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INDEPENDENT AUDITORS’ REPORT















To the Board of Directors of 

Audubon Area Community Services, Inc. 

Owensboro, Kentucky





We have audited the accompanying statement of financial position of Audubon Area Community Services, Inc. (a non-profit organization) as of February 28, 2002 and the related statements of activities, functional expenses and cash flows for the year then ended.  These financial statements are the responsibility of the Organization’s management.  Our responsibility is to express an opinion on these financial statements based on our audit.



We conducted our audit in accordance with accounting standards generally accepted in the United States of America, and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.



In our opinion, the financial statements referred to above, present fairly, in all material respects, the financial position of Audubon Area Community Services, Inc. as of February 28, 2002, and the changes in its net assets and its cash flows for the year then ended, in conformity with accounting principles generally accepted in the United States of America.



In accordance with Government Auditing Standards, we have also issued our report dated May 31, 2002 on our consideration of Audubon Area Community Services, Inc.’s internal control over financial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and grants.  That report is an integral part of an audit performed in accordance with Government Auditing Standards and should be read in conjunction with this report in considering the results of our audit.

�Our audit was performed for the purpose of forming an opinion on the basic financial statements of Audubon Area Community Services, Inc. taken as a whole.  The supplemental information included on pages 12 through 46 is presented for purposes of additional analysis and is not a required part of the basic financial statements.  The accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis as required by the U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the basis financial statements.  Such information has been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.









Owensboro, Kentucky

May 31, 2002
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�AUDUBON AREA COMMUNITY SERVICES, INC. 

NOTES TO FINANCIAL STATEMENTS





NOTE A � SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES



Organization



Audubon Area Community Services, Inc. is a private, non-profit agency chartered October 15, 1973 upon the submission of Articles of Incorporation to the office of the Kentucky Secretary of State. The Agency formally commenced operations on March 1, 1975 as successor to and the consolidation of two parent agencies operating from April and August, 1966 in Henderson and Owensboro, respectively. Audubon Area Community Services, Inc. is a Community Action Agency created under the Economic Opportunity Act of 1964 (Public Law 88�452) and authorized under the Kentucky Revised Statutes (K.R.S.) 273.410 et sequens, as revised under amendments by the 1982 General Assembly, entitled "Community Action Agencies."



It is the mission of Audubon Area Community Services, Inc. to serve as a multi�county operations vehicle for the development and delivery of quality services focusing on human development and self�sufficiency.



Basis of Accounting



The financial statements of the Agency have been prepared on the accrual basis of accounting and accordingly reflect all significant receivables, payables, and other liabilities.



Basis of Presentation



Financial statement presentation follows the recommendations of the Financial Accounting Standards Board in its statement of Financial Accounting Standards (SFAS) No. 117, Financial Statements of Not-for-Profit Organizations.  Under SFAS No. 117, the Organization is required to report information regarding its financial position and activities according to three classes of net assets:  unrestricted net assets, temporarily restricted net assets, and permanently restricted net assets.



Use of Estimates



The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect certain reported amounts and disclosures.  Accordingly, actual results could differ from those estimates.



Property and Equipment



Acquisitions of property and equipment in excess of $ 5,000 are capitalized.  Property and equipment are carried at cost or, if donated, at the approximate fair value at the date of the donation.  Depreciation is computed using primarily the straight-line method over the estimated useful lives of the assets as follows:



	Buildings 	20 - 30 years

	Vehicles    	  5 - 10 years

	Office furniture and equipment  	  5 - 10 years



Property and equipment acquired by the Agency are considered to be owned by Audubon Area Community Services, Inc.  However, Federal and State funding sources may maintain equitable interest in the property purchased with grant monies as well as the right to determine the use of any proceeds from the sale of these assets.  The Federal and State have a reversionary interest in those assets purchased with funds which cost $ 5,000 and $ 500 or more, respectively, and have an estimated useful life of at least two years.
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�AUDUBON AREA COMMUNITY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS





NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)



Contributed Goods and Services



The Organization receives a substantial amount of goods and services donated by the public which provides a means for matching funds on grants and contracts.  The goods and services donated are in accordance with contract and grant provisions, but are not reflected in the financial statements since they do not meet the criteria for recognition under SFAS No. 116, Accounting for Contributions Received and Contributions Made.



Revenue Recognition



Substantially all of the Organization's revenue is derived from restricted grants and contracts. Revenue is recognized when grant or contract expenses are incurred in compliance with the specific restrictions and matching requirements. Such amounts received but not yet earned are reported as advances on contracts and grants, and such amounts earned but not yet received are reported as contracts and grants receivable.



Cash and Cash Equivalents



The Organization considers all highly liquid investments with a maturity of three months or less when purchased to be cash equivalents. Cash and cash equivalents for purposes of the statement of cash flows exclude permanently restricted cash and cash equivalents.



Functional Allocation of Expenses



The costs of providing the various programs and other activities have been summarized on a functional basis in the statement of activities.



Costs are allocated between fund raising, management and general expenses or the appropriate program based on evaluations of the related benefits.  Management and general expenses include those expenses that are not directly identifiable with any other specific function but provide for the overall support and direction of the Agency.  The Agency did not have any fund raising activities during the year ended February 28, 2002.



Compensated Absences



Employees of the Agency are entitled to paid vacations, sick days and personal days off, depending on job classification, length of service, and other factors.  It is impracticable to estimate the amount of compensation for future absences, and, accordingly, no liability has been recorded in the accompanying statement of financial position.  The Agency’s policy is to recognize the costs of compensated absences when actually paid.



NOTE B � CASH



At February 28, 2002, the Agency's bank balances totaled $ 1,939,962.  Of the $ 1,939,962, $ 100,000 was covered by federal depository insurance and $ 1,839,962 was covered by collateral held by First Tennessee Bank, the Agency's safekeeping bank agent, in the Agency's name.
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�AUDUBON AREA COMMUNITY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS





NOTE C – IN-KIND/MATCHING



Donations which are included in the Organization’s book and records for matching purposes, but not included in the financial statements are as follows:



	Personal Services (in-kind)	$         645,011

	Occupancy (in-kind)	           770,062

	State funds	        1,425,236

	Supplies (in-kind)	             65,626

	Transportation (in-kind)	           136,824

	Meals (in-kind)	             90,840

	Miscellaneous (in-kind)	             78,953



	$      3,212,552



In-kind materials are recorded at their estimated values on the date of receipt.  In-kind services and rents are recorded at their estimated values based on comparable services and rents within the community.



NOTE D � FEDERAL INCOME TAX STATUS



Audubon Area Community Services, Inc. has been classified as an exempt organization under the Internal Revenue Code Section 501(c)(3) and as a public charity qualified for charitable contributions under the Internal Revenue Code Section 170.



NOTE E � PENSION PLAN



Audubon Area Community Services, Inc. on April 1, 1991, became a participant of the County Employee Retirement System (CERS), which is administered by the Kentucky Retirement Systems. CERS does not make separate measurements of assets and pension benefit obligation for individual employers. In addition, since the CERS is primarily a state and local government retirement system, SFAS No. 87 disclosure information is not available.  The following presents certain information regarding the plan.



Plan Description. All full�time employees of the Audubon Area Community Services, Inc. are covered by the County Employees Retirement System (CERS), which is a cost�sharing multiple�employer defined benefit plan. KRS 78.510 through 78.852 of the Commonwealth of Kentucky assigns the authority to establish and amend the benefit provision of the plan.  The County Employees Retirement System issues a publicly available financial report that includes financial statements and required supplementary information for CERS. That report may be obtained by writing to Kentucky Retirement Systems, Perimeter Park West, 1260 Louisville Road, Frankfort, KY 40601�6124.



Funding Policy.  CERS members are required to contribute 5% of their gross earnings to the pension plan.  The Agency is required to contribute at an actuarially determined rate; the current rate is 7.17% of the annual covered payroll.  The contribution requirements of plan members and the employers are established and may be amended by the CERS Board of Trustees as required by KRS 61.565.
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�AUDUBON AREA COMMUNITY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS





NOTE E – PENSION PLAN (continued)



Benefits.  The pension plan provides for retirement, disability, and death benefits.  A member may retire after reaching the age of 55 or accumulating 27 years of service with the Agency or another entity covered by the CERS.  Benefits vest after 5 years of service. Employees who retire at or after age 55 with

5 or more years of service are entitled to pension payments for the remainder of their lives equal to 2.20% of their final, five�year average salary times the number of years for which they were employed by a participant in the retirement system.  The final compensation is the average of the five fiscal years during which the member had the highest average monthly salary.



Pension provisions include death and disability benefits.  Disability benefits are calculated the same as for normal retirement except that additional years of service may be added to the employee’s account, depending on the employee’s age and years of service.  Death benefits payable to the beneficiary are based on the amount payable had the member filed for retirement at the time of death.  If the beneficiary is one person, that person may choose a lifetime monthly benefit.



Three�year Trend Information. Employer contributions (in thousands):



									          Net

		Fiscal		  Required		Percentage	       Pension

	              Year 		Contribution		Contributed	     Obligation



		 2000 		$        447	         	   100%		      $     -0-

		 2001		$        494	         	   100%	 	      $     -0-

		 2002		$        533		   100%		      $     -0-





NOTE F � OPERATING LEASE



The Agency leases 10,000 square feet of office space from the Owensboro Municipal Improvement Corporation, Owensboro, Kentucky. The lease is for a period of 20½ years commencing August 1, 1987. The minimum rental commitment under this lease as of February 28, 2002 is as follows:



			Year Ending 

			February 28				      Amount	     



			   2003				  	$      55,396

			   2004					        55,396

			   2005					        55,396

			   2006					        55,396

			   2007					        55,396

			Thereafter				        28,502



								$    305,482	



NOTE G � RELATED PARTY



The $ 202,667 due from related organizations represent amounts due from Lincolnshire Apartments, Inc. and Lincolnshire North Apartments, Inc. in the amounts of $ 129,667 and $ 73,000, respectively. Lincolnshire Apartments, Inc. and Lincolnshire North Apartments, Inc. are classified as exempt organizations as provided by Section 501(c)(3) of the Internal Revenue Code. Audubon Area Community Services, Inc. is related to these organizations through common officers and directors.
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�AUDUBON AREA COMMUNITY SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS





NOTE H � SOURCE OF FUNDS AND MAJOR PROGRAM



The Agency's major source of funds is revenue from grants received directly or indirectly from federal sources. During the year ended February 28, 2002 $ 18,479,238 or seventy-one percent (71%) of the Agency's total support was from federal sources.  The Agency's major program is the Head Start Program which is funded by the U.S. Department of Health  and Human Services.   During the year ended February 28, 2002 $ 10,932,163 or forty-two percent (42%) of the Agency's total support was from the Head Start Program.
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INDEPENDENT AUDITORS' REPORT 

ON COMPLIANCE AND ON INTERNAL

CONTROL OVER FINANCIAL REPORTING

BASED ON AN AUDIT OF FINANCIAL 

STATEMENTS PERFORMED IN ACCORDANCE WITH 

GOVERNMENT AUDITING STANDARDS











To the Board of Directors 

Audubon Area Community Services, Inc. 

Owensboro, Kentucky





We have audited the financial statements of Audubon Area Community Services, Inc. (a nonprofit organization) as of and for the year ended February 28, 2002 and have issued our reports thereon dated May 31, 2002.  We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.



Compliance



As part of obtaining reasonable assurance about whether Audubon Area Community Services, Inc.'s financial statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grants, noncompliance with which could have a direct and material effect on the determination of financial statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported under Government Auditing Standards.



Internal Control Over Financial Reporting



In planning and performing our audit, we considered Audubon Area Community Services, Inc.'s internal control over financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide assurance on the internal control over financial reporting. Our consideration of the internal control over financial reporting would not necessarily   disclose   all   matters   in the  internal  control over  financial reporting that might be material
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�weaknesses. A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to the financial statements being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions. We noted no matters involving the internal control over financial reporting and its operation that we consider to be material weaknesses.



This report is intended solely for the information and use of the audit committee, management, and others within the Organization and federal awarding agencies and pass-through entities, and is not intended to be and should not be used by anyone other than these specified parties.  







Owensboro, Kentucky 

May 31, 2002
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INDEPENDENT AUDITORS' REPORT

ON COMPLIANCE WITH REQUIREMENTS 

APPLICABLE TO EACH MAJOR PROGRAM AND 

INTERNAL CONTROL OVER COMPLIANCE 

IN ACCORDANCE WITH OMB CIRCULAR A�133

















To the Board of Directors 

Audubon Area Community Services, Inc. 

Owensboro, Kentucky



Compliance



We have audited the compliance of Audubon Area Community Services, Inc., with the types of compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A�133 Compliance Supplement that are applicable to each of its major federal programs for the year ended February 28, 2002.   Audubon Area Community Services, Inc.'s major federal programs are identified in the summary of auditors' results section of the accompanying schedule of findings and questioned costs. Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its major federal Programs is the responsibility of Audubon Area Community Services, Inc.'s management. Our responsibility is to express an opinion on Audubon Area Community Services, Inc.’s compliance based on our audit.



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



In our opinion, Audubon Area Community Services, Inc. complied, in all material respects, with the requirements referred to above that are applicable to each of its major federal programs for the year ended February 28, 2002.
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�Internal Control Over Compliance



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



Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal control that might be material weaknesses. A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low level the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants that would be material in relation to a major federal program being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions. We noted no matters involving the internal control over compliance and its operation that we consider to be material weaknesses.



This report is intended solely for the information and use of the audit committee, management, others within the Organization and federal awarding agencies and pass-through entities, and is not intended to be and should not be used by anyone other than these specified parties.









Owensboro, Kentucky 

May 31, 2002
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�AUDUBON AREA COMMUNITY SERVICES, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS





1.    Summary of Auditors' results:

	

A.	An unqualified opinion was issued on the financial statements for the year ended February 28, 2002.



B.	The audit did not disclose any noncompliance which was material to the financial statements.



C.	An unqualified opinion was issued on compliance for major programs.



D.	The audit did not disclose any findings which are required to be reported under OMB Circular A�133.



E.	The programs tested as major programs were the Head Start Program (93.600) and Child Care and Development Block Grant (93.575).



F.	The dollar threshold used to distinguish between Type A and Type B programs was $ 554,377.



G.	Audubon Area Community Services, Inc. qualified as a low-risk auditee as defined by OMB Circular A�133.



2.    Findings required to be reported in accordance with GAGAS:



A.	There were no findings or questioned costs which were required to be reported in accordance with GAGAS.



3.    Findings and questioned costs:



A.	There were no findings or questioned costs for Federal Awards including audit findings as defined in OMB Circular No. A�133 � revised June 24, 1997, Audits of States, Local Governments, and Non�Profit Organizations, Subpart E, Subsection .510 Audit Findings.



4.    Prior Audit Findings:



A.	There are no known prior unresolved audit findings or questioned costs.
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