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INDEPENDENT AUDITOR'S REPORT

Board of Directors
Hawthorne Social Service Association, Inc.
Indianapolis, Indiana

Opinion

We have audited the financial statements of Hawthorne Social Service Association, Inc. (the
"Organization"), which comprise the statements of financial position as of December 31, 2022 and
2021, the related statements of activities, functional expenses, and cash flows for the years 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 the Organization as of December 31, 2022 and 2021, and the results of its
operations and cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America ("GAAS"). 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 the Organization and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audits. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

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 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 the
Organization’s ability to continue as a going concern for 12 months beyond the date of this report.

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 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.
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INDEPENDENT AUDITOR'S REPORT - continued

Auditor’s Responsibilities for the Audit of the Financial Statements - continued
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, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

e |dentify 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 the Organization'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 the Organization’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.

Fl.te CPAS

Indianapolis, Indiana
April 26, 2023



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

STATEMENTS OF FINANCIAL POSITION

Years ended December 31, 2022 and 2021

2022 2021
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 3,850,325 $ 3,840,098
Accounts receivable, less allowance for doubtful
accounts - 2022 and 2021: $4,773 11,939 18,696
Grants receivable 637,388 823,864
Interest receivable 4,142 3,510
Prepaid expense 20,272 8,411
TOTAL CURRENT ASSETS 4,524,066 4,694,579
INVESTMENTS AND OTHER ASSETS
Operating lease right-of-use assets, net 11,608 -
Investments, at fair value 5,341,430 6,367,985
Property and equipment, net 3,914,371 3,835,147
9,267,409 10,203,132
TOTAL ASSETS $ 13,791,475 $ 14,897,711
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Current portion of right-of-use operating lease liability $ 8,730 $ -
Accounts payable 38,266 66,710
Accrued expenses 53,562 48,783
Deferred revenue 28,162 1,272,089
TOTAL CURRENT LIABILITIES 128,720 1,387,582
RIGHT-OF-USE OPERATING LEASE LIABILITY,
net of current portion 2,193 -
NET ASSETS
Without donor restrictions 7,754,990 6,401,725
With donor restrictions
Purpose restrictions 1,175,572 2,378,404
Perpetual in nature 4,730,000 4,730,000
5,905,572 7,108,404
TOTAL NET ASSETS 13,660,562 13,510,129
TOTAL LIABILITIES AND NET ASSETS §$ 13,791,475 $ 14,897,711

See Notes to Financial Statements.



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

STATEMENTS OF ACTIVITIES

Year ended December 31, 2022

SUPPORT AND REVENUE
Direct public support:
Contributions of cash
Grants and contracts
Fundraising-special events
Contributions of nonfinancial assets

Program service fees

Interest and dividends, net of fees
Realized gain (loss) on investments
Unrealized gain (loss) on investments
Other revenue

Gain (loss) on asset disposal
Release from restrictions

TOTAL SUPPORT AND REVENUE
EXPENSES
Program services
Supporting activities
TOTAL EXPENSES
CHANGE IN NET ASSETS

NET ASSETS
Beginning of year

End of year

See Notes to Financial Statements.

Without Donor With Donor
Restrictions Restrictions Total

66,790 $ -9 66,790
9,236,443 1,142,291 10,378,734
14,044 - 14,044
78,167 - 78,167
9,395,444 1,142,291 10,537,735
194,537 - 194,537
(1,624) 131,541 129,917

- 24 997 24,997
- (973,732) (973,732)

75,573 - 75,573
(1,933) - (1,933)
1,527,929 (1,527,929) -
1,794,482 (2,345,123) (550,641)
11,189,926 (1,202,832) 9,987,094
9,703,098 - 9,703,098
133,563 - 133,563
9,836,661 - 9,836,661
1,353,265 (1,202,832) 150,433
6,401,725 7,108,404 13,510,129
7,754,990 $ 5,905,572 $ 13,660,562




HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

STATEMENTS OF ACTIVITIES - continued

Year ended December 31, 2021

Without Donor With Donor
Restrictions Restrictions Total
SUPPORT AND REVENUE
Direct public support:
Contributions of cash $ 38,361 $ - $ 38,361
Grants and contracts 7,021,728 1,575,389 8,597,117
Fundraising-special events 9,250 - 9,250
Contributions of nonfinancial assets 190,466 - 190,466
7,259,805 1,575,389 8,835,194
Program service fees 168,614 - 168,614
Interest and dividends, net of fees 565 193,523 194,088
Realized gain (loss) on investments - 220,974 220,974
Unrealized gain (loss) on investments - 482,936 482,936
Other revenue 76,047 - 76,047
Gain (loss) on asset disposal 900 - 900
Release from restrictions 1,559,485 (1,559,485) -
1,805,611 (662,052) 1,143,559
TOTAL SUPPORT AND REVENUE 9,065,416 913,337 9,978,753
EXPENSES
Program services 7,797,834 - 7,797,834
Supporting activities 131,037 - 131,037
TOTAL EXPENSES 7,928,871 - 7,928,871
CHANGE IN NET ASSETS 1,136,545 913,337 2,049,882
NET ASSETS
Beginning of year 5,265,180 6,195,067 11,460,247
End of year $ 6,401,725 $ 7,108,404 $ 13,510,129

See Notes to Financial Statements.



Salaries and wages
Employee benefits
Payroll taxes

Legal and professional
Office supplies
Communications

Postage and shipping
Occupancy-rental, utilities
Occupancy-routine upkeep

Occupancy-repairs
Conferences and meetings
Printing and publications

Travel and transportation
Contributions, dues, and awards
Rental/maintenance

Activity fees and charges
Other insurance
Specific assistance

Special event expenses
Other expenses
Depreciation

HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

STATEMENTS OF FUNCTIONAL EXPENSES

Year ended December 31, 2022

Program Services Supporting Activities
Youth
Homeless General Senior Economic Mgmt.
School Age Prevention Social Early Citizens Develop- Total and Fund- Total

Child Care Services Development Childhood Services ment Program General Raising  Supporting Total
$ 345219 §$ 567,252 $ 17,134 $ 266,632 $ 18 $ 57,356 $1,253,611 §$ 18 $ 52234 § 52,252 $1,305,863
325 1,301 - 510 454 6,608 9,198 264 - 264 9,462
27,268 43,902 1,367 20,542 - 4,789 97,868 - 4,078 4,078 101,946
59,217 58,218 3,747 20,961 14,078 - 156,221 36,964 - 36,964 193,185
41,973 4,938 1,288 43,653 1,490 2,150 95,492 1,860 - 1,860 97,352
13,891 8,730 2,463 13,350 4,446 - 42,880 5,334 - 5,334 48,214
23 1,499 - 23 23 - 1,568 66 - 66 1,634
18,028 41,246 1,351 12,793 3,233 - 76,651 5,116 - 5,116 81,767
14,861 13,129 6,155 16,486 6,350 - 56,981 4,818 - 4,818 61,799
5,571 9,138 4,092 10,229 3,100 - 32,130 3,381 - 3,381 35,511
1,114 1,614 155 1,095 15 - 3,993 826 - 826 4,819
3,462 843 - 2,651 408 90 7,454 545 - 545 7,999
13,360 2,543 - 914 14 - 16,831 26 - 26 16,857
- 1,480 - 600 - 700 2,780 109 - 109 2,889
2,133 7,127 1,617 2,149 1,869 - 14,895 3 - 3 14,898
8,115 - - - - - 8,115 - - - 8,115
3,583 4,737 183 3,215 2,973 - 14,691 3,765 - 3,765 18,456
- 7,527,321 - - - 1,437 7,528,758 - - - 7,528,758
4,355 2,377 - 2,376 2,377 - 11,485 4,074 - 4,074 15,559
38,967 48,763 367 8,970 441 - 97,508 2,832 - 2,832 100,340
94,244 43,497 18,124 16,311 1,812 - 173,988 7,250 - 7,250 181,238
$ 695709 $8,389,655 $ 58,043 $ 443460 $ 43,101 $ 73,130 $9,703,098 $ 77,251 $§ 56,312 $ 133,563 $9,836,661

See Notes to Financial Statements.



Salaries and wages
Employee benefits
Payroll taxes

Legal and professional
Office supplies
Communications

Postage and shipping
Occupancy-rental, utilities
Occupancy-routine upkeep

Occupancy-repairs
Conferences and meetings
Printing and publications

Travel and transportation
Contributions, dues, and awards
Rental/maintenance

Activity fees and charges
Other insurance
Specific assistance

Special event expenses
Other expenses
Depreciation

HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

STATEMENTS OF FUNCTIONAL EXPENSES - continued

Year ended December 31, 2021

Program Services Supporting Activities
Youth
Homeless General Senior Economic Mgmt.
School Age Prevention Social Early Citizens Develop- Total and Fund- Total

Child Care Services Development Childhood Services ment Program General Raising  Supporting Total
$ 253,752 $ 573272 § 7,888 $ 146,296 $ - $ 57473 $1,038681 $ 17,665 $ 43981 $ 61,646 $1,100,327
(202) (322) - 220 454 - 150 - - - 150
20,080 44,739 666 11,243 - 4,450 81,178 1,199 3,349 4,548 85,726
48,479 55,876 3,389 23,131 13,142 860 144,877 31,216 - 31,216 176,093
28,970 7,509 8 41,322 1,195 1,017 80,021 1,429 - 1,429 81,450
8,694 11,244 2,593 10,576 3,331 - 36,438 4,195 - 4,195 40,633
34 554 - 34 34 - 656 49 - 49 705
8,118 45,285 1,824 10,859 4,358 - 70,444 7,100 - 7,100 77,544
11,816 11,118 5,559 15,195 5,149 - 48,837 4,591 - 4,591 53,428
3,591 7,630 1,921 5,070 2,190 8 20,410 1,367 - 1,367 21,777
1,196 10,444 - 1,171 383 134 13,328 714 - 714 14,042
1,212 1,371 2 915 582 - 4,082 770 - 770 4,852
14,943 314 - 1,984 1,494 - 18,735 121 - 121 18,856
116 928 - 457 56 80 1,637 113 - 113 1,750
2,182 3,986 1,691 2,182 1,933 - 11,974 602 - 602 12,576
5,743 - - - - - 5,743 - - - 5,743
3,656 3,812 407 3,415 1,290 166 12,746 1,317 - 1,317 14,063
- 5,844,429 - 162 - - 5,844,591 - - - 5,844,591
861 3,153 - 638 639 - 5,291 1,135 - 1,135 6,426
59,022 137,483 109 8,686 504 - 205,804 3,782 - 3,782 209,586
82,448 38,053 15,855 14,270 1,585 - 152,211 6,342 - 6,342 158,553
$ 554,711 $6,800,878 § 41912 § 297826 $§ 38319 § 64,188 $7,797,834 § 83,707 $ 47,330 $ 131,037 $7,928,871

See Notes to Financial Statements.



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

STATEMENTS OF CASH FLOWS

Years ended December 31, 2022 and 2021

2022 2021
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ 150,433 $ 2,049,882
Adjustments to reconcile change in net assets to
net cash provided by (used in) operating activities:
Depreciation 181,238 158,553
Net change in operating lease right-of-use
assets / liabilities (685) -
Provision for bad debts - 2,117
Realized and unrealized (gain) loss 948,735 (703,910)
(Gain) loss on disposal of fixed assets 1,933 (900)
Changes in assets and liabilities:
(Increase) decrease in:
Accounts receivable 6,757 (1,505)
Grants and contracts receivable 186,476 245,747
Interest receivable (632) (760)
Prepaid expenses (11,861) (1,458)
Increase (decrease) in:
Accounts payable (28,444) (19,449)
Accrued payroll and taxes 4,779 6,103
Deferred revenue (1,243,927) 1,235,872
Net cash provided by (used in) operating activities 194,802 2,970,292
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of investments 1,242,076 1,175,465
Purchase of investments (1,164,256) (1,214,076)
Proceeds from sale of assets 2,500 900
Purchases of property and equipment (264,895) (320,159)
Net cash provided by (used in) investing activities (184,575) (357,870)
Increase (decrease) in cash and cash equivalents 10,227 2,612,422
CASH AND CASH EQUIVALENTS
Beginning of year 3,840,098 1,227,676
End of year $ 3,850,325 $ 3,840,098
SUPPLEMENTAL DISCLOSURES
OF CASH FLOW INFORMATION
Right-of-use assets obtained in exchange for new lease
obligations:
Operating leases $ 20,271 § -

See Notes to Financial Statements.
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HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

NOTE 1 NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

Hawthorne Social Service Association, Inc. (the "Organization") was incorporated as a not-for-profit
organization on July 26, 1923 under the laws of the state of Indiana. The Organization is also known
in the community as Hawthorne Community Center.

The Organization's mission is to provide or facilitate services and programs that meet the economic,
educational, and recreational needs of the entire Hawthorne Community. The Organization's vision is
to be headquartered in a state of the art facility easily accessible to the entire community. Within its
walls, the caring, highly motivated staff welcomes a multicultural community of all ages. Programs
and services for the very young to our most senior citizens are designed from the needs indicated by
the people we serve. The programs evolve as the needs arise, from a community with changing
demographics.

The Organization communicates, cooperates, and interacts with all service providers and funders that
share the mission of providing high quality programs and services with the Organization's service
community. The Organization serves residents in the near-west side of Indianapolis, Indiana. The
Organization offers a variety of social service programs for its neighborhood youth including preschool
programs and activities, before and after school programs, summer day camp, organized sports,
dance, tumbling, and other educational and cultural activities. The Organization uniquely relies on its
clients as potential resources for other clients. For example, teens assist in supporting activities for
senior citizens and older children and educate younger school-aged children about the dangers of
drugs and alcohol. In support of the growing Hispanic population, the Organization publishes a bi-
lingual newsletter and teaches preschool lessons in English and Spanish. The Organization's
program services include the following:

School age child care: Providing licensed day care, before and after school care, and day camp.

Homeless prevention services: Providing family support, self-sufficiency, and emergency
assistance services.

Youth general social development: A program that fosters youth development through activities
and events that promote appropriate peer and adult relationships.

Early childhood: Providing licensed day care, classes, and other services for preschool children.

Senior citizens services: Providing transportation, case management, activities and other
services to seniors over the age of 55.

Economic development: Providing affordable housing from rehabbed homes for families in the
Center for Working Families Program.

-11 -



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

NOTE 1 NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - continued

A summary of the Organization's significant accounting policies follows:

A

Basis of Accounting
The financial statements have been prepared on the accrual basis of accounting.

Basis of Presentation

These financial statements have been prepared to focus on the entity as a whole and to present
transactions according to the existence or absence of donor-imposed restrictions in conformity
with accounting principles generally accepted in the United States of America. This has been
done by classification of fund transactions and balances into two categories of net assets:

Net Assets without Donor Restrictions: These net assets generally result from revenues
generated by receiving contributions that have no donor restrictions, providing services, and
receiving interest from operating investments, less expenses incurred in providing program-
related services, raising contributions, and performing administrative functions.

Net Assets with Donor Restrictions: These net assets result from gifts of cash and other assets
that are received with donor stipulations that limit the use of the donated assets, either
temporarily or permanently, until the donor restriction expires, that is until the stipulated time
restriction ends or the purpose of the restriction is accomplished, the net assets are restricted.

Cash and Cash Equivalents

The Organization's cash and cash equivalents consist of checking and money market savings
accounts. The Organization maintains checking and savings balances at commercial banks. The
demand deposit accounts are partially insured by the Federal Deposit Insurance Corporation.
The balances, at times, may exceed federally insured limits.

Concentration of Risks

In 2022, approximately 87% of the Organization's total revenue was from two donors. In 2021,
approximately 59% of the Organization's total revenue was from one donor. A substantial portion
of these funds related to the Organization being a Community Partner of the Indianapolis COVID-
19 Rental Assistance Program. In 2022 and 2021, approximately 76% and 58% of the
Organization's total revenue was derived from the Rental Assistance Program.

Accounts Receivable

The Organization follows the allowance method for accounting for uncollectible accounts.
Management established an allowance for bad debts of $4,773 for the years ended December 31,
2022 and 2021.

The Organization's policy for determining when receivables are past due is on a case-by-case
basis. Uncollectible accounts are reported in accordance with the policy described above when it
is determined the amounts have become uncollectible. Amounts are considered uncollectible at
the time management believes satisfactory payment arrangements cannot be made.

-12 -



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

NOTE 1 NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - continued

F.

H.

Grants Receivable

Grants receivable include reimbursements and unconditional promises to give, and are reported
at net realizable value. All amounts are expected to be collected within one year, and none are
considered uncollectible as of the years ended December 31, 2022 and 2021.

. Investments

The Organization accounts for investments with readily determinable fair values in the statement
of financial position at fair value. Unrealized gains and losses are included in the change in net
assets in the accompanying statement of activities.

Investment securities are exposed to various risks, such as interest rate, market and credit risks.
Due to the level of risk associated with certain investment securities and the level of uncertainty
related to changes in the value of investment securities, it is at least reasonably possible that
changes in risks in the near term could materially affect the amounts reported in the
Organization's financial statements. To date, there have been no losses on such accounts.

Property and Equipment

Property and equipment are stated at cost. Donated property and equipment is recorded at fair
value. The Organization's capitalization policy is $1,500. Depreciation is provided using the
straight-line method over the estimated useful lives of the assets. Estimated useful lives for
furniture and equipment range from 3 to 10 years and buildings and improvements range from 30
to 40 years.

When necessary, a valuation allowance is used to reduce the carrying value of properties held for
future use to their estimated realizable value. The Organization has determined that no valuation
allowance is necessary as of December 31, 2022 and 2021.

The Organization reviews long-lived assets, including property and equipment, for impairment
whenever events or changes in business circumstances indicate that the carrying value may not
be fully recoverable. If impairment is present, the carrying value of the impaired asset is reduced
to its fair value. During the years ended December 31, 2022 and 2021, there was no impairment
loss recognized on long-lived assets.

Expenditures for property and equipment and for renewals or betterments which extend the
originally estimated economic life of the assets are capitalized. Expenditures for maintenance and
repairs are charged to expense. When an asset is retired or otherwise disposed of, the cost and
accumulated depreciation are removed form the accounts and any gain or loss is included in the
statement of activities.

Support and Revenues

The Organization receives support from private contributions and grants, and recognizes this
support when cash or an unconditional promise to give is received. Conditional promises to give -
that is, those with a measurable performance or other barrier and a right of return - are not
recognized until the conditions on which they depend have been met.

-13 -



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

NOTE 1 NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - continued

|.  Support and Revenues - continued
Contributions and grants recognized are recorded as net assets without donor restrictions or net
assets with donor restrictions depending upon the existence and/or nature of any donor
restrictions.

The Organization reports gifts of cash and other assets as restricted support if they are received
with donor stipulations that limit the use of the donated amounts. When a stipulated time
restriction ends or purpose restriction is satisfied, temporarily restricted net assets are reclassified
to unrestricted net assets and reported in the statements of activities as net assets released from
restriction.

A portion of the Organization's revenue is derived from cost-reimbursable federal and state
contracts and grants, which are conditioned upon certain performance requirements and/or the
incurrence of allowable qualifying expenses. Amounts received are recognized as revenue when
the Organization has incurred expenditures in compliance with specific contract or grant
provisions. Amounts received prior to incurring qualifying expenditures are reported as deferred
revenue in the statement of financial position.

The Organization reports gifts of property and equipment as unrestricted support unless explicit
donor stipulations specify how the donated assets must be used. Gifts of long-lived assets with
explicit restrictions specifying 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 restricted support. Absent explicit
donor stipulations about how long those long-lived assets must be maintained, the Organization
reports expirations of donor restrictions when the donated or acquired long-lived assets are
placed in service.

Program service fees are recognized as income during the period in which the service is provided.
Money received due to early registrations and costs incurred related to programs are deferred
until the programs are completed. Such deferred income and expenses are recognizable within
one year.

J. Contributions of Nonfinancial Assets
Contributions of nonfinancial assets include food, clothing, toys, household items, and other
goods which are recorded at their respective fair values of goods or services received.
Professional services are valued at estimated fair value based on current rates for similar
professional services.

K. Functional Expenses
Expenses are reported when incurred. In the statements of functional expenses, costs not
specifically related to program services are allocated in accordance with management's estimates
of program support requirements. Salaries and related expenses are charged to program
services based upon estimated time spent by personnel on the related programs. Direct
expenses are charged to the various programs. Occupancy expenses are allocated based upon
actual utilization of space.

-14 -



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

NOTE 1 NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - continued

L. Leases
Effective January 1, 2022, the Organization adopted the provisions of ASC Topic 842, Leases.
The standard requires lessees to recognize most leases on their balance sheets as a right-of-use
("ROU") asset representing the right to use an underlying asset and a lease liability representing
the obligation to make lease payments over the lease term, measured on a discounted basis.
Topic 842 also requires additional disclosure of key quantitative and qualitative information for
leasing arrangements. Similar to the previous lease guidance, the standard retains a distinction
between finance leases (similar to capital leases in Topic 840, Leases) and operating leases, with
classification affecting the pattern of expense recognition in the income statement. The
Organization adopted Topic 842, Leases, on January 1, 2022, using the optional transition
method as provided by Accounting Standards Update ("ASU") No. 2018-11, which eliminates the
requirement to restate the prior-period financial statements. Under this transition provision, the
Organization has applied Topic 842 to reporting periods beginning on January 1, 2022, while prior
periods continue to be reported and disclosed in accordance with the Organization’s historical
accounting treatment under ASC Topic 840, Leases.

The Organization elected the “package of practical expedients” under the transition guidance
within Topic 842, in which the Organization does not reassess (1) the historical lease
classification, (2) whether any existing contracts at transition are or contain leases, or (3) the initial
direct costs for any existing leases. The Organization has not elected to adopt the “hindsight”
practical expedient, and therefore will measure the ROU asset and lease liability using the
remaining portion of the lease term upon adoption of ASC 842 on January 1, 2022.

The Organization determines if an arrangement is or contains a lease at inception, which is the
date on which the terms of the contract are agreed to, and the agreement creates enforceable
rights and obligations. A contract is or contains a lease when (i) explicitly or implicitly identified
assets have been deployed in the contract and (ii) the Organization obtains substantially all of the
economic benefits from the use of that underlying asset and directs how and for what purpose the
asset is used during the term of the contract. The Organization also considers whether its service
arrangements include the right to control the use of an asset.

The Organization made an accounting policy election available under Topic 842 not to recognize
ROU assets and lease liabilities for leases with a term of 12 months or less. For all other leases,
ROU assets and lease liabilities are measured based on the present value of future lease
payments over the lease term at the commencement date of the lease, or January 1, 2022, for
existing leases upon the adoption of Topic 842. The ROU assets also include any initial direct
costs incurred and lease payments made at or before the commencement date and are reduced
by any lease incentives. Absent an implicit rate to determine the present value of lease payments,
the Organization made an accounting policy election available to non-public companies to utilize a
risk-free borrowing rate, which is aligned with the lease term at the lease commencement date, or
remaining term for leases existing upon the adoption of Topic 842, or uses an incremental
borrowing rate.

-15-



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

NOTE 1 NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - continued

L.

N.

Leases - continued

Future lease payments may include fixed rent escalation clauses or payments that depend on an
index (such as the consumer price index), which is initially measured using the index or rate at
lease commencement. Subsequent changes of an index and other periodic market-rate
adjustments to base rent are recorded in variable lease expense in the period incurred. Residual
value guarantees or payments for terminating the lease are included in the lease payments only
when it is probable they will be incurred.

The Organization has made an accounting policy election to account for lease and non-lease
components in its contracts as a single lease component for its real estate and equipment asset
classes. The non-lease components typically represent additional services transferred to the
Organization, such as common area maintenance for real estate, which are variable in nature and
recorded in variable lease expense in the period incurred.

Adoption of Topic 842 resulted in the recording of additional ROU assets and lease liabilities
related to the Organization’s operating leases of approximately $20,271 and $19,586,
respectively, at January 1, 2022. The adoption of the new lease standard did not materially impact
consolidated net earnings or consolidated cash flows and did not result in a cumulative-effect
adjustment to the opening balance of retained earnings.

. Tax Status

The Organization is exempt from federal and state income taxes on its related activities under
Internal Revenue Service Code Section 501(c)(3). Accordingly, no provision for federal and state
income taxes has been made.

The Organization files the required federal and state information returns. Whenever tax returns
are filed, the filing organization must evaluate the merits of its tax positions and determine if they
will be ultimately sustained. Those tax positions for the Organization include maintaining their tax-
exempt status and the taxability of any unrelated business income. The Organization believes
these positions are sustainable. Although the Organization has not incurred any interest and
penalties associated with these positions, it is their policy to expense them in the statement of
activities.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Reclassifications
Certain prior year balances have been reclassified to conform with current year classifications and
presentations.
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NOTE 1 NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - continued

P. Evaluation of Subsequent Events
the Organization has evaluated subsequent events through April 26, 2023, which is the date the
financial statements were available to be issued.

NOTE 2 RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In February 2016, the Financial Accounting Standards Board ("FASB") issued ASU 2016-02, Topic
842, Leases. The standard requires all leases with lease terms over 12 months to be capitalized as a
right-of-use asset and corresponding lease liability on the balance sheet at the date of the lease
commencement. Leases are classified as either finance or operating, and this distinction is relevant
for the pattern of expense recognition in the statement of income. This standard was adopted for the
Organization for the year ending December 31, 2022.

In September 2020, the FASB issued ASU 2020-07, Presentation and Disclosures by Not-for-Profit
Entities for Contributed Nonfinancial Assets (Topic 958), which is effective for fiscal years beginning
after June 15, 2021, with early adoption permitted, and is intended to improve transparency in the
reporting of contributed nonfinancial assets, also known as gifts in-kind, for not-for-profit
organizations. The ASU requires a not-for-profit organization to present contributed nonfinancial
assets as a separate line item in the statement of activities, apart from the contributions of cash and
other financial assets, along with expanded disclosure requirements. The Organization adopted and
implemented this pronouncement on January 1, 2022 using the prospective method of application.
The adoption of ASU 2020-07 resulted in no material changes to the recognition of collections.

NOTE 3 LIQUIDITY AND AVAILABILITY

The following table reflects the Organization’s financial assets as of December 31, 2022 and 2021,
reduced by amounts that are not available to meet general expenditures within one year of the
statement of financial position date, due to contractual restrictions.

The Organization regularly monitors liquidity required to meet its operational needs and other
contractual commitments, while also striving to maximize the investment of its endowment funds.
Hawthorne has various sources of liquidity at its disposal including cash and cash equivalents, line of
credit and endowment investments. In 2022 and 2021, 4% and 3.2% of the value of the endowment,
as of June of each calendar year, was used to support the agency’s operating budget, respectively.

For purposes of analyzing resources available to meet operating expenditures over a 12 month
period, Hawthorne considers all expenditures related to its ongoing programs/services that include
early childhood education, school aged child care, organized sports, senior citizen nutrition/social
development, employment, adult education, financial literacy and emergency assistance. The
Organization strives to secure and maintain unrestricted funds to cover three months of general
operating expenditures.

-17 -



HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS

December 31, 2022

NOTE 3 LIQUIDITY AND AVAILABILITY - continued

The Organization’s financial health is monitored through monthly reporting to both the Finance

Committee and Board of Directors.

The table below represents financial assets available for general expenditures within one year at

December 31, 2022 and 2021:
Financial assets at year-end:

Cash and cash equivalents
Accounts receivable
Grants receivable

Interest receivable
Investments

Total financial assets

Less amounts not available to be used within one year:

Investments held for endowments

Deferred revenue for rental assistance program

Donor-imposed restrictions

Financial assets not available to be used within one year

Financial assets available to meet general expenditures

within one year

NOTE 4 PROPERTY AND EQUIPMENT

Property and equipment consists of the following at December 31:

Land

Land improvements
Buildings

Building improvements
Furniture and equipment
Autos/trucks

Other equipment

CIP - building improvements

Less accumulated depreciation
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2022 2021
$ 3,850,325 $ 3,840,098
11,939 18,696
637,388 823,864
4,142 3,510
5,341,430 6,367,985
9,845,224 11,054,153
(5,341,430) (6,367,985
(28,162) (1,272,089
(564,142) (740,419
(5,933,734) (8,380,493
$ 3911490 $ 2,673,660
2022 2021
$ 2,500 $ 2,500
203,364 102,656
4,310,829 4,310,829
1,183,315 1,058,044
122,057 91,936
103,339 88,131
167,787 128,924
- 75,175
6,093,191 5,858,195
2,178,820 2,023,048
$ 3914371 $ 3835147




HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS

December 31, 2022

NOTE 5 INVESTMENTS

Investments are presented in the financial statements at fair value. Investments at December 31,

2022 and 2021 are comprised of the following:

2022
Net
Unrealized
Gains Fair
Cost (Losses) Value
Money Market Funds $ 64,963 $ -3 64,963
Equity Securities 707,679 212,190 919,869
Mutual Funds 1,978,275 (142,397) 1,835,878
Corporate and government bonds 726,881 (51,758) 675,123
Exchange-traded funds ("ETFs") 1,388,362 457,235 1,845,597
$ 4,866,160 $ 4752270 $ 5,341,430
2021
Net
Unrealized
Gains Fair
Cost (Losses) Value
Money Market Funds $ 45294 $ -3 45,294
Equity Securities 685,225 323,494 1,008,719
Mutual Funds 2,009,410 214,826 2,224,236
Corporate and government bonds 613,868 (4,297) 609,571
Exchange-traded funds ("ETFs") 1,561,181 918,984 2,480,165
$ 4914978 $§ 1,453,007 $ 6,367,985
Net return on investments is as follows:
2022 2021
Investment income, net of related expenses
of $34,790 and $35,230, respectively $ 131,541 $ 193,523
Realized gain (loss) 24,997 220,974
Unrealized gain (loss) (973,732) 482,936
$ (817,194) $ 897,433

-19 -




HAWTHORNE SOCIAL SERVICE ASSOCIATION, INC

NOTES TO FINANCIAL STATEMENTS
December 31, 2022

NOTE 6 FAIR VALUE MEASUREMENTS

The Organization utilizes a framework for measuring fair value. That framework provides a fair value
hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy
gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities
(level 1 measurements) and the lowest priority to unobservable inputs (level 3 measurements). The
three levels of the fair value hierarchy are described below:

e Level 1 Quoted prices for identical assets and liabilities traded in active exchange
markets, such as the New York Stock Exchange.

e Level 2 Observable inputs other than Level 1 including quoted prices for similar assets or
liabilities, quoted prices in less active markets, or other observable inputs that
can be corroborated by observable market data.

* Level 3 Unobservable inputs supported by little or no market activity for financial
instruments whose value is determined using pricing models, discounted cash
flow methodologies, or similar techniques, as well as instruments for which the
determination of fair value requires significant management judgment or
estimation.

During the years ended December 31, 2022 and 2021, there were no changes to the Organization's
valuation techniques that had, or are expected to have, a material impact on its financial position or
results of operations.

The following is a description of the valuation methodologies used for assets measured at fair value:
Money market funds : Valued at the net asset value ("NAV") of share held at year-end, as reported

by each fund.

Registered equity securities: Valued at the closing price of the active market in which the security is
traded.

Corporate and government bonds: Valued at the quoted market price for similar securities, which
approximates fair value.

Mutual funds : Valued at the net asset value ("NAV") of share held at year-end.

Exchange-traded funds: Valued at listed closing price of shares held at year-end.
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Money market funds
Equity securities:
Common stock
REIT
Fixed income:
Corporate bonds
Government bonds
Mutual funds:
Stock funds
Bond funds
Closed-end fund

Exchange-traded funds:

Equity funds
Fixed income funds
Total Assets

Money market funds
Equity securities:
Common stock
REIT
Fixed income:
Corporate bonds
Government bonds
Mutual funds:
Stock funds
Bond funds
Closed-end fund

Exchange-traded funds:

Equity funds
Fixed income funds
Total Assets

NOTE 6 FAIR VALUE MEASUREMENTS - continued

Assets measured at fair value as of December 31, 2022 and 2021 are summarized as follows:

2022

Fair Value Level 1 Level 2 Level 3
$ 64,963 $ - 9% 64,963
892,611 892,611 -
27,258 27,258 -
97,528 - 97,528
577,595 - 577,595
1,140,715 1,140,715 -
625,102 625,102 -
70,061 70,061 -
1,750,205 1,750,205 -
95,392 95,392 -
$ 5341430 $ 4,601,344 $ 740,086

2021

Fair Value Level 1 Level 2 Level 3
$ 45294 $ -3 45,294
981,015 981,015 -
27,704 27,704 -
106,982 - 106,982
502,589 - 502,589
1,230,728 1,230,728 -
941,457 941,457 -
52,051 52,051 -
2,397,835 2,397,835 -
82,330 82,330 -
$ 6,367,985 $ 5,713,120 $ 654,865
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NOTE 7 LILLY ENDOWMENT FUND

The Organization's endowment consists of donor-restricted contributions from Lilly Endowment to
provide long-term organizational and operational sustainability. As required by accounting principles
generally accepted in the United States of America ("GAAP"), net assets associated with endowment
funds are classified and reported based on the existence or absence of donor-imposed restrictions.

Interpretation of Relevant Law

The Board of Directors has interpreted the State Prudent Management of Institutional Funds Act
("SPMIFA") as requiring the preservation of the fair value of the original gift as of the date of the donor
restricted endowment funds, unless there are explicit donor stipulations to the contrary. As a result of
this interpretation, the Foundation retains in perpetuity (a) the original value of initial and subsequent
gift amounts (including promises to give at fair value) donated to the Endowment and (b) any
accumulations to the endowment made in accordance with the direction of the applicable donor gift
instrument at the time the accumulation is added. Donor-restricted amounts not retained in perpetuity
are subject to appropriation for expenditure by the Foundation in a manner consistent with the
standard of prudence prescribed by SPMIFA. The Foundation considers the following factors in
making a determination to appropriate or accumulate donor-restricted endowment funds:

1) The duration and preservation of the fund
2) The purposes of the organization and the donor-restricted endowment fund
3) General economic conditions

5) The expected total return from income and the appreciation of investments

(1)
(2)
(3)
(4) The possible effect of inflation and deflation
(5)
(6) Other resources of the Organization

(7)

7) The investment policies of the Organization

As of December 31, 2022 and 2021, the Organization had the following endowment net asset
composition by type of fund:
With Donor
Restrictions
December 31, 2022
Donor-restricted endowment funds:
Original donor-restricted gift amount and amounts required to

be maintained in perpetuity by donor $ 4,730,000
Accumulated investment gains (losses) 611,430
$ 5,341,430
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NOTE 7 LILLY ENDOWMENT FUND - continued

With Donor
Restrictions
December 31, 2021
Donor-restricted endowment funds:
Original donor-restricted gift amount and amounts required to

be maintained in perpetuity by donor $ 4,730,000
Accumulated investment gains (losses) 1,637,985
$ 6,367,985

From time to time, certain donor-restricted endowment funds may have fair values less than the
amount required to be maintained by donors or by law ("underwater endowments"). We have
interpreted SPMIFA to permit spending from underwater endowments in accordance with prudent
measures required under law. There were no such deficiencies as of December 31, 2022 and 2021.

Investment and Spending Policies

The Organization has adopted investment and spending policies for endowment assets that attempt
to provide a predictable stream of funding for programs and operational sustainability supported by its
endowment while seeking to maintain the purchasing power of the endowment assets. Endowment
assets include those assets of donor-restricted funds that the organization must hold in perpetuity.
Under this policy, as approved by the Board of Directors, the endowment assets are invested in a
manner that is intended to produce results that exceed the price and yield results of the S&P 500
index while assuming a moderate level of investment risk. The Organization expects its endowment
funds, over time, to provide an average rate of return of at least 3 percent annually. Actual returns in
any given year may vary from this amount.

To satisfy its long-term rate-of-return objectives, the Organization relies on a total return strategy in
which investment returns are achieved through both capital appreciation (realized and unrealized) and
current yield (interest and dividends). The Organization targets a diversified asset allocation that
places a greater emphasis on income-based investments to achieve its long-term return objectives
within prudent risk constraints.

The Organization has a policy of appropriating for distribution each year 2-4% of the endowment
funds. The amount available for appropriation for the following fiscal year shall be calculated by
applying the policy spending rate to the average of the previous twelve (12) quarter-end endowment
market values as of June 30 each year. This spending formula will not take effect until the portfolio
has twelve (12) quarters of performance available to calculate the above spending policy. This is
consistent with the Organization's objective to maintain the purchasing power of the endowment
assets held in perpetuity or for a specified term as well as to provide additional real growth through
new gifts and investment return.
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NOTE 7 LILLY ENDOWMENT FUND - continued

Changes in Endowment net assets as of December 31, 2022 and 2021 are as follows:

With Donor

Restrictions
Endowment net assets, January 1, 2021 $ 5,625,464
Investment income 192,763
Net depreciation, realized and unrealized 703,910
Total investment return 896,673
Appropriation of endowment assets for expenditure (154,152)
Endowment net assets, December 31, 2021 6,367,985
Investment income 127,399
Net depreciation, realized and unrealized (948,735)
Total investment return (821,336)
Appropriation of endowment assets for expenditure (205,219)
Endowment net assets, December 31, 2022 $ 5,341,430

NOTE 8 LINE OF CREDIT

The Organization has a line of credit with PNC with a maximum debt facility of $100,000 available
through September 27, 2023. Amounts borrowed are secured by a commercial security agreement
securing all assets of the Organization. There were no borrowings on the line of credit in 2022 or
2021. Interest is assessed at the highest Prime Rate as published in the "Money Rates" section of
The Wall Street Journal. The effective rate at December 31, 2022 and 2021 was 7.75% and 3.25%,
respectively.

NOTE 9 PENSION PLAN

The Organization has established a 403(b) tax-deferred annuity plan for its employees. Employees
can make pretax contributions in addition to any discretionary payments made by the Organization.
For the years ended December 31, 2022 and 2021, the Organization made no contributions to the
plan.
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NOTE 10 LEASES

The Organization has an equipment lease for their copier machines with a lease term of five years
that commenced on April 30, 2019 and expiring in April 2024, with quarterly lease payments of $2,196
throughout the term of the agreement.

Operating lease cost is recognized on a straight-line basis over the lease term. The components of
lease expense are as follows for the year ended December 31, 2022:

2022
Operating lease cost $ 8,784
Variable lease cost 2,547
Total lease cost $ 11,331
Other lease information:
Weighted-average remaining lease term - operating leases 1.33 years
Weighted-average discount rate - operating leases 0.78%
Maturities of operating lease liabilities as of December 31, 2022 are as follows:
Equipment
2023 $ 8,784
2024 2,195
Thereafter -
10,979
Less imputed interest (56)
Total present value of lease liabilities $ 10,923

Maturities of operating lease liabilities, as determined under Topic 840, for all non-cancellable leases
as of December 31, 2021 are as follows:

Equipment
2023 $ 8,784
2024 4,392
Thereafter -
$ 13,176
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NOTE 11 CONTRIBUTED NONFINANCIAL ASSETS

For the year ended December 31, contributed nonfinancial assets recognized in the statement of
activities included:

2022 2021
Meals $ 67,667 $ 45,500
Clothing items 1,000 -
Household goods and toys 9,500 144,966
$ 78,167 $ 190,466
NOTE 12 NET ASSETS
Net assets consist of the following:
2022 2021
Without donor restrictions: $ 7,754990 $ 6,401,725
With donor restrictions:
Purpose restrictions:
Homeless prevention services $ 508,000 $ 559,941
Youth programs 52,000 111,968
Technology - 3,000
Facility maintenance - 62,000
Lilly Endowment fund 615,572 1,641,495
Perpetual in nature:
Lilly Endowment fund 4,730,000 4,730,000
Total with donor restrictions $ 5905572 $ 7,108,404
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