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INDEPENDENT AUDITOR’S REPORT

Board of Directors
of DePelchin Children’s Center

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of DePelchin Children’s Center (DePelchin), which comprise
the statement of financial position as of December 31, 2022, and the related statements of activities and
changes in net assets, functional expenses, and cash flows for the year then ended, and the related notes
to the financial statements.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of DePelchin as of December 31, 2022, and the changes in its net assets and its cash
flows for the year then ended in accordance with accounting principles generally accepted in the
United States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America (GAAS) and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report. We are required to be independent of DePelchin and to meet our
other ethical responsibilities, in accordance with the relevant ethical requirements relating to our audit.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Emphasis of Matter - Change in Accounting Principle

As discussed in Note 2 to the financial statements, effective January 1, 2022, DePelchin adopted
Accounting Standards Codification Topic 842, Leases, which had a significant impact on the financial
statements. Our opinion is not modified with respect to this matter.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of the financial statements that are free from material misstatement, whether due to fraud
Or error.

In preparing the financial statements, management is required to evaluate whether there are conditions
or events, considered in the aggregate, that raise substantial doubt about DePelchin’s ability to
continue as a going concern for one year after the date that the financial statements are issued.

Insight. Oversight. Foresight.’
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DoerenMayhew
Report on the Audit of the Financial Statements (Continued)
Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with GAAS and Government
Auditing Standards will always detect a material misstatement when it exists. The risk of not detecting
a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control. Misstatements are considered material if there is a substantial likelihood that, individually or
in the aggregate, they would influence the judgment made by a reasonable user based on the financial
statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 DePelchin’s internal control. Accordingly, no such opinion is
expressed.

e [Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e (Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about DePelchin’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control-related
matters that we identified during the audit.

Report on Summarized Comparative Information

We have previously audited DePelchin’s December 31, 2021 financial statements, and we expressed
an unmodified audit opinion on those audited financial statements in our report dated June 27, 2022.
In our opinion, the summarized comparative information presented herein as of and for the year ended
December 31, 2021 is consistent, in all material respects, with the audited financial statements from
which it has been derived.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
June 27, 2023 on our consideration of DePelchin’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 solely 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 effectiveness of 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 DePelchin’s internal control over financial reporting and compliance.

Nrin 7 sy e

Houston, Texas
June 27, 2023



DEPELCHIN CHILDREN’S CENTER

STATEMENT OF FINANCIAL POSITION
DECEMBER 31, 2022
(with comparative financial information for 2021)

Assets 2022 2021

Cash and cash equivalents (Note 12) $ 8,809,835 $§ 8,647,380
Contract receivables, net (Note 12) 1,085,191 1,129,485
Contributions receivable (Note 3) 148,547 117,492
Federal and state grant receivables (Note 12) 976,170 1,076,096
Prepaid insurance and other assets 612,257 469,065
Investments - board-designated (Notes 4 and 5) 4,443,578 5,229,116
Restricted cash and cash equivalents (Note 1) 250,000 -
Contributions receivable restricted for capital project (Note 3) 1,750,000 -
Property and equipment, net of accumulated depreciation (Note 6) 925,612 666,866
Right-of-use assets, operating leases (Note 7) 629,507 -
Interest in net assets of FDCC (Note 8) 127,303,065 123,628,568

Total assets $ 146,933,762 $§ 140,964,068

Liabilities and Net Assets

Liabilities:
Accounts payable and accrued expenses $ 2,488,626 $§ 2,420,462
Deferred revenue 857,914 1,489,868
Lease liabilities, operating (Note 7) 657,189 -
Other liabilities (Note 9) 214,537 105,683
Total liabilities 4,218,266 4,016,013
Net assets:
Without donor restrictions
Undesignated 7,940,475 7,770,899
Board designated (Note 5) 4,443,578 5,229,116
Total without donor restrictions 12,384,053 13,000,015
With donor restrictions:
Purpose or time restrictions (Note 13) 3,028,378 319,473
Purpose restrictions - FDCC net assets (Notes 8 and 13) 101,786,414 98,881,257
Perpetual restrictions - FDCC net assets (Notes 8 and 13) 25,516,651 24,747,310
Total with donor restrictions 130,331,443 123,948,040
Total net assets 142,715,496 136,948,055
Total liabilities and net assets $ 146,933,762 $§ 140,964,068

See accompanying notes to financial statements.
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DEPELCHIN CHILDREN’S CENTER

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
YEAR ENDED DECEMBER 31, 2022

(with summarized financial information for 2021)

Public support, revenues, and other:
Public support:

Contributions of cash and other financial assets:
General public
Private foundations
Testamentary bequests
United Way allocation

Contributions of nonfinancial assets (Note 14)

Federal and state grants

Forgiveness of federal loan

Total public support

Revenues:
Program service fees, net (Note 12)
Contribution of cash from FDCC (Note 10)
Contribution of rent from FDCC (Notes 10 and 14)
Investment return, net
Miscellaneous

Total revenues

Other:
Net assets released from restrictions -
satisfaction of program restrictions (Note 13)
Change in interest in net assets of FDCC (Note 8)

Total public support, revenues, and other

Expenses:
Program services:

Adoption
Post adoption
Foster care
Integrated Mental Health
Supervised Independent Living
Parent education and family support
Prevention
Community research and evaluation
Residential services
Today's Harbor

Total program services

Fund development
Management and general

Total expenses

Change in net assets before changes related to
transfers of assets to FDCC
Transfer of assets to FDCC

Change in net assets
Net assets at beginning of year

Net assets at end of year

2022
Without Donor With Donor
Restrictions Restrictions Total 2021
$ 2,446,941 § 3,432,300 $ 5,879,241  § 2,051,440
1,035,923 836,694 1,872,617 1,888,027
73 - 73 1,247,502
- 461,468 461,468 1,341,779
- 310,474 310,474 36,739
- 7,238,530 7,238,530 6,325,266
- - - 2,169,510
3,482,937 12,279,466 15,762,403 15,060,263
12,784,335 - 12,784,335 13,532,968
- 2,970,000 2,970,000 2,800,000
2,112,220 - 2,112,220 2,112,220
(547,931) - (547,931) 677,507
146,264 - 146,264 101,759
14,494,888 2,970,000 17,464,888 19,224,454
12,540,561 (12,540,561) - -
- 3,674,498 3,674,498 9,407,760
30,518,386 6,383,403 36,901,789 43,692,477
362,469 - 362,469 350,698
177,112 - 177,112 169,580
11,629,757 - 11,629,757 11,713,236
1,637,019 - 1,637,019 1,577,317
1,131,400 1,131,400 -
4,589,765 - 4,589,765 3,929,951
3,680,227 - 3,680,227 4,169,299
221,796 - 221,796 203,796
2,209,414 2,209,414 2,097,807
168,870 - 168,870 -
25,807,829 - 25,807,829 24,211,684
1,635,646 - 1,635,646 1,387,654
3,690,800 - 3,690,800 3,778,953
31,134,275 - 31,134,275 29,378,291
(615,889) 6,383,403 5,767,514 14,314,186
(73) - (73) (247,502)
(615,962) 6,383,403 5,767,441 14,066,684
13,000,015 123,948,040 136,948,055 122,881,371
$ 12384053 $ 130331443 § 142715496 $ 136,948,055

See accompanying notes to financial statements.
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DEPELCHIN CHILDREN’S CENTER

STATEMENT OF FUNCTIONAL EXPENSES
YEAR ENDED DECEMBER 31, 2022
(with summarized financial information for 2021)

Salaries

Benefits including payroll taxes
Specific assistance to individuals
In-kind rent

Professional fees

Occupacy

Publications and advertising
Travel, conferences and meetings
Depreciation

Supplies and minor equipment
Other expense

Provision for doubtful accounts

Total functional expenses

2022
TDFPS Parent
Integrated Supervised Education Community
Post Foster Mental Independent and Family Research and Residential Today's Fund Management
Adoption Adoption Care Health Living Support Prevention Evaluation Services Harbor Development and General Total 2021
$ 242201 $ 83,137 ' $ 3,391,969 $ 1,044,118 $ 192,684 § 2,179,221 $ 2,007,291 $ 59,708 § 1,332,582 § 43,724 ' $ 827,115 $ 2,494,041 § 13,897,791 $ 12,509,062
51,602 18,198 716,470 220,566 44,411 455,172 409,030 12,926 274,688 8,038 177,735 636,953 3,025,789 2,937,112
400 38 5,575918 7,986 83,932 252,438 118,574 - 115,620 - - - 6,154,906 6,566,754
27,035 47,504 409,529 67,587 469,323 336,314 545,931 - 105,611 - 41,535 95,526 2,145,895 2,148,958
10,865 4,100 318,229 139,851 19,120 855,490 118,172 126,198 37,191 8,461 137,763 291,601 2,067,041 1,926,774
12,837 15,418 549,424 42,031 255,898 168,649 280,078 2,087 163,095 68,706 28,342 46,058 1,632,623 1,382,005
2,989 675 127,974 9,873 1,659 69,964 20,344 2,588 12,298 527 210,717 425 460,033 376,293
3,283 1,466 95,920 28,717 1,796 70,821 26,579 11,614 11,004 529 72,975 10,983 335,687 178,951
1,529 1,785 44,289 4,766 43,024 19,072 25,424 302 55,617 27,500 1,682 10,539 235,529 244,057
1,068 1,841 45,152 15,270 7,027 62,927 38,935 838 22,299 3,644 7,878 12,805 219,684 205,189
8,660 2,950 347,247 47,264 12,336 119,697 89,869 5,535 72,412 7,741 129,904 91,869 935,484 882,717
- - 7,636 8,990 190 - - - 6,997 - - - 23,813 20,419
$ 362469 $ 177112 8 11629757 § 1637019 $ 1131400 8 4589765 $ 3680227 $ 221796 $ 2209414 S 168870 $ 1635646 S 3.690.800 $ 31.134275 $ 29378291

See accompanying notes to financial statements.
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DEPELCHIN CHILDREN’S CENTER

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2022
(with comparative financial information for 2021)

2022 2021
Cash flows from operating activities:
Change in net assets 5,767,441 § 14,066,684
Adjustments to reconcile change in net assets
to net cash (used) provided by operating activities:
Depreciation 235,529 244,057
Federal loan forgiveness - (2,169,510)
Provision for doubtful accounts 23,813 20,419
Realized and unrealized loss (gain) from
investment transactions 788,408 (543,222)
Contributions restricted to capital project (2,000,000) -
In-kind donation of property and equipment (222,692) -
(Increase) decrease in operating assets:
Interest in net assets of FDCC (3,674,497) (9,407,761)
Contract receivables, net 20,481 (1,227)
Contributions receivable (31,055) (47,735)
Federal and state grant receivables 99,926 (58,145)
Prepaid insurance and other assets (143,192) (91,403)
Increase (decrease) in operating liabilities:
Accounts payable and accrued expenses 68,164 53,273
Deferred revenue (631,954) 1,260,933
Right-of-use assets and liabilities - operating, net 27,682 -
Other liabilities 108,854 (202,230)
Net cash (used) provided by operating activities 436,908 3,124,133
Cash flows from investing activities:
Purchases of investments (729,066) (2,011,947)
Sales of investments 726,196 2,011,886
Purchases of property and equipment (271,583) (271,292)
Net cash used by investing activities (274,453) (271,353)
Cash flows from financing activities -
Collection of contributions restricted to capital project 250,000 -
Net cash provided by investing activities 250,000 -
Net increase in cash, cash equivalents and restricted cash 412,455 2,852,780
Cash, cash equivalents and restricted cash at beginning of year 8,647,380 5,794,600
Cash, cash equivalents and restricted cash at end of year $ 9,059,835 $ 8,647,380

See accompanying notes to financial statements.
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DEPELCHIN CHILDREN’S CENTER

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022

Note 1 -

Note 2 -

Organization

DePelchin Children's Center (DePelchin) is a Texas nonprofit corporation organized for the
principal purpose of providing comprehensive child welfare and mental health services to
families and children in Texas.

Summary of Significant Accounting Policies

Comparative Financial Information

The financial statements include certain prior year summarized comparative information in
total but not by net asset class. Such information does not include sufficient detail to
constitute a presentation in accordance with accounting principles generally accepted in the
United States of America (GAAP). Accordingly, such information should be read in
conjunction with DePelchin’s financial statements for the year ended December 31, 2021,
from which the summarized information was derived.

Basis of Presentation

Net assets, revenues, gains and losses are classified based on the existence or absence of
donor or grantor imposed restrictions. Accordingly, net assets and changes therein are
classified and reported as follows:

Net assets without donor restrictions - Net assets available for use in general operations
and not subject to donor or grantor restrictions. The Board of Directors has designated
from net assets without donor restrictions, net assets for a board-designated endowment
restricted for special purposes.

Net assets with donor restrictions - Net assets that are subject to donor or grantor
imposed restrictions. Some restrictions are temporary in nature, such as those that will
be met by either action or passage of time. Other restrictions are perpetual in nature,
where the donor stipulates that resources be maintained in perpetuity. DePelchin has
recorded its interest in the net assets of the Foundation for DePelchin Children’s Center
(FDCC) (see Note 8). Net assets with donor restrictions are reclassified to net assets
without donor restrictions and reported on the statement of activities and changes in net
assets as net assets released from restrictions when the donor or grantor restriction has
been met either through the expiration of time or satisfying the restricted purpose.

Cash, Cash Equivalents and Restricted Cash

Cash and highly liquid financial instruments with maturities of three months or less at time
of purchase, which are neither held for nor restricted by donors for long-term purposes, are
considered cash and cash equivalents. Cash and highly liquid financial instruments
restricted to building projects are excluded from this definition. At December 31, 2022,
cash equivalents include a money market mutual fund of $8,920,540, which is valued at
quoted market price at year-end and considered to be a Level 1 fair value under GAAP.

-8- Continued



DEPELCHIN CHILDREN’S CENTER

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022

Note 2 - Summary of Significant Accounting Policies (Continued)

Cash, Cash Equivalents and Restricted Cash (Continued)

The following table provides a reconciliation of cash, cash equivalents and restricted cash
reported within the statement of financial position to the sum of the corresponding amounts
within the statement of cash flows as of December 31, 2022:

Amount
Cash and cash equivalents $ 8,809,835
Cash restricted to construction of volunteer and donation building 250,000
Total cash, cash equivalents and restricted cash $ 9,059,835

Contract Receivables

Contract receivables are uncollateralized and represent fees due for services provided under
agreements that have contractually negotiated rates. These receivables have been reduced
by $97,766 for contractual allowances at December 31, 2022. The gross contract receivable
balance at December 31, 2022 was $1,182,957. The gross contract receivable balance at
January 1, 2022 was $1,214,315.

Contributions receivable

Contributions receivable that are expected to be collected within one year are recorded at
net realizable value. Amounts that are expected to be collected in future years are
discounted to estimate the present value of future cash flows, if material. An allowance for
uncollectible accounts is provided when it is believed that amounts may not be collected in
full. The allowance is based on historical experience, assessment of economic conditions,
and a review of subsequent collections. Management has assessed the contributions
receivable for collectability and has determined that no allowance for uncollectible amounts
is deemed necessary at December 31, 2022.

Investments

Investments are recorded at fair value. Investment return includes interest and dividend
income, realized gains and losses, and unrealized gains and losses, less investment related
expenses. Investment return from investment transactions is initially recorded as net assets
without donor restriction or net assets with donor restrictions and is reflected as net assets
released from restrictions in the statement of activities and changes in net assets to the
extent amounts become available for use during the period. Realized gains and losses are
determined using the specific identification method.

-9- Continued



DEPELCHIN CHILDREN’S CENTER

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022

Note 2 - Summary of Significant Accounting Policies (Continued)

Property and Equipment

Property and equipment are recorded at cost if purchased. Donated property and equipment
are recorded at fair value on the date of the gift, which is then treated as cost. Property and
equipment additions over $5,000 are capitalized. Depreciation is recorded using the
straight-line method based upon the estimated useful lives of the assets as follows:

Buildings and improvements 5 to 30 years
Furniture, equipment and computer software 3 to 10 years
Transportation equipment 3 years

When assets are sold or otherwise disposed of, the cost and related depreciation are
removed from the accounts and any resulting gain or loss is included in the statement of
activities and changes in net assets. Costs of maintenance and repairs that do not improve
or extend the useful lives of the respective assets are expensed. Leasehold improvements
associated with leases between entities under common control are amortized over the life of
the improvement, as long as the lessee controls the use of the underlying assets through a
lease. The unamortized balance of leasehold improvements related to common control
leases totaled $163,371 at December 31, 2022.

Impairment of Long-Lived Assets

When events or changes in circumstances indicate that the carrying amount of property and
equipment may not be recoverable, an evaluation of the recoverability of currently recorded
costs is performed. When an evaluation is performed, the estimated value of undiscounted
future net cash flows associated with the asset is compared to the asset's carrying value to
determine if a write-down to fair value is required. If such asset is considered to be
impaired, the impairment to be recognized is measured by the amount by which the
carrying amount of the asset exceeds the fair value of the asset. There were no indicators of
asset impairment during the year ended December 31, 2022.

Revenue Recognition

Contributions are recorded as revenue when an unconditional commitment is received from
the donor. Contributions are recorded as net assets without donor restrictions or net assets
with donor restrictions, depending on the existence and/or nature of any donor-imposed
restrictions.

-10 - Continued



DEPELCHIN CHILDREN’S CENTER

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022

Note 2 - Summary of Significant Accounting Policies (Continued)

Revenue Recognition (Continued)

Conditional promises to give are those that contain a measurable performance obligation or
other barrier, as well as a right of return, and are not recognized until the conditions on
which they depend have been met. Consequently, at December 31, 2022, conditional
contributions approximating $177,500 have not been recognized in the accompanying
financial statements because $100,00 is dependent on incurring costs for providing
integrated mental health services, $62,500 is dependent on incurring costs for providing
services to children at the residential treatment center and $15,000 for the spring luncheon
2023. If funds are received in advance of the condition being met, they are recorded as
deferred revenue and recognized as revenue once the conditions have been met. As of
December 31, 2022, $837,414 has been recognized in deferred revenue in the statement of
financial position related to conditional promises to give.

United Way Allocation represents the funds awarded to DePelchin as an affiliate agency in
the Houston area. DePelchin has elected to recognize the United Way award when
notification of the final commitment has been received.

Federal and state grants represent cost-reimbursable contracts and grants, which are
conditioned upon the incurrence of allowable qualifying expenses. Amounts are recognized
as revenue when DePelchin has incurred expenditures in compliance with specific contract
or grant provisions. Amounts received prior to incurring qualifying expenditures are
reported as a refundable advance within deferred revenue in the statement of financial
position. DePelchin has been awarded cost-reimbursable grants of $6,732,631 that have not
been recognized at December 31, 2022 because qualifying expenditures have not yet been
incurred.

Program service fees are reported at the estimated net realizable amounts from patients,
third-party payors and others for services rendered. DePelchin has entered into payment
agreements with certain commercial insurance carriers and managed care organizations.
The payments to DePelchin under these agreements are based on contractually negotiated
rates. Contractual allowances reported within program service fees is $84,687 for the year
ended December 31, 2022.

Contributed services that meet the recognition requirements of GAAP are recorded at fair
value. A substantial number of volunteers have donated time in connection with program
services and administration of DePelchin; however, the financial statements do not reflect
the value of these contributed services because they do not meet the recognition criteria
prescribed by GAAP.

Contributed assets are recorded at fair value at the date of donation and recognized as
unrestricted support unless the donor specifies how the assets must be used. Gifts of long-
lived assets with explicit restrictions that specify how the assets are to be used and gifts of
cash or other assets that must be used to acquire long-lived assets are reported as donor-
restricted support and absent explicit donor stipulations about how long those long-lived
assets must be maintained, are released from donor restrictions when the donated or
acquired long-lived assets are placed in service.

-11- Continued



DEPELCHIN CHILDREN’S CENTER

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022

Note 2 - Summary of Significant Accounting Policies (Continued)

Advertising Costs

Advertising costs are charged to operations when incurred. Advertising costs expensed for
the year ended December 31, 2022 were $66,877.

Functional Expenses

Functional expenses which cannot readily be related to a specific program are charged to
the various programs based upon cost-to-cost basis, square footage, or other reasonable
methods for allocating DePelchin's multiple function expenditures.

Use of Estimates

Management uses estimates and assumptions in preparing these financial statements in
accordance with GAAP. These estimates and assumptions affect the reported amounts of
assets and liabilities, the amounts of reported revenues and expenses, and the allocation of
expenses among various functions. Accordingly, actual results could vary from the
estimates that were used.

Income Taxes

DePelchin is a nonprofit corporation and is exempt from federal income taxes on related
income under Section 501(a) of the Internal Revenue Code as an organization described in
Section 501(c)(3). DePelchin’s management has evaluated the tax positions taken by
DePelchin and has determined that as of December 31, 2022, there are no uncertain
positions taken or expected to be taken that would require recognition or disclosure within
the financial statements. DePelchin is subject to audits by taxing jurisdictions; however,
there are currently no audits for any tax periods in progress. Management believes that
DePelchin is no longer subject to income tax examinations for years prior to 2019.

Leases

DePelchin recognizes right-of-use assets and lease liabilities for leases with terms greater
than 12 months. Renewal periods are included in the expected lease term if they are
reasonably certain of being exercised and lease components have been separated from non-
lease components. Short term leases with initial terms less than 12 months are excluded
and expensed on a straight-line basis over the lease terms.

The right-of-use assets and lease liabilities are recorded at the net present value of future
lease payments and include any initial direct costs incurred at lease commencement.
DePelchin has elected to use a risk-free discount rate to determine the net present value of
the lease when the rate implicit in the lease is not readily determinable.

Right-of-use assets under operating leases are reduced as lease expense is incurred and
right-of-use assets under finance leases are amortized on a straight-line basis over the
shorter of the life of the lease or leased asset. For operating leases, lease expense is
recognized on a straight-line basis over the term of the lease. For finance leases, lease
expense is recognized based on an effective interest method.

-12 - Continued



DEPELCHIN CHILDREN’S CENTER

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022

Note 2 - Summary of Significant Accounting Policies (Continued)

Adoption of New Accounting Standards

DePelchin adopted Accounting Standards Update (ASU) 2020-07, Presentation and
Disclosures by Not-for-Profit Entities for Contributed Nonfinancial Assets, effective
January 1, 2022 on a retrospective basis. ASU 2020-07 provides new presentation and
disclosure requirements about contributed nonfinancial assets, including additional
disclosure requirements for recognized contributed services. The adoption of ASU 2020-07
resulted in no significant changes to DePelchin’s financial reporting.

Effective January 1, 2022, DePelchin adopted Accounting Standards Codification (ASC)
Topic 842, Leases, whereby right-of-use assets and associated lease liabilities for leases
with terms greater than 12 months are recognized on the statement of financial position.
These leases are classified as either finance or operating, with such classification affecting
the pattern and classification of expense recognition in the income statement. DePelchin
adopted ASC Topic 842 on a modified retrospective basis to leases that existed as of
January 1, 2022, the date of initial application, resulting in recording a right-of-use asset of
$899,866, which is inclusive of deferred rent of $42,675, and a lease liability of $942,541
on the date of adoption. The adoption of ASC Topic 842 did not have a significant impact
on net assets, results of operations, or cash flows and DePelchin elected the following
practical expedients and accounting policy elections:

e Expiring or existing contracts were not reassessed to determine whether they are, or
contain, leases.

e Previous classification of existing leases (operating or finance) was not reassessed.

e [Initial direct costs were not reassessed during adoption.

e Written terms and conditions of common control leasing arrangements are used to
determine whether a lease exists and, if so, the classification and accounting for that
lease.

e Leasehold improvements associated with leases between entities under common control
are amortized over the useful life of the leasehold improvement as long as the lessee

controls the use of the underlying asset through a lease.

Subsequent Events

DePelchin has evaluated subsequent events through June 27, 2023, which is the date these
financial statements were available for issuance.
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2022

Note 3 -

Note 4 -

Contributions Receivable

Contributions receivable consists of the following at December 31, 2022:

Amount
Amounts due in less than one year $ 648,547
Amounts due in one to five years 1,250,000
Total contributions receivable $ 1,898,547
Contributions receivable $ 148,547
Contributions receivable restricted for capital project 1,750,000
Total contributions receivable $ 1,898,547

Fair Value of Financial Instruments

GAAP requires that certain assets and liabilities be reported at fair value in the financial
statements. Fair value is the price that would be received to sell an asset or paid to transfer
a liability in an orderly transaction between market participants at the measurement date
(exit price). DePelchin has estimated fair value of its financial instruments by utilizing
observable market data when available, or models that utilize observable market data to
estimate fair value. In addition to market information, DePelchin incorporates transaction-
specific details that, in management’s judgment, market participants would utilize in fair
value measurement.

The three levels of the fair value hierarchy are as follows:

Level 1 - Quoted prices in active markets for identical assets or liabilities that can be
accessed as of the reporting date.

Level 2 - Pricing inputs other than quoted prices included in Level 1, which are either
directly or indirectly observable. These include quoted prices for similar assets
or liabilities in active markets, quoted prices for identical or similar assets or
liabilities in markets that are not active, inputs other than quoted prices that are
observable for the asset or liability, and market-corroborated inputs.

Level 3 - Unobservable inputs for the asset or liability, whereby assumptions that market
participants would use is based on the best information available.

The asset’s or liability’s fair value measurement level within the fair value hierarchy is
based on the lowest level of any input that is significant to the fair value measurement.
Valuation techniques used need to maximize the use of observable inputs and minimize the
use of unobservable inputs.
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Note 4 - Fair Value of Financial Instruments (Continued)

The following is a description of the valuation methodologies used for assets measured at
fair value at December 31, 2022. There have been no changes in valuation techniques for
the year ended December 31, 2022.

Equity securities: Valued at the closing price reported on the active market on which the
individual securities are traded. If not actively traded, valued using quoted market prices or
model-driven valuations using significant inputs derived from, or corroborated by,
observable market data.

Fixed income securities: Valued using pricing models maximizing the use of observable
inputs for similar securities, including basing value on yields currently available on
comparable securities of issuers with similar credit ratings. If quoted prices are not
available for identical or similar securities, the security is valued under a discounted cash
flows approach that maximizes observable inputs, such as current yields of similar
instruments, but includes adjustments for certain risks that may not be observable, such as
credit and liquidity risks.

Money market mutual fund: Valued at the quoted net asset value of the shares reported by
the fund on the active market on which the fund is traded.

The fair values of DePelchin’s board-designated investments were valued based on the
inputs at December 31, 2022 and are as follows:

Level 1 Level 2 Level 3 Total
Equity investments:
Information technology $ 627,525 $ -8 - $ 627,525
Energy 301,560 - - 301,560
Consumer cyclical 241,272 - - 241,272
Consumer staples 238,469 - - 238,469
Health care 223,861 - - 223,861
Financials 219,063 - - 219,063
American Depository Receipts - 183,121 - 183,121
Industrials 130,810 - - 130,810
Materials 53,946 - - 53.946
Total equity investments 2,036,506 183,121 - 2,219,627
Fixed income investments:
Corporate bonds - 1,750,231 - 1,750,231
U.S. Agency bonds - 398.935 - 398.935
Total fixed income
investments - 2,149,166 - 2.149.166
Money market mutual fund 74,785 - - 74,785
Total investments $ 2,111,291 $ 2,332287 $ - $ 4443578
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Note 5 -

Note 6 -

Note 7 -

Board Designated Endowment

DePelchin’s Board of Directors through specific action has created self-imposed limits on
net assets without donor restrictions to operate as endowment funds. The change in board-
designated assets is as follows for the year ended December 31, 2022:

Amount
Board-designated endowment, beginning of year $ 5,229,116
Dividend, interest and other income 99,447
Net realized and unrealized losses (788,408)
Amounts appropriated for expenditures (96.577)
Change in board-designated endowment (785.538)
Board-designated endowment, end of year $ 4,443,578

DePelchin has adopted investment and spending policies for the board-designated
endowment funds that attempt to assure safety of the principal, provide adequate liquidity
and provide total return subject to the constraint of capital preservation. The spending
policy allows that the current income from dividends and interest will be used to fund
current operating costs. The Board of Directors directs all other withdrawals from the
board-designated assets.

Property and Equipment

Property and equipment and accumulated depreciation at December 31, 2022 are as
follows:

Amount
Buildings and improvements $ 5,425,627
Furniture, equipment and computer software 4,321,652
Transportation equipment 324,302
Total property and equipment 10,071,581
Less: accumulated depreciation (9.145.969)
Total property and equipment, net of accumulated depreciation $ 925,612

Depreciation expense for the year ended December 31, 2022 was $235,529.
Leases

DePelchin leases office space and equipment, under operating lease agreements that expire
at various dates through 2026. Monthly payments range from $128 to $8,546. DePelchin
leases office space from a related party through a short-term lease with options to renew
through 2025 (see Note 10) for which the lease expense amounted to $2,112,220 for the
year ended December 31, 2022.
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Note 7 -

Note 8 -

Leases (Continued)

DePelchin’s lease expense consists of the following for the year ended December 31, 2022:

Operating lease cost $ 383,840
Short-term lease cost (inclusive of in-kind rent donations) 2,279,235
Total lease cost $ 2,663,075

The future payments under operating leases with terms greater than 12 months are as
follows as of December 31, 2022:

Years Ending

December 31 Amount
2023 $308,929
2024 200,655
2025 124,490
2026 35,385
Total undiscounted cash flows 669,459
Less: present value discount (12,270)
Total lease liabilities, operating $ 657,189

Supplemental lease information is as follows for the year ended December 31, 2022:

Cash paid for amounts included in measurement of lease liabilities -

operating cash flows from operating leases $ 395912
Non-cash investing and financing activities -

right-of-use assets obtained in exchange for operating lease liabilities 1,043,517
Weighted-average remaining lease term - operating leases 2.53 years
Weighted-average discount rate - operating leases 1.42%

Interest in Net Assets of Foundation for DePelchin Children's Center

The Foundation for DePelchin Children's Center (FDCC) is a nonprofit, tax-exempt Texas
corporation. DePelchin and FDCC are related organizations in that FDCC's primary
purpose is to own, oversee, and manage trust funds and certain other properties that may be
used to benefit DePelchin. Therefore, DePelchin currently has an interest, but not a
beneficial interest, in the net assets of FDCC. In accordance with FASB ASC Topic 958-20
Not-for-Profit Entities, Financially Interrelated Entities, DePelchin has recorded its interest
in the net assets of FDCC.

The Boards of Directors of FDCC and DePelchin do not have common members. The
Board of Directors of FDCC recommends to the Trust for DePelchin Children's Center the
amount and timing of distributions, if any, to DePelchin and places restrictions on such
distributions that are in accordance with any program restrictions stipulated by the original
donor of the assets owned by FDCC.
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Note 8 - Interest in Net Assets of Foundation for DePelchin Children's Center (Continued)

At December 31, 2022, DePelchin's interest in the net assets of FDCC and the change in
interest in net assets of FDCC for the year ended December 31, 2022 are as follows:

Interest in Net Changes in Interest in
Assets of FDCC Net Assets of FDCC
Without With Without With

Donor Donor Donor Donor

Restrictions Restrictions Restrictions _Restrictions

Timing of distribution

restricted by FDCC $ - $ 62,499,492 § - $ 14,606,776
Restricted by original donor:
Mental health/therapeutic care - 34,868,783 - (7,925,453)
Property and facility

maintenance - 9,496,376 - (3,300,004)
Education and training - 7,916,467 - (1,799,362)
Residential treatment - 6,565,504 - (1,492,296)

Timing - 3,584,833 - 3,584,833

Programs designated
by FDCC - 2,371,610 - -
$ - $ 127,303,065 $ - § 3674494
The change in net assets of FDCC for the year ended December 31, 2022 is as follows:
Without With
Donor Donor
Restrictions Restrictions

Net assets of FDCC, beginning of year $ - $ 123,628,567
Investment depreciation - (21,435,276)

Investment income - 2,204,229

In-kind contribution at fair value - 26,484,833

Donations - 2,365

Miscellaneous income - 210,874
Contribution to DePelchin - (2,970,000)
Other expenses - (822.527)

Change in net assets of FDCC - 3.674.498

Net assets of FDCC, end of year $ - $ 127,303,065

Note 9 - Pension, Saving and Health Plans

DePelchin maintains a 403(b) Thrift Plan (the Plan) for its eligible employees. Participants
may elect to contribute any amount provided they do not contribute more than the
maximum permitted by law. The maximum deferral limit for the year ended
December 31, 2022 was $20,500 with an additional Special Catch-up Contribution allowed
for those age 50 or over of $6,500.
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Note 9 -

Note 10 -

Note 11 -

Pension, Saving and Health Plans (Continued)

DePelchin makes a matching contribution equal to 100% of up to 3% of each employee's
compensation. DePelchin may, at its sole discretion, make a base contribution to individual
participant accounts. During 2022, the discretionary base contribution was 2% of total
eligible compensation paid to all eligible participants. The Plan contributions expensed by
DePelchin during the year ended December 31, 2022 were $385,932.

DePelchin adopted an Executive Savings Plan to provide specified benefits for a select
group of management. Participation agreements are established for each participant, which
define the benefit accrual rate and vesting date. At December 31, 2022, a liability of
$214,537 has been recorded as other liabilities in the financial statements.

Related-Party Transactions

The Board of Directors of FDCC recommends the annual contributions to DePelchin for
approval from its trust. For the year ended December 31, 2022, such contributions were
$2,970,000. DePelchin has a 12 month lease agreement with FDCC for several buildings,
with an option to extend up through 2025. Rent approximates the fair market value on the
leased buildings and is contributed to DePelchin by FDCC. An in-kind contribution of
$2,112,220 is included as a contribution from FDCC on the statement of activities and
changes in net assets and within in-kind rent expense on the statement of functional
expenses for the year ended December 31, 2022.

Certain members of the Board of Directors are also affiliated with companies and
institutions that provide services to DePelchin. In the opinion of management, such
transactions have been entered into in the normal course of business at prevailing rates or
have been awarded based on competitive bids.

Commitments and Contingencies

Grant Programs

DePelchin participates in a number of federal and state grant programs. These programs
are subject to program compliance audits by grantors or their representatives. Management
believes DePelchin has complied with requirements of the grants.

Litigation

In the normal course of business, DePelchin may become subject to lawsuits and other
claims and proceedings. Such matters are subject to uncertainty and outcomes are not
predictable with assurance. Management is not aware of any pending or threatened lawsuit
or proceedings which would have a material adverse effect on DePelchin's financial
position, liquidity, or results of operations.

Construction Commitment

On April 24, 2023, DePelchin entered into a $460,375 construction contract for design and
oversight services related to the volunteer and donation building.
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Note 12 - Concentration of Credit Risk and Customer Risk

DePelchin is subject to concentration of credit risk relating primarily to cash and cash
equivalents, investments and receivables. DePelchin’s cash deposits at times exceed
federal insured limits, but management believes this risk has been mitigated by the financial
strength of the financial institution in which the deposits are held. As of
December 31, 2022, cash deposits of $14,132 were not covered by federal depository
insurance. Board-designated investments consist primarily of domestic corporate stocks
and fixed income securities, which could subject DePelchin to losses in event of a general
downturn in the public market. Due to the level of risk associated with certain investment
securities, it is at least reasonably possible that changes in net values of investment
securities will occur in the near term and that such changes could materially affect the
amounts recorded in the statement of financial position. Contributions receivable represent
unconditional promises to give and are monitored by DePelchin for potential losses.

Texas Department of Family and Protective Services (TDFPS) comprises approximately
51% of DePelchin’s total public support and revenues for the year ended
December 31, 2022 and approximately 46% of total receivables at December 31, 2022.
DePelchin enters into various contracts with TDFPS, with most contracts being one year in
duration. DePelchin has had a program service relationship with this governmental agency
for over 30 years.

Note 13 - Net Assets with Donor Restrictions

Net assets with donor restrictions are restricted for the following at December 31, 2022:

Amount

Donor purpose or time restrictions:
Foster care and adoption $ 38,008
Strategic initiatives 44,587
Prevention 4,361
Residential 35,605
Today’s Harbor for Children 871,115
Volunteer and donation building construction 2,000,000
Time restrictions 34,702
Total purpose or time restrictions 3,028,378

Interest in net assets of FDCC:

Perpetual in nature 25,516,651
Timing 66,084,325
Mental health/therapeutic care 19,832,246
Property and facility maintenance 9,496,376
Education and training 6,373,467
Total interest in net assets of FDCC 127,303,065
Total net assets with donor restrictions $ 130,331,443
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Note 13 - Net Assets with Donor Restrictions (Continued)

Net assets were released from donor restrictions by incurring expenses satisfying the
restricted purpose or by occurrence of the passage of time or other events specified by the
donors as follows for the year ended December 31, 2022:

Amount

Foster care and adoption § 1,401,999
Strategic initiatives 188,375
Prevention 7,403,326
Residential 434,508
Family care 1,578,321
Property and facility maintenance 268,797
Time restrictions 1,265,235

Total released from donor restrictions $ 12,540,561

Note 14 - Nonfinancial Contributions

DePelchin received the following nonfinancial contributions during the year ended
December 31, 2022:

Amount
Building space $ 2,125,834
Transportation equipment 183,263
Other equipment 39,429
Professional services 54,107
Other 20,061
Total $ 2,422,694

Contributed building space represents in-kind contributions from FDCC and United Way
for the use of several buildings to provide services. This donation is recorded as
contributions and expense based on recent market rates.

Contributed transportation equipment represents vehicles restricted for the use of
transporting Today’s Harbor for Children residents. These items were recorded as
contributions and property and equipment based on published prices.

Other equipment represents a tractor and BBQ equipment restricted for use in programs
operated at Today’s Harbor for Children. These items were recorded as contributions and
property and equipment based on published prices.

Professional services represent the donated salary and benefit costs for individuals that
provide services through the Families Count Program. These donated services were
recorded as contributions and expense based on information provided by the resource
provider.
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Note 15 - Liquidity and Availability of Resources

The following represents financial assets available to meet cash needs for general
expenditures within one year as of December 31, 2022:

Amount
Financial assets available within one year:
Cash and cash equivalents $ 8,809,835
Contract receivables 1,182,957
Contributions receivable 148,547
Federal and state grant receivables 976,170
Investments 4.443.578
Total financial assets available within one year 15,561,087
Amounts unavailable for general expenditure within one year:
With donor restrictions - purpose (1,028,378)
Subject to internal Board designations (4,443.578)
Financial assets available to meet cash needs
for general expenditures within one year $ 10,089,131

DePelchin has $4,443,578 of board-designated assets which consist of readily redeemable
investments, that do not have donor restrictions, but are subject to internally imposed limits.
These assets can be made available by the action of the Board of Directors for normal
operating expenditures upon approval of the governing board. DePelchin’s goal is to
maintain cash and cash equivalents on hand to meet 60 days of normal operating expenses,
which were on average $4.2 million for the year December 31, 2022.

** * End of Notes * * *
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