the accrual
basis of accounting for year-end reporting purposes under which:

» Revenues and gains are recognized in the accounting period in which they are
earned and become measurable.

« Expenses and losses are recognized in the accounting period in which the liability
is both incurred and measurable.

(continued)
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THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016 AND 2015

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):
Financial Statement Presentation:
The Organization records transactions based on Financial Accounting Standards
Board Accounting Standards Codification (FASB ASC) 958-605-05-3, Accounting
for Contributions Received and Contribution Made. The Organization presents
financial statements in accordance with FASB ASC 958-205-05-5, Financial
Statement of Not-for-Profit Organizations.

FASB ASC 958-205-05-5 established standards for external financial reporting by
not-for-profit organizations and requires that resources be classified for accounting
and reporting purposes into three net asset categories according to externally (donor)
imposed restrictions. FASB ASC 958-605-05-3 requires that unconditional promises
to give (pledges) be recorded as receivables and revenues and requires the
Organization to distinguish between contributions received for each net asset category
in accordance with donor imposed restrictions. A description of the net asset
category applicable to the Organization is as follows:

Unrestricted Net Assets:
This category includes the revenue and expenses associated with the principal
mission of the Organization.

Use of Estimates:

Management uses estimates and assumptions in preparing the financial statements of
The Arc of Northeastern Pennsylvania in accordance with generally accepted
accounting principles. Those estimates and assumptions may affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and
the reported revenues and expenses. Actual results could vary from the estimates that
were used by management of The Arc of Northeastern Pennsylvania.

Accounts Receivable:
Funding source providers’ payments to the Organization is the factor in determining
if a receivable is uncollectible.

Accounts receivable relate to contracted amounts with the Pennsylvania Department
of Human Services and, on the local level, through county mental health agencies
including the Lackawanna, Susquehanna Counties Program, the Wayne County
Program, the Carbon, Monroe, Pike Counties Program, and other funding source
providers. These amounts are generally considered to be fully collectible; and
accordingly, no allowance for doubtful accounts is considered necessary in the
current year.

(continued)
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THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):
Allocated Expenses:
The Organization, where applicable, directly identifies and charges expenses to the proper
programs. Other expenses that are common to several functions are allocated among
programs and supporting services classifications based on estimates made by the
Organization’s management.

Inventory of Supplies:

Inventory of supplies has not been reflected in the accompanying financial statements
because all purchases of supplies are budgeted expenses for the project period in which they
are purchased and, accordingly, have been treated as project costs of that period.

Cash and Cash Equivalents:
The Organization considers all highly liquid investments with an initial maturity of three
months or less to be cash and cash equivalents.

Property and Equipment/Depreciation:

Property and equipment items are stated at cost. Expenses for maintenance and repair items
are charged against income in the year incurred. Replacements, renewals and betterments are
capitalized as incurred. Depreciation is provided on the straight-line basis utilizing the
following estimated useful lives:

Real Property - Ranging from 19 to 39 Years
Transportation Equipment - Various
Office Equipment - Various

Income Tax Status:

The Organization has received a letter of determination from the Internal Revenue Service
advising it that it qualifies as a non-profit corporation under Section 501(c)(3) of the Internal
Revenue Code, and therefore, is not subject to income tax. However, the Organization also
files a Form 990T, which is utilized to report the unrelated business income of the
Organization, specifically, rental income.

The Organization adopted previously deferred guidance related to uncertain tax positions.
FASB ASC 740-10 and related subsections prescribes rules for recognition, measurement,
classification, and disclosure in the financial statements of uncertain tax positions taken or
expected to be taken in the Organization’s tax returns. As a result of implementing this
guidance, management has determined that the Organization does not have any uncertain tax
positions and associated unrecognized benefits that materially impact the financial statements
and related disclosures.

Since tax matters are subject to some degree of uncertainty, there can be no assurance that the
Organization’s tax returns will not be challenged by the taxing authorities and that the
Organization will not be subject to additional tax, penalties, and interest as a result of such
challenge. Generally, the Organization’s tax returns remain open for federal income tax
examination for three years from the date of filing.

Management Evaluation / Subsequent Events:
Management has evaluated subsequent events through January 19, 2017, the date on which the
financial statements are available to be issued.

(continued)
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THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016 AND 2015

NOTE 2 - PROPERTY AND EQUIPMENT:
Property and equipment are summarized by major classification as follows:

2016 2015

Description
Land $ 203,171 $ 203,171
Buildings and Improvements 2,510,407 2,463,397
Transportation Equipment 1,010,467 1,028,944
Equipment 182,633 170,654
Leasehold Improvements 78,974 78,974
Construction in Progress 8,587 -

Total 3,994,239 3,945,140
Less: accumulated depreciation 2,334,459 2,182,574

Net $ 1,659,780 § 1,762,566

Depreciation expense for the years ended June 30, 2016 and 2015 is $170,362 and
$161,168, respectively.

NOTE 3 — LINE OF CREDIT:
The Arc of Northeastern Pennsylvania maintains a secured line of credit from a bank
in the amount of $850,000. The line is designed to be utilized for working capital
requirements of the Organization. Borrowing under this commitment bears interest at
a variable rate of the New York Prime Rate. The rate was 3.00% at June 30, 2016.
The line of credit matures on an annual basis, at which time it is renewable at the
option of the bank.

Security for the line of credit:
The line of credit is secured by the following:

1. A first lien perfected security interest in all business assets, including, but
not limited to, borrower’s accounts receivable, inventory, furniture, fixtures,
machinery and equipment and any and all general intangibles.

2. Assignment of leases and rentals for any tenants now in existence or
existing in the future.

At June 30, 2016 and 2015, the balance of the line of credit was $689,003 and
$614,339, respectively.

(continued)
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THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016 AND 2015

NOTE 4 — LONG-TERM DEBT:
The following is a summary of the long-term debt of The Arc of Northeastern
Pennsylvania as of June 30, 2016 and 2015:

a. Note payable to a bank, payable in monthly installments of $1,054
including interest at 7.5% for the first 10 years, adjusted to N'Y prime rate less %2 %
thereafter, secured by building. Maturity date of the loan is October 27, 2020. The
terms of the note were amended in March 2008 with interest fixed at 6.25% and a
monthly payment of $969. The balance of the note at June 30, 2016 and 2015 is
$38,401 and $48,413.

b. Note payable to a bank, payable in monthly installments of $1,154
including interest at 5.990%, secured by a lien on the premises located at 1500
Court Street, Scranton, Pennsylvania. Maturity date of the loan is June 4, 2030.
The balance of the note at June 30, 2016 and 2015 is $71,266 and $74,501.

c. Note payable to a bank, payable in monthly installments of $754 including
interest at 5.875%, secured by a lien on the premises located at 2000 Farr Street,
Scranton, Pennsylvania. Maturity date of the loan is June 23, 2035. The balance
of the note at June 30, 2016 and 2015 is $103,406 and $106,289.

d. Note payable to a bank, payable in monthly installments of $1,442
including interest at 6.25%, secured by real estate. Maturity date of the loan is
June 26, 2038. The balance of the note at June 30, 2016 and 2015 is $125,746 and
$134,870.

e. Note payable to a bank, payable in monthly installments of $759 including
interest at 6.25%, secured by real estate. Maturity date of the loan is September
15, 2028. The balance of the note at June 30, 2016 and 2015 is $75,981 and
$80,454.

f. Note payable to a bank, payable in monthly installments of $429 including
interest at 4.49%, secured by a vehicle. Maturity date of the loan is July 31, 2019.
The balance of the note at June 30, 2016 and 2015 is $14,810 and $19,190.

g. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $329 including interest at 0.90%, secured by a vehicle.
Maturity date of the loan is September 30, 2019. The balance of the note at June
30, 2016 and 2015 is $12,633 and $16,447.

h. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $354 including interest at 0.90%, secured by a vehicle.
Maturity date of the loan is October 28, 2018. The balance of the note at June 30,
2015 and 2014 is $13,616 and $17,726.

(continued)
-16-



THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 4 — LONG-TERM DEBT (continued):

1. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $475 including interest at 0.00%, secured by a vehicle.
Maturity date of the loan is October 25, 2019. The balance of the note at June 30,
2016 and 2015 is $18,994 and $25,167.

j. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $475 including interest at 0.00%, secured by a vehicle.
Maturity date of the loan is October 25, 2019. The balance of the note at June 30,
2016 and 2015 is $17,019 and $22,551.

k. Note payable to a bank, payable in monthly installments of $1,442
including interest at 5.99%, secured by real estate. Maturity date of the loan is
December 31, 2030. The balance of the note at June 30, 2016 and 2015 is
$166,457 and $173,960.

L. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $384 including interest at 4.90%, secured by a vehicle.
Maturity date of the loan is June 30, 2016. The balance of the note at June 30,
2016 and 2015 is $-0- and $4,599.

m. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $393 including interest at 4.90%, secured by a vehicle.
Maturity date of the loan is June 30, 2016. The balance of the note at June 30,
2016 and 2015 is $-0- and $4,489.

n. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $647 including interest at 3.50%, secured by a vehicle.
Maturity date of the loan is August 19, 2018. The balance of the note at June 30,
2016 and 2015 is $16,180 and $23,244.

0. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $647 including interest at 3.50%, secured by a vehicle.
Maturity date of the loan is August 19, 2018. The balance of the note at June 30,
2016 and 2015 is $16,180 and $23,244.

(continued)
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THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 4 — LONG-TERM DEBT (continued):

p. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $393 including interest at 4.90%, secured by a vehicle.
Maturity date of the loan is October 28, 2018. The balance of the note at June 30,
2016 and 2015 is $10,878 and $15,470.

q. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $477 including interest at 1.90%, secured by a vehicle.
Maturity date of the loan is June 13, 2019. The balance of the note at June 30,
2016 and 2015 is $16,683 and $22,036.

r. Note payable to an automobile manufacturer finance company, payable in
monthly installments of $462 including interest at 0.00%, secured by a vehicle. -
Maturity date of the loan is June 3, 2019. The balance of the note at June 30, 2016
and 2015 is $16,177 and $21,722.

The following is a summary of debt maturities as of June 30, 2016:

Year Ending

June 30 Amount
2017 $ 92,042
2018 95,313
2019 82,575
2020 45,989
2021 36,119
Thereafter 382,388
Total $ 734,426

Interest expense for the year ended June 30, 2016 and 2015 was $55,539 and $51,009.

NOTE 5 — RETIREMENT PLAN:

The Organization maintains a defined contribution noncontributory retirement plan,
which provides retirement benefits for plan participants. The total contribution
required is made as of each monthly date for each active participant on that date and
equals three percent (3%) of the participant’s compensation for the last calendar
month. The plan is available to all employees who have completed one year of
eligibility service and have attained the age of twenty-one. The vesting computation
period is a one-year period beginning on the first day of each plan year, including
corresponding periods before the effective date. The Organization contributed
$84,277 and $79,155 for the years ended June 30, 2016 and 2015.

(continued)
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THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 6 — COMPENSATED ABSENCES:
The personnel policies of The Arc of Northeastern Pennsylvania provide that
compensation for vacations and certain sick leave for employees will accrue in accord
with such agreements. The amount of such liability as of June 30, 2016 and 2015 is
$172,204 and $150,852, respectively.

NOTE 7 — RENTAL INCOME:
The Arc of Northeastern Pennsylvania purchased a commercial building on August 4,
1987, located at 115 Meadow Avenue, Scranton, Pennsylvania. The Organization
occupies approximately ninety percent (90%) of available space with the remaining
space available for outside rentals. The outside rental income and associated
expenses are reflected on the Statement of Activities.

NOTE 8 - CONCENTRATIONS OF CREDIT RISK:
The Arc of Northeastern Pennsylvania is funded primarily through the U.S.
Department of Health and Human Services and the Pennsylvania Department of
Public Welfare.

Under the funding provisions, the Organization is required to expend funds in
accordance with instructions noted in the financial assistance award. Funds received
from the U.S. Department of Health and Human Services and the Pennsylvania
Department of Human Services accounted for approximately 93% and 89%,
respectively, of the Organization’s support and revenue for the years ended June 30,
2016 and 2015.

The Arc of Northeastern Pennsylvania maintains its deposit balances with various financial
institutions in Northeastern Pennsylvania. Accounts at each institution are insured by the
Federal Deposit Insurance Corporation up to $250,000.

The insured and uninsured cash balances at June 30, 2016 and 2015 are as follows:

2016 2015
Total Bank Balances $ 148,199 § 155,781
Insured Portion 148,199 155,781
Uninsured Cash Balances $ - $ -

(continued)
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THE ARC OF NORTHEASTERN PENNSYLVANIA
NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016 AND 2015

NOTE 9 - THE ARC OF NORTHEASTERN PENNSYLVANIA FOUNDATION
Summarized financial information concerning the Foundation follows:

Condensed Statement of Financial Position
June 30, 2016 and 2015

2016 2015
ASSETS
Cash $ 344974 § 511,211
Account receivable 120,000 -
Investments 809,047 851,316
Endowment fund 29,847 30,173
Total $ 1,303,868 $ 1,392,700
LIABILITIES AND NET ASSETS
Accounts Payable $ 717 $ 97,042
Net Assets 1,303,151 1,295,658
Total $ 1,303,868 $ 1,392,700

Condensed Statement of Activities
for the Years ended June 30, 2016 and 2015

2016 2015
Bequests $ 900 $ 3,828
Grants 76,500 117,900
Contributions 34,970 72,548
Investment return (43,132) (29,778)
Endowment income 598 1,548
Miscellaneous income 4,125 1,462
Special events, net 82,257 30,158
Program services (125,035) (117,940)
Management and general expenses (371) (585)
Fundraising expenses (23,319) (2,964)
Net increase 7,493 76,177
Net assets - beginning 1,295,658 1,219,481
Net assets - ending $ 1,303,151 § 1,295,658

(concluded)
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