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Independent Auditors’ Report on Compliance for the Major State Financial Assistance Project;
Report on Internal Control Over Complianece; and Report on Schedule of State Financial Assistance
Required by Chapter 10.650, Rules of the Auditor General

The Board of Directors
North American Family Institute. Inc.

Report on Compliance for Each Major State Financial Assistance Project

We have audited North American Family Institute, Inc.’s (NAFI's) compliance with the types of
compliance requirements described in the Executive Office of the Governor's State Project Compliance
Supplement that could have a direct and material effect on NAF!'s major state financial assistance project
for the year ended June 30, 2013. NAFI’s major state financial assistance project is identified in the
summary of auditor’s results section of the accompanying schedule of findings and questioned costs.

Muanagement’s Responsibility

Management is responsible for compliance with the requirements of laws. regulations. contracts, and grants
applicable to its state financial assistance projects.

Auditors’ Responsibility

Our responstbility is to express an opinion on compliance for NAFI’s major state financial assistance
project based on our audit of the types of compliance requirements referred to above, 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 Chapter 10.650, Rules of the Auditor General. Those
standards and Chapter 10.650 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 state financial assistance project occurred. An audit includes
examining, on a test basis, evidence about NAF['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 on compliance for NAFI's major
state financial assistance project. However, our audit does not provide a tegal determination of NAFI's
compliance.

Opinion on the Major State Financial Assistance Project

In our opinion, NAFI complied. in all material respects, with the types of compliance requirements referred
to above that could have a direct and material effect on its major state financial assistance project for the
year ended June 30, 2013.

KPMG LLP 15 a Delaware limited hability partnership,
the U.8, member firm of KPMG Intemational Cooperabive
("KPMG Intemational™). a Swdss entity.
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Report on Internal Control Over Compliance

Management of NAFI is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance. we considered NAFI['s internal control over compliance with the types of
requirements that could have a direct and material effect on its major state financial assistance project to
determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing
an opinion on compliance for its major financial assistance project and to test and report on internal control
over compliance in accordance Chapter 10.650, Rules of the Auditor General. but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of NAFI's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent. or detect and correct, noncompliance with a type of compliance requirement of a
state financial assistance project on a timely basis. A material weakness in internal control over compliance
is a deficiency. or combination of deficiencies, in internal control over compliance. such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a state project
will not be prevented. or detected and corrected, on a timely basis. A significant deficiency in internal
control over compliance is a deficiency. or a combination of deficiencies. in internal control over
compliance with a type of compliance requirement of a state project that is less severe than a material
weakness in internal control over compliance. yet important enough to merit attention by those charged
with governance.

Qur consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However.
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing
of internal control over compliance and the results of that testing based on the requirements of Chapter
10.650. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of State Financial Assistance Required by Chapter 10.650,
Rules of the Auditor General

We have audited the consolidated financial statements of NAF1 as of and for the vear ended June 30, 2013,
and have issued our report thereon dated September 30. 2013, which contained an unmodified opinion on
those financial statements. Our audit was conducted for the purpose of forming an opinion on the
consolidated financial statements as a whole. The accompanying schedule of expenditures of state financial
assistance is presented for purposes of additional analysis as required by Chapter 10.650, Rules of the
Auditor General and is not a required part of the consolidated 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 consolidated financial statements. The information has been subjected to
the auditing procedures applied in the audit of the consolidated financial statements and certain additional
procedures. including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the consolidated financial statements or to the consolidated financial
statements themselves. and other additional procedures in accordance with auditing standards generally
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accepted in the United States of America. In our opinion, the schedule of expenditure of state financial
assistance is fairly stated in all material respects in relation to the consolidated financial statements as a
whole.

KPMas LP

QOctober 30, 2013
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Independent Auditors’ Report on Internal Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in Accordance With
Government Auditing Standards

The Board of Directors
North American Family Institute, Inc.:

We have audited, in accordance with the 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, the financial statements of North American Family
Institute, Inc. (NAFI) which comprise the statement of financial position as of June 30, 2013, and the
related statements of activities, functional expenses, and cash flows for the year then ended, and the related
notes to the financial statements, and have issued our report thereon dated September 30, 2013,

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered NAFI's internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinion on the financial statements, but not for the purpose
of expressing an opinion on the effectiveness of NAFI's internal control. Accordingly, we do not express
an opinion on the effectiveness of NAFI's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management ot employees, in the normal course of perfornming their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or combination of
deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement of
NAFI's financial statements will not be prevented, or detected and corrected, on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses
may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether NAFI's financial statements are free from
material misstatement, we performed tesls of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and matenal 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

KPMG LLP is a Delaware limited Hability parnership,
the U.S. member firn of KPMG Intemnational Cooperalive
(“KPMG Intemational®), a Swiss entity
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results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the NAFI's internal
conirol or on compliance. This report is an integral part of an audit perfonned in accordance with
Government Auditing Standards in considering the NAFI's internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

KPMer P

September 30, 2013
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Exhibit 111
NORTH AMERICAN FAMILY INSTITUTE, INC.

Schedule of Findings and Questioned Costs
Year ended June 30, 2013

Summary of Auditors’ Results
Financial Statements

Type of auditors™ report issued: Unmodified

Internal control over financial reporting;

e Material weakness{es) identified? yes X no
»  Significant deficiency(ies) identified that are

not considered to be material weakness{es)? yes X none reported
Noncompliance material to the financial

statements noted? yes X no
State Financial Assistance Project
Internal control over major programs:
s Material weakness{es) identified? yes X no
e Significant deficiency(ies) identified that are

not considered to be material weakness(es)? ves X none reported
Type of auditors” report issued on compliance

tor major programs; Unmodified
Any audit findings disclosed that are required to be

reported in accordance with Chapter 10.650,

Rules of the Auditor General? yes X no
Major State Financial Assistance Project:

Title CSFA State contract/grant number

Alachua Academy 80.017 R2068

The threshold for distinguishing Type A and Type B projects was $300,000 for major state financial
assistance projects.

Findings Related to the Financial Statements Reported in Accordance with Government Auditing
Standards

None.

Findings and Questioned Costs Relating to State Financial Assistance Projects

None.

T11-1 {Continued)
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(5)

(6)

NORTH AMERICAN FAMILY INSTITUTE, INC.

Schedule of Findings and Questioned Costs
Year ended June 30, 2013

Corrective Action Plan Pursuant to Section 215.97(8)(f), Florida Statutes
Not required.

Management Letter Pursuant to Section 215.97(9)(f), Florida Statutes
Not required.

Prior Year Findings and Questioned Costs

None.

I11-2
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NORTH AMERICAN FAMILY INSTITUTE, INC.

Financial Statements and Supplementary Information —
Schedule of Expenditures of State Financial Assistance

Year ended June 30, 2013

(With Independent Auditors’ Report Thereon)
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Independent Auditors® Report

The Board of Directors
North American Family Institute, Inc.:

We have audited the accompanying consolidated financial statements of North American Family Institute,
Inc. and subsidiaries (NAFI), which comprise the consolidated statement of financial position as of
June 30, 2013, and the related consolidated statements of activities, functional expenses, and cash flows for
the vear then ended, and the consolidated related notes to the financial statements.

Management’s Responsibility for the Financial Statements
g P A

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated 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 consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditors” judgment. including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments. the auditor considers internal control relevant to NAFI['s
preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of NAFI'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 evaluating the overall presentation of the
consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

KPMG LLP 5 2 Delawarg limited hability parinershig,
the U.S member fim of KPMG Intematonal Cooperative
["KPMG International’), a Swiss enlity
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Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of NAFI as of June 30, 2013, and the changes in its net assets and its cash
flows for the year then ended in accordance with U.S. generally accepted accounting principles,

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 30,
2013 on our consideration of NAFI's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on 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 NAFI’s internal control over financial reporting and
compliance.

KPMmes P

September 30, 2013
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NORTH AMERICAN FAMILY INSTITUTE, INC.

AND SUBSIDIARIES

Consolidated Statement of Financial Position

Current assets:
Cash and equivalents
Restricted cash (note 5)
Accounts receivable, net (note 2)
Prepaid expenses and other current assets

Total current assets

Property and equipment (note 5):
Buildings and improvements
Land
Equipment and furmishings
Motor vehicles

Iess accumulated depreciation
Property and equipment, net

Investments (note 4)
Other assets (note 5 and 7)

Total assets

June 30, 2013

Assets

Liabilities and Net Assets

Current liabilities:
Current portion of long-terin debt (note 5}
Accounts payable
Line of credit (note 3)
Accrued payroll and related liabilities
Other accrued expenses
Deferred revenue (note 10)

Total current liabilities

Long-tern liabilities:

Long-term debt, net of current portion (note 5)

Total liabilities

Net assets:
Unrestricted
Temporarily restricted

Total net assets

Total liabilities and net assets

See accompanying notes to consolidated financial statements.
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9,509,486
124,228
8,217,899
418,488

18,270,101

29,941,448
3,960,801
4,098,719
1,576,623

39,577,591
(20,337,249)

19,240,342

674,984
1.401,629

39,587,056

1,243,131

951,782
2,175,000
3,538,665
1,801,832
2,895,901

12,606,311

11,293,188

23,899,499

15,498,356
189,201

15,687,557

39,587,056




NORTH AMERICAN FAMILY INSTITUTE, INC.

AND SUBSIDIARIES
Consolidated Statement of Activities

Year ended June 30, 2013

Changes in unrestricted net assets:
Revenues and other support:

Contracts, net (note 2 and 11)
Contributions:

In-kind

Other
Interest and dividends
Misceflaneous

Net assets released from program restrictions
Total revenues and other support

Expenses:
Program services (note 11)
Supporting services

Total expenses
Increase in unrestricted net assets before nonoperating activities

Nonoperating revenues {expenses):
Net realized and unrealized gain on investments
Net gain on interest rate swap (note 5)
Loss on disposal of property and equipment
Other

Increase in unrestricted net assets
Changes in temporarily restricted net assets:

Contributions
Net assets released from program restrictions

Decrease in temporarily restricted net assets
Increase in net assets
Net assets at beginning of year

Net assets at end of year

See accompanying notes to consolidated financial statements.
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86,801,052

2,083,379
239,835
239,582
268,714

89,632,562
26,735

89,659,297

79,805,556
3,350,384

§9,155,940

503,357

68,931
78,540
(8,878)

(377)

641,573

23,701
(26,735)

(3,034)

638,539
15,049,018

15,687,557




NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Consolidated Statement of Functional Expenses

Year ended June 30, 2013

Program Supporting
services services Total
Personnel expenses:
Salaries, payroll taxes and employee benefits 3 57,102,356 6,353,906 63,456,262
Other expenses:
Contracted services 5,754,134 1,205,352 6,959,486
Occupancy 3,693,700 495,381 4,189,081
Consumables 3,401,984 — 3,401,984
Other direct expenses 2,369,345 711,374 3,080,719
Transportation 1,847,184 210,569 2,057,753
In-kind 2,063,304 4,413 2,067,717
Interest 555,027 29,923 584,950
Equipment 599,742 73,111 672,853
20,284,420 2,730,123 23,014,543
Depreciation and amortization 2,215,330 266,355 2,481,685
Goodwill write off 203,450 — 203,450
Total expenses b 79,805,556 9,350,384 89,155,940

See accompanying notes to consolidated financial statements.
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NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Consolidated Statement of Cash Flows

Year ended June 30, 2013

Cash flows from operating activities:
Increase in net assets b 638,539
Adjustments to reconcile increase in net assets to net cash provided
by operating activities:

Depreciation and amortization 2,481,685
Loss on disposal of property and equipment 8,878
Write off of goodwill 203,450
Net realized and unrealized gain on investients (68,931)
Change in fair value of interest rate swap (78.,540)
Changes in assets and liabilities:
Accounts receivable, net (983,779)
Prepaid expenses and other current assets 33,702
Other assets 646,431
Accounts payable 332,180
Accrued payroll and related liabilities 214,287
Other accrued expenses (102,881
Deferred revenue (224,597
Net cash provided by operating activities 3,100,424
Cash flows from investing activities:
Net change in restricted cash 1,473
Purchases of property and equipment {838,173)
Proceeds from sale of property and equipment 3,000
Purchases of investments (229,956)
Proceeds from sale of investments 229956
Net cash used in investing activities (833,700)
Cash flows from financing activities:
Issuance of long-term debt 668,500
Repayments of long-term debt {980,014)
Advances from line of credit 7,550,000
Repayments of line of credit (7.599,275)
Net cash used in financing activities (360,789)
Net increase in cash and equivalents 1,905,935
Cash and equivalents at beginning of year 7,603,551
Cash and equivalents at end of year 5 9,509,486

Supplemental data:
Cash paid for interest h) 584,876

See accompanying notes to consolidated financial statements.
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NORTH AMERICAN FAMILY INSTITUTE, INC,
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

June 30, 2013

Summary of Significant Accounting Policies

The accompanying consolidated financial statements include the activities and balances of North American
Family Institute, Inc. and its subsidiaries, including NAFI Connecticut, Inc. (NAFICT), NFI
Massachusetts, Inc. (NFI), NFI North, Inc. (NFIN), and NFI Vermont, Inc. (NFIV) (collectively NAFI).
NAFI is a not-for-profit organization whose purpose is to provide community-based social services to
individuals and their families. NAFI's revenues are derived primarily from services contracted with the
states of Connecticut, Florida, Maine, Massachusetts, New Hampshire, New York, Rhode Island, Vermont,
and Virginia; the federal government; and certain commercial payers.

(a)

(b)

(c)

Busis of Presentation

All intercompany transactions and balances have been eliminated in consolidation.

The accompanying consolidated financial statements, which are presented on the accrual basis of
accounting, have been prepared to focus on NAFI as a whole and to present balances and
transactions according to the existence or absence of donor-imposed restrictions. Accordingly, net
assets and changes therein are classified as follows:

Temporarily restricted net assets — Net assets subject to donor-imposed stipulations that may or will
be met by actions of NAFI and/or the passage of time.

Unrestricted net assets — Net assets not subject to donor-imposed stipulations.

Revenues are reported as increases in unrestricted net assets unless use of the related assets is limited
by donor-imposed restrictions and/or time restrictions. Expenses are reported as decreases in
unrestricted net assets. Gains and losses on investments and other assets or liabilities are reported as
increases or decreases in unrestricted net assets umless their use is restricted by explicit donor
stipulations or law. Expirations of temporary restrictions on net assets are reported as
reclassifications between the applicable classes of net assets, Expirations of temporary restrictions
occur when donor-imposed stipulated purposes have been accomplished and/or the stipulated time
period has elapsed. If an expense is incurred for a purpose for which both unrestricted and
temporarily restricted net assets are available, a donor-imposed restriction is fulfilled to the extent of
the expense incurred unless the expense is for a purpose that is directly attributable to another
specified external source of revenue.

Revenue Recognition

Under cost reimbursement contracts, revenues are recognized as expenses are incurred. Under
units-of-service contracts, revenues are recognized when services are provided.

Income Taxes

NAF1 is an organization described under Section 501(c)(3} of the Internal Revenue Code (IRC) and
is generally exempt from income taxes under IRC Section 501{a).NAFI has taken no signmificant
uncertain tax positions.

V-7 {Continued)



(d}

(e}

o

(g)

(h}

(i)

NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

June 30, 2013

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generaily accepted
accounting principles requires management to tnake estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the consolidated financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates. The current economic
environment increases the uncertainty of those estimates.

Concentration of Risk

NAFI receives the majority of its funding from state and federal contracts thai are renewable
annually. Legislative budgets could significantly impact NAFI's ability to start new programs and to
continue existing programs.

Cash Equivalents

All short-term investments with an original maturity at purchase of three months or less are
considered cash equivalents for purposes of the statement of cash flows. Restricted cash consists of
funds reserved in connection with the bonds issuance as described in note 5.

Property and Equipment

Property and equipment are recorded at cost or, in the case of donated property, at fair value at the
date of gift. Depreciation is provided using the straight-line method over the following estimated
useful lives:

Buildings and improvements 15 —33.3 years
Equipment and furnishings 2 — 10 years
Motor vehicles 3 — 5 vears

Leasehold improvements are depreciated or amortized according to the organization's normal
depreciation policy except that the time period shall be the shorter of: (1) the useful life of the
leasehold improvements, or (2) the remaining years of the lease. The remaining years of the lease
include the years in the lease renewals that are reasonably assured.

Seff-Insurance

NAFT is self-insured for employee medical healthcare costs. At June 30, 2013, the estimated lability
for healthcare claims incurred but not yet reported or paid was $502,188 and is included in accrued
payroll and related liabilities in the accompanying statement of financial position,

In-Kind Contributions

In-kind contributions are generally recognized at fair value on the date received. During fiscal 2013,
NAFT received in-kind contributions of rent, services, equipment and furnishings, utilities and
consumables amounting to $2,083,379.

TV-§ {Continued)
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NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Notes to Consolidated Financtal Statements

June 30, 2013

(7)  Fair Value of Financial Instruments

Fair value represents the price that NAFI would receive upon the sale of an asset or paid upon the
transfer of a liability in an orderly transaction between market participants as of the measurement
date. NAFI uses a three-tier hierarchy to categorize those assets and liabilities based on those
valuation methodologies employed. The three-tier hierarchy of inputs is surmmarized in the three
broad levels listed below.

. Level 1 ~ quoted prices in active markets for identical financial instruments.

o Level 2 — other significant observable inputs (including quoted prices for similar financial
instruments, interest rates, credit risk, etc.).

. Level 3 — significant unobservable inputs (including NAFI’s own assumptions in determining
the fair value of financial instruments).

The fair value hierarchy gives the highest priority to Level 1 inputs and the lowest priority to Level 3
inputs. NAFI utilizes valuation techniques that maximizes the use of observable inputs and
minimizes the use of unobservable inputs to the extent possible.

(k)  Subsequent Events

NAFI has evaluated events subsequent to June 30, 2013 and through September 30, 2013 which is
the date that the financial statements were available to be issued. NAFI has determined there are no
material events that would require recognition or disclosure in this report through this date.

Accounts Receivable

Accounts receivable of $8,217,899 is carried net of allowances for estimated contractual adjustinents and
doubtful accounts receivable of $117,526. Contract revenues of $86,801,052 in 2013 have been decreased
by estimated contractual adjustments of $72,046. During the year ended June 30, 2013, NFIN recognized
$1,015,919 related to a settlement with the New Hampshire Department of Health and Human Services for
services in past years that had been previously written off. $888,200 was recorded in contract revenues and
the remaining amounts related to interest and the recovery of related expenses.

Line of Credit

NAFI makes available to its subsidiaries, including NAFICT, NFIV, NFI and NFIN, an on demand
$8,000,000 line of credit from TD Bank. The line of credit bears interest at a fluctuating rate per annum
equal to the Wall Street Journal Prime Rate, plus 0.50% per annum, (3.75% at June 30, 2013). Borrowings
under the line are jointly guaranteed by NAFIL, NAFICT, NFIV, NFI, and NFIN and are collateralized by
substantially all of their assets.

Borrowings under the line of credit are due upon demand, and the line is subject to annual renewal. At
June 30, 2013, $2,175,000 was outstanding under this line of credit.

V-9 {Continued)
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(5)

NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

June 30, 2013

In addition, NAFI has entered into Letter of Credit agreements with TD Bank for the year ended June 30,
2013 for a total of $2,763,824. The Letter of Credit agreements can be utilized by all subsidiaries in the
aggregate of $8,000,000 and are not collateralized with additional cash. The Letter of Credit agreements
are a requirement of NAFI's workers® compensation carrier.

Investments

Investiments are carried at fair value. Investments at June 30, 2013 consisted of the following:

Equities b 473,394
Cash and equivalents 97,889
Corporate bonds 77,089
Government/agency bonds 26,612

b 674,984

All investments are valued using Level | inputs in accordance with the fair value hierarchy, except
corporate bonds that are considered Level 2. There were no transfers between fair value levels during the
year.

Long-Term Debt

Long-term debt at June 30, 2013 consisted of the following:

Interest rate Fiscal year due Amount
Bonds payable:
4.51000% fixed 2023 5 888,807
3.75000% — 4.70000% variable, bond series 2006 A 2024 883,788
(0.07893% wvariable 2027 2,050,000
3.4000% fixed 2041 336,475
Total bonds pavable 4,159,070

IV-10 (Continued)



NORTH AMERICAN FAMILY INSTITUTE, INC.

AND SUBSIDIARIES
Notes to Consolidated Financial Statements

June 30, 2013

V-11

Interest rate Fiscal year due Amount
Mortgages payable, secured by real estate:

5.08% fixed 2014 309,112
4.450% fixed 2015 308,830
5.000% fixed 2015 243975
4.250% variable 2015 104,474
4.510% fixed 2015 37,505
5.250% fixed 2016 276,230
3.84% variable 2016 164,963
5.250% fixed 2016 87,381
3.73% variable 2017 472,239
3.500% fixed 2017 321,596
3.750% fixed 2017 172,651
3.750% fixed 2017 25,552
2.63% fixed 2018 568,644
6.43% fixed 2018 507,476
3.590% fixed 2018 277.037
4.110% fixed 2018 137,813
4.290% fixed 2022 230,398
4.290% fixed 2022 229,510
2.000% fixed 2023 91,873
5.125% fixed 2024 185444
8.500% fixed 2026 122,046
4.75% variable 2026 83,640
4.240% variable 2027 004,260
0.00% fixed* 2027 160,000
8.00% fixed 2027 48,788
0.00% fixed* 2028 160,000
8.00% fixed 2028 48,312
5.50% fixed 2030 237,675
7.00% fixed 2030 144,723
7.00% hixed 2030 134,635
0.00% fixed* 2030 125,000
0.00% fixed*® 2030 116,767
7.00% fixed 2031 334,068
5.250% variable 2031 330,544
4.75% variable 2031 146,395
0.00% fixed* 2031 100,000
0.000% fixed** 2034 75,000

Total mortgages payable 8,024,556
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NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

June 30, 2013

Interest rate Fiscal year due Amount
Vehicle notes, secured by automaobiles:
7.500% fixed 2014 $ 4,209
8.330% fixed 2014 2,926
0.000% fixed* 2015 19,847
0.000% fixed* 2015 17,247
0.000% fixed* 2015 17,247
0.000% fixed* 2015 17,247
0.000% fixed* 2015 17,247
0.000% fixed* 2015 17,247
1.900% tixed 2015 15,194
0.000% fixed* 2016 19,145
4.450% fixed 2016 15,289
4,450% fixed 2016 9,960
0.000% fixed 2017 24,402
1.900% fixed 2017 22,295
1.900% fixed 2017 22,287
1.900% fixed 2017 21,758
1.900% fixed 2017 20,691
3.050% fixed 2017 18,288
0.900% fixed 2018 23,132
1.930% fixed 2018 18,270
Total vehicle notes pavable 343,928
Equipment note, secured by equipment:
5.250% fixed 2014 8,765
Total long-term debt 12,536,319
Less current portion (1,243,131}
Total long-term debt, net of current portion $ 11,293,188
* Certain mortgages payable to housing authorities provide that a portion of the principal will be

forgiven at the end of the loan period if the underlying properties are used to provide housing in
accordance with stipulated conditions. In addition, certain wmortgages payable contain various
prepayment penalties.

**  Mortgage payable to North Shore Hoine Consortium provides that the principal will be forgiven at
the end of the loan period it the underlying properties are used to provide housing in accordance with
stipulated conditions.

On May 2, 2003 NFI entered into a bond agreement with TD Bank, N.A. for $2,000,000 at a fixed interest
rate of 4.510%. The bond was acquired tor the purpose of financing projects and refinancing outstanding
debt. The bond is guaranteed by North American Family Institute, Inc.
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NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

June 30, 2013

On June 21, 2007, NF1 entered into a bond agreement with Deutsche Bank Trust Company Americas for
$2,600,000 at a variable interest rate {rate at June 30, 2013 was 0.07893%). At the same time, NFI entered
inte an interest rate swap agreement with TD Bank, N.A. to fix the interest rate at 4.320% for the 10 year
life of the bond. The fair value of the instrument was a liability of $264,221 as of June 30, 2013 and is
included in other accrued expenses. This swap is considered a Level 2 input in accordance with the fair
value hierarchy. The bond was acquired for the purpose of financing projects and paying off two existing
mortgages totaling $1,142,558. The bond is guaranteed by North American Family Institute, Inc, Bond
issuance costs of $99,336 are being amortized over the term of the bonds and are included net of
amortization of $54,765 in other assets in the accompanying consolidated statement of financial position.

On September 13, 2006, NFIV entered into a bond agreement with the Vermont Educational and Health
Buildings Financing Agency for a tax-exempt offering of $995,000 Series 2006 A revenue bonds issued by
the Developmental and Mental Health Acquisitions Pool with maturities beginning in 2010 and ending in
2024 with interest rates ranging between 3.75% and 4.70%. Bond issuance costs of $101,223 are being
amortized over the term of the bonds and are included net of amortization of $43,863 in other assets in the
accompanying statement of {inancial position.

On December 1, 2010, NAFICT entered into a bond agreement with the Connecticut Housing Finance
Authority (CHFA) for $354,211 at a fixed interest rate of 3.40%. The bond was acquired for the purpose of
financing property and its renovation projects. The repayment also includes payments to the CHFA Repair
and Replacement Reserve Fund for the purpose of funding capital repairs and replacements in excess of
$2,500 per occurrence. Bond issuance costs of $7,374 are being amortized over the term of the bond and
are included net of amortization of $615 in other assets in the accompanying statement of financial
position.

NAFI is required to maintain certain debt service coverage ratios. NAFI and its subsidiaries are in
compliance with all of their debt covenants.

Scheduled repayments of long-term debt are as follows:

Amount due
Year ending Tune 30:

2014 $ 1,243,131
2015 1,466,722
2016 1,194 410
2017 776,366
2018 1,539,848
Thereafter 6,315,842

h) 12,536,319

Interest expense was $584.,950 for the year ended June 30, 2013.
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NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

June 30, 2013

Operating Leases

NAFI leases certain property, motor vehicles, and equipment under noncancelable (except under certain
circumstances) operating lease arrangements. Rental and lease expense amounted to $2,065,815 for the
year ended June 30. 2013. Future mimimum lease payments as of June 30, 2013 are as follows:

Amount due

Year ending June 30:

2014 3 1,644,309
2015 1,071,703
2016 647,491
2017 405,657
2018 206,748
Thereafter 238,000

hY 4,213,908

Other Assets

In the prior year, other assets consisted primarily of goodwill and a mortgage receivable of $203,450 and
$540,000, respectively. During the year ended June 30, 2013, NFI ceased operating a program which
resulted in writing off the existing goodwill. NFI also settled a mortgage receivable with the counterparty
for $525,000 which resulted in a charge to operations for $133,800 for the remaining outstanding principal
and accrued interest.

Retirement Plan

NAFI has a qualified defined contribution retirement plan for eligible employees to which annual
contributions are made at the discretion of NAFI's board of directors. NAFI elected not to make a
contribution for the year ended June 30, 2013.

Matching Funds (unaudited)

Pursuant to Federal Regulations, Title 42, Chapter 4, Part 433, Sections 433.50 and 433.51, revised
October 1, 2008, NFIV received funds from state/local government sources for the year ended June 30,
2013 which provide a basis for state and local units of government to participate in financing the
nonfederal portion of medical assistance expenditures. These funds exceed the matching funds minimum
requirement amount of $278,730, as determined by the State of Vermont Department of Mental Health,
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NORTH AMERICAN FAMILY INSTITUTE, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

June 30, 2013

Contingencies

Through June 30, 2013, NAFI had received a total of $6,623,939 in bonding grants from the State of
Connecticut for improvements to four properties. With these grants NAFI is required to set up liens against
the five properties and maintain its operations for 10 years in these locations. If NAFI is not in compliance
with these and other restrictions, the State of Connecticut has the ability to request repayment of the funds
on a percentage basis. NAFI 1s in compliance of all restrictions as of June 30, 2013. Revenue from these
grants will be recognized over a 10 year period with the unrecognized portion of $939,543 included in
deferred revenue in the accompanying statement of financial position as of June 30, 2013.

Collaborative Agreement

NFIV participates in a collaborative agreement with two unrelated organizations to operate the Centerpoint
Adolescent Treatment Services program. The agreement among the three parties established the
collaborative through June 30, 2010, with an option for renewal. The agreement contains a provision that
states “nine months before the end of the agreement, discussions shall begin for negotiation of a
continuation agreement.” As there was no agreement as of June 30, 2010, this agreement shall be
considered to be continuing for successive one vear periods unless otherwise agreed upon or unless the
collaborative ceases to exist. There has been no decision to terminate the agreement and negotiations for
renewal are currently ongoing. This agreement provides for cost and revenue sharing above certain
pre-defined thresholds. Revenue generated from this collaborative for the year ended June 30, 2013 by
NFIV was $1,228,575, which was included in contract revenue in the statement of activities. Expenses
incurred by NFIV for the collaborative were $1,165,750 for the year ended June 30, 2013 and are included
in program expenses in the statement of activities.
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Exhibit TV
NORTH AMERICAN FAMILY INSTITUTE, INC.
(Ftorida Subsidiary)

Schedule of Expenditures of State Financial Assistance
Year ended June 30, 2013

State
CSFA contract/grant Total
Program title number number expenditures
State financial assistance:
Florida Department of Juvenile Justice:

Alachua Academy 80.017 R20068 $ 947 383
Total Florida Department of Juvenile Justice 047,383

Florida in-kind contributions® N/A 202,210
Total expenditures of state financial assistance $ 1,149,593

* In-kind contributions consist of rental space of 8,612 square feet for the Alachua Academy

See accompanying notes to schedule of expenditures of state financial assistance.
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Exhibit IV
NORTH AMERICAN FAMILY INSTITUTE, INC.

Notes to Supplemental Schedule of Expenditures of State Financial Assistance

Year ended June 30, 2013

Summary of Significant Accounting Policies

The accounting policies of NAFI conform to U.S. generally accepted accounting principles as applicable to
not-for-profit agencies. The following is a summary of the more significant policies relating to NAFI's

grant programs.

Basis of Accounting

The Supplemental Schedule of Expenditures of State Financial Assistance is prepared based on regulations
established by the State of Florida using the accrual basis of accounting.
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