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CER~ IHEI ) PUBHC AC(X)UNq ANq 
To the Board of Directors The Methodist ltome For Children 1NDEPENI)FNT AUDITOR'S REPORT 
I have audited the accompanying statement of financial position of The Methodist t lome For Children as of June 30, 1997, and the related statements of activities and changes in net assets, and of cash flows for the year then ended. These financial statements are the responsibility of The Methodist Home For Children's management. My responsibility is to express an opinion on these financial statements based on my audit. 1 conducted my audit m accordance with generally accepted auditing standards; Governme33t Audiling_Sland___ards, issued by the United States Comptroller General; and the _L_oujsiana Goyernmenta/A_udj.!. (~uide, published jointly by the Society of Louisiana Certified Public Accountants and the l.ouisiana Legislative Auditor. Those standards require that 1 plan and perform the ~udil 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. 1 believe that my audit provides a reasonable basis for my opinion. 
In my opinion, the financial statements referred to above present fairly, in all material respects, the financial position of The Methodist Home For C.hildren as of June 30, 19'97, and the results of its operations and its cash flows for the year then ended in conformity with generally accepted accounting principles. In accordance with Government Auditing StandarAls, I have also issued a report dated December 26 1997, on my consideration of The Methodist ttome For Children's internal control structure and a report dated December 26, 1997, on its compliance with laws and regulm:ions. 
December 26, 1997 

4401 IAKETRAII DRIVE KENNI-R, LOUISIANA 70065 



 

CER1 ]HE[) PUBIAC A(XT:OUN'I AN'I The Board of Directors The Methodist [tome For Children New Orleans, Louisiana 
NDEPENDENT AUDITOR'S REPORT ON THE INTERNAL CONI ROL STRU 

1 have audited the financial statements of The Methodist Home For Chil&en for the year ended June 30, 1997, and have issued my report thereon dated I)ecember 26, 1997. I conducted my audit in accordance with generally accepted auditing standards and Government Aud0ing Standa[0s, issued by the Comptroller General oftbe United States and the Louisiana _Governmental_.Audit Guide. ]'hose standards required that I plan and perform the audit to obtain reasonable assurance about whether the financial statement are free of material misstatement. 
The management of The Methodist Home For Children is responsible for establishing and maintaining an internal control structure. In fulfilling this responsibility, estimates and judgments by management are required to assess the expected benefits and related costs of'internal control structure policies and procedures. The objectives of an internal control structure are to provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss fi-om unauthorized use or disposition, and that transactions are executed in accordance with management's authorization and recorded properly to permit the preparation of financial statements in accordance with generally accepted accounting principles. Because of inherent limitations in any internal control strnctclre, errors or irregularities may nevertheless occur and not be detected. Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design and opelation of policies and procedures may deteriorate. I n planning and perfbrming my audit of the financial statements of The Methodist Home For Children for the year ended June 30, 1997, 1 obtained an understanding of the internal control structure. With respect to the internal control structure, I obtained an understanding of the design of relevant policies and procedures and whether they have been placed in operation, and 1 assessed control risk in order to determine my auditing procedures for the purpose of expressing my opinion on the financial statements and not to provide an opinion on the internal control structure. Accordingly, 1 do not express such an opinion. 1 noted certain matters involving the internal control structure and its operation that I consider to be reportable conditions under standards established by the American Institute of Certified Public Accountants. Reportable conditions involve matters coming to my attention relating to significant deficiencies in the design or operation of the internal control structure that, in my judgment, could adw'.rsely affect the organization's ability to record, process, summarize, and report financial data in a manner that is consistent with the assertions of management in the financial statements. 
4401 I.AKI "1RAll DtklVE KENNER, 10LIISIANA 70065 



The [',oat d of l.)irectors l)ecember 26, 1997 Page 2 
The reportable conditions noted are as follows I. Deficiencies in internal control structure design. There are no tbrmal, written accounting policies and procedures. IL Fai~uresi~t~e~perati~3~fthe;,nterr~a~c~ntrolstructure. Evide~ee~3ffai~ure~operf~rm tasks that are part of the internal control structure. Accounts receivable is not being properly monitored, reviewed, or results communicated to management each month. 111. Failure to follow up a~d correct previously identified internal control structure deficiencies. A material weakness is a reportable condition which the design or operation of the specific internal control structure elements does not reduce to a relatively low level the risk that errors or irregularities 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. 
My consideration of the internal control structure would not necessarily di,:close all matters in the internal control structure that might be reportable conditions and accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses as defined above ttowever, I bdieve none of the reportable conditions described above is a material weakness In connection with the audit, 1 reviewed the prior year's reportable conditions on the internal control structure, including applicable internal administrative controls to determine whether management had implemented appropriate corrective action to correct the conditions giving rise to those findings. The results of my review indicate that management has not taken appropriate corrective action with respect to the prior year findings as described in the Schedule of Prior Reportable Conditions. 
This report is intended for the information of the Board of Directors, mana~gement, and the State of Louisiana Legislative Auditor. This restriction is not intended to limit the distribution of this reporl which is a matter of public record. 
26,1997 



]'he Board of 1)irector,; The Methodist ttome For Children New Orleans, l.ouisiana 
INDEPENDENT AUDITOR'S REPORT ON COMPI.IANCE 1 have audited the financial statements of The Methodist ttome For Children tbr the year ended June 30, 1997, and have issued my report thereon dated December 26, 1997. 

Compliance with laws, regulations, contracts, and grants applicable to The Methodist Home For Children is the ~esponsibility of The Methodist ltome For Children's management. As a part of obtaining reasonable assurance about whether the financial statements are free of material misslatement, 1 performed tests of The Methodist Home For Children's compliance with certain provisions of laws, regulations, contracts, and grants. However, my objective was not to provide an opinion on overall compliance with such provisions. Accordingly, 1 do not express such an opinion 
The results of nay tests disclosed no instances of non-compliance that are required to be reported under Goyernment Auditing Standards. 
This report is intended for the information &the Board of Directors, management, and the State of Louisiana Legislative Auditor. This restriction is not intended to limit the, distribution of this report which is a matter of public record. 

4401 I AKt!TI~,AI1 DRIVE KENNER, 10LIISIANA 70065 



TI IE ME]'I tOI)IST tlOM[i FOR CttlI,I)REN SC11EDULE OF PRIOR REPORTABI,E CONI)ITIONS FOR THE YEAR ENDED JUNE 30, 1997 The prior audit report,, for the year ended June 30, 1996, contained reportable conditions. The following is a status of those findings: Monthlyd3a~ments on a promissory note do not aRree with the amortization schedule. There is a conflict on the oav back terms of the note 
There is no conflict on the pay back terms of the note. The note is for five years with payments amortized over 10 years with a final balloon payment at the end of five years. The note is fully collalerized with marketable securities and the intent is to refinance at the end of the five year term 
Various liabilitv accounts are not beino reviewed and reconciled each month As of June 30, 1997, the various liability accounts were reconciled and could be agreed to their respective payable that was paid in a subsequent peliod. Even though two~,natures are required on c_t~e_c_ks, a! times left o~t in_t_h~ 9_p_e_n_, f checks were observed ore-signed and 
No pre-signed checks were noted during the curTent audit Some travel, entertainment and seminar e_xl~_n_ses__0oted during testing were iaot o~~y documented Documentation of expenses has improved. The installation of using check request, credit card request, and petty cash request forms has facilitated a means to enhance the acquisition of documentary evidence of expense. Although current year testing revealed some minor lack of documentation, the situation is not pervasive. The accounts receivable subsidiary le~g, erjs n_0_t._b_e_i!!greconciled to the gene!-al ledger each month and has not been in years As of June 30, 1997, the accounts receivable subsidiary ledger was reconciled to the general ledger 
Accounts receivable is not beino orooerlv monitored, reviewed, or result,,; communicated to manaoement each month 
This area continues to be an area of concern. Turnover in the accounting; staffand misinformation given to management has caused the eflbrts of accounts receivable collections to be ineffective. Accounts receivable should be closely monitored and researched for problems. 



SCttEDULE OF PRIOR REPORTABLIT:~ CONDITIONS (Continued) ]qxed as s~_s sc_hedulg~ recorded each month. ufing lhe year and no cl.e0Les;iation expenseisbeing 
As of June 30, 1997, tlae fixed assets schedule has been properly scheduled and the proper depreciation expense has been recorded. 



TIlE METHODIST tlOME FOR CttlLDREN STATEMENT OF FINANCIAL POSITION JUNE 30, 1997 A ssel s Cash I nvestments (Nae 2) Accounts receivable Insurance refund receivable Prepaid insurance 
Land, buildings and equipment, net (ya~ 4) 
Total assets 1 ,iabilities Accounts payable Accrued salaries and expenses Current portion of Iong-lerm debt ~ot~ 8~ 
l~ong-term debt, net of current portion (X,~e 8) Total liabilities 
Net assets Unrestricted 
Total net assets Total liabilities and net assets 

q'he aceompanyin g nolt~ are an int ~'al pan oflh~,e financial ~atcnn~lt s 

$ 108,853 1,201,934 515,733 34,083 24_769 1,885,372 
742 121 $2,627,493 
$ 28,369 98,699 _ 4,997 132,065 141,973 
274~038 
2,353~_455 __2,353,455 $ 2.62~493 



1"Ill.-; METtlODIST |tOME FOR CHII,I)REN STATEMENT OF ACTIVITIES AND CHANGES IN UNRESTRICTED NET ASSETS YEAR t~NDED JUNE 30, 1997 Unrestricted Support and Revenue Donations and gifts Investment income (Note 2) Professional services-donated cNotc 9 Other income Fees from governmental agencies Private agency foster care program Therapeutic foster care program Severe intervention program Moderate intervention program 

$ 215,096 471,558 3g,024 3,697 
253 927 591 957 
1t3 005 397 828 Total unrestricted revenue and support 3,45_7J_L8 

Expenses Private agency foster care program Therapeutic foster care program Severe intervention program Moderate intervention program Administrative and general Total expenses ,:x,,e 10) lncrease in unrestricted net assets Increase in temporarily restricted net assets Increase in permanently restricted net assets Increase in net assets 
Net assets at beginning of year Ne! assets at end of year 

"lhc aoa~Ipatjying notes ~re a~ inl(~'~l part of these fm ar,~ial s~.tenl,zat~. 

241,917 744,093 613,619 1,024,42[ 467~N~ 
_ 3 091 5~! 366,130 
366,130 
_ 1 987 3~; $, .2.353,45'.i 



1"1113 METtIODIST ItOME FOR CH1LDRF.N STATEMENT OF CASH FLOWS YEAR ENDEI) JUNE 30, 1997 
Cash flows from operaling activities Change in net assets Adjustments to reconcile change in net assets to net cash used by operating activities Depreciation Changes in operating assets and liabilities Accounts receivable Insurance refund receivable Prepaid insurance Accounts payable Accrued salaries and expenses 
Net cash provided by operating activities Cash flows from investing activities Increase in investments Purchase of property and equipment Net cash used in investing activities 
Cash flows from financing activities Proceeds from long-term borrowing 
Net cash provided by financing activities Net decrease in cash and cash equivalents 
Cash and cash equivalents at beginning of year Cash and cash equivalents at end of year 
Supplemental data Interest paid 

Tne accompanying nol~s are arl integral part ofthe~e financial ~atem~lts 

$ 366,13'3 
72,798 (218,742) (34,083) 826 (46,341) 49.577 190~]ZL5 
(381,870) ~160,01.:0 (541,8850 
90_876 
90.876 (260,84:!) 369_695 $ !08,853 

$ L4~9 



TIlE METllOI)IST I-tOMF, FOR CHILDREN NOTES TO FINANCIAl. STATEMENTS YEAR ENDED JUNE 30, 1997 
NOTE 1 - SUMMARY OF' SIGNIFICANT ACCOUNTING POLICIES Organization - The Methodist Home For Children (the Home) is chartered in the state of Louisiana as a not-for-profit organization without capital stock, which is classified as one that is not a private foundation within the meaning of section 509(a) of the Internal Revenue (lode because it is an organization described in section 170(b)(l)(A)(vi) which normally receives a substantial part of its support from direct or indirect contributions from the general public. The Home operates a residential treatment facility located in New Orleans, Louisiana, providing care for abused, neglected and/or abandoned children. It is operated as an agency of the Louisiana Confbrence of the United Methodist Church. 
The Ivlethodist Home For Children administers programs receiving support from the State of Louisiana Office of ('ommunity Services. The residential program administers to children with moderate and severe emotional and/or behavioral problems. The therapeutic and private agency foster care programs place children in a family environment while providing counseling and support for tile families. 
The accompanying financial statements include only the accounts of The Methodist Home For Children. No other assets owned by or activities operated by the Louisiana Conference of the United Methodist Church have been included herein. Basis of Presentation - The financial statements are prepared on the accrual basis. Revenue from both unrestricted and restricted contributions is recognized either on receipt or upon receiving an unconditional pledge or promise to give from a donor. Revenue from unrestricted contributions is classified in the unrestricted section of net assets. Revenue from restricted contributions is classified under eitber the permanently or temporarily restricted section of the Statement of Activity based on the nature of the restriction. Once a temporal2~ restriction has been met, the revenue is reclassified from temporarily reslricled net assets to unrestricted net assets, where all rela:ted expenses are recognized in the Statement of Activity. The ttome reports gifts of land, buildings, and equipment as unrestricted support unless 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 restricted support Absent explicit donor stipulations about how long those long-lived assets must be maintained, the Home reports expirations of donor restrictions when the donated or acquired long-lived assets are placed in service. Marketable Securities - Marketable securities are stated at fair value. If fair value increases/(decreases) above/(below) cost, the resulting wdte-up/(write-down) is charged to the Home's operating revenue. Gains and (losses) on the sales of securities are included in operating results. 
Concentration of Risk - Approximately 79% of the ! Iome's revenue was provided by contract for services with the State of Louisiana Office of Community Services. 



NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) Depreciation - Buihting and improvements are heing depreciated over eslimated useful lives of forty years using the straight-line method of depreciation. Equipment and furniture are depreciated oyez estimated useful lives which range form three to 10 years, using the straight-line method of depreciation. It is the ttome's policy to capitalize assets costing $1,000 or more. Accounts Receivable - The Methodist ttome For Children considers accounts receivable to be virtually fully collectible since the balance consists entirely of payments due under a state governmen con1 tact. If amounts become uncollectible, they will be charged to operations when that determination is made. 
Income Taxes - No provision for income taxes has been made since the Home is exempt as a nonprofit organization pursuant to Section 501(c)(3) of the Internal Revenue Code. The tlome has no unrelated business income. 
Use of Estimates - The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the period. Actual results could differ from those estimates. Compensation for Future Absences - The Home has not accrued for compensation for future absences because the amount cannot be reasonably estimated. The Home's vacation policy is that when proper notice of resignation or termination is given the employee will be paid for accumulated vacation time up to the maximum &one year's allotment. Sick leave may not be carried over to the next year and no reimbursement for sick leave time will be made on termination of employment. Allocation of Expenses - Administrative expenses and other overhead are allocated to programs and supporting services by management on the basis of number of residents in the corresponding programs and/or the number of employees in the corresponding departments. Change in Accounting Principle - Under Financial Accounting Standards Bo~rd (FASB) "Statement of Financial Accounting Standards (SFAS) No. 124, Accounting for Certain Investments Held by Not-for-profit Organizations" whereby "investments in equity securities with readily determinable fair values and all investments in debt securities shall be measured at fair value in the statement of financial position", the Home is required to report investments at fair value. The result of this change in accounting, principle was that as of June 30, 1997, revenue of $421,870 was presented in the statement of activities to reflect the increase from cost to fair value. This statement is effective for fiscal years beginning after December 15, 1995. Statement of Cash Flows - For purposes of the Statement of Cash Flows, the Home considers a highly liquid debt instruments purchased with a maturity of three months or less to be cash equivalents. At June 30, 1997, cash and cash equivalents consisted only of cash. 



NOTE 2 - INVESTMENTS 
Cost Cash and equivalents $ 86,591 U.S. treasury securities 386,276 U.S. govt. agency securities 49,836 Equities 297 3,3,3,3,361 Totals $820,064 

Fair _Valu_e $ 86,591 390,911 50,277 __ _ _62_4~ 155 $!,20!,934 

Carrying Value, $ 86,591 390,9 [ I 50,2"77 _ 6_7_4 .L.5_5 $1,201,934 
]he following schedule summarizes the investment return and its classification in the statement of activities for the year ended June 30, 1997: 
Investment income Gains Expenses Total investment return 

$ 57,848 421,870 $471,558 
NOTE 3 - COMMITMENTS AND CONTINGENCIES 
The Methodist Home For Children receives a substantial amount of its support from the state government. A significant reduction in the level of this support, if this were to occur, would have a material effect on the Home's programs and activities. The Methodist Home For Children is required to submit cost reports to the state agency which substantiates the support received and then reimburses the ttome for costs incurred for providing care for the children. 
NOTE 4 - PROPER'I'Y, PLANT, AND EQUIPMENT Property, plant, and equipment are carried at cost if purchased and at fair value if contributed. Depreciation is computed using the straight-line method over the estimated useful lives of the respective assets. When assets are retired or otherwise disposed of, the cost and related accumulated depreciation are removed from the accounts and any resulting gain or loss is reflected in income for the period The cost of maintenance and repairs is charged to expense as incurred; significant renewals and betterment are capitalized. The following is a summary of the major classes of property and equipment and the related depreciation 

Land Buildings and improvements Equipment Furniture and fixtures Vehicles Totals 

Cost $ 147,398 1,293,580 127,901 
149,167 110,00[ $L828~047 

Accumulated Depreciation 
813,322 73,226 
111,824 8L554 $L079,926 

_N. e t 
$147,398 480,258 54,675 
37,343 2~447 $748,!2j 



NO]'F. 5 - RELATF.D PARTY 
The Methodist Home For Children is operated as an agency of the Louisiana Annual Conference During the year, The Methodist Home For Children paid $551 for an ad on the back page of Louisiana Conference's newspaper. 
NOTE 6 - PENSION PLAN The Methodist Home For Children has a 403(b)(9) type pension plan for all eligible employees. Employees are eligible to participate in the plan if they are at least 21 years of age, have been employed by Tile Melhodist Home For Children for one year, and work at least 20 hours per week Employees are required to contribute at least 2% (up to a maximum of 20%) of their gross bi-weekb salary into the plan, not to exceed $9,500. The employer agrees to contribute 4% of each participating employees contribution base. Employer contributions for tile plan during the year were $33,504. 
NOTE 7 - CltARITABLE TRUST On December 18, 1990, a charitable trust was set up by an individual designating the director of the Uniled Methodist Foundation of Louisiana as trustee. The donor suggested that one-half of the trust's annual income and ultimate principal be ultimately distributed to ]'he Methodist Home For Children in New Orleans, Louisiana, on an unrestricted basis, The term of the trust is for 30 years In tile event The Methodist Home For Children in New Orleans, Louisiana, ceases to function or ceases to be a qualitied tax exempt charity before tim 30 years has run, the donor suggested the funds be distributed to another children's home. At June 30, 1997, the market value of the trust was $408,807. The Methodist Home For Children is presently receiving interest from this trust. The interest received during the year was $13,002. 
NOTE 8 - LONG TERM DEBT 
At June 30, 1997, The Methodist Home For Children had a secured note payable to the United Methodist Foundation of Louisiana totaling $54,690. This note is payable in monthly installments with a final payment for the entire unpaid principal balance on the note and all accrued and unpaid interest thereon due and payable on November 20, 2000. This note is secured by the Home's investment portfolio which is held by the United Methodist Foundation of Louisiana. Interest is calculated at the Wall Street Journal prime interest rate on the last business day of each calendar month. 
At June 30, 1997, The Methodist Home For Children had a mortgage note, payable to a private foundation, totaling $92,280. This balance is the portion drawn through June 30, 1997, on mortgage note totaling $450,000 at a rate of 5.00% for 20 years to be used for renovalions of Group Homes and the campus of The Methodist Home For Children. The mortgage is payable in annual installments beginning June 4, 1998, and is secured by the properties located at 832-834, 837-839, and 841-843 Washington Avenue, New Orleans, Louisiana. The balance of this loan as of the date of this report is $349,831. 



NOTE 8 - LONG TERM DEBT (Continued) Maturities of long-term debt for the next five years are as follows 
Fiscal year ended June 30 

Methodist Foundation 
1998 $ 4,773 1999 5,208 2000 44,709 2001 2002 ThereaRer - $54,690 

Private Foundation Total 
$ 224 1,598 2,850 2,996 3,149 81,4~3 $9~28o 

$ 4,997 6,806 47,559 2,996 3,149 81,463 $146,970 The ttome had an unused, unsecured line of credit with First National Bank of Commerce for $50,000 at June 30, 1997. 
NOTE 9 - SUPPORT AND REVENUE AND DONATED MATERIALS FACII,ITII2S AND SERVICES 
Contributed Services -. From time to time, the ttome receives used furniture and equipment and contributed labor and materials to enhance the facilities. In accordance with Statement of Position 78-10, issued by the American Institute of Certified Public Accountants (AICPA), donated materials and facilities that arc: such that values cannot reasonably be determined and which vary greatly in value depending on condition and style should not be recorded as contributions. If donated materials pass through the organization to its charitable beneficiaries, and the organization serves only as an agent for the donors, the donation should not be recorded as a contribution. Therefore, historically, the ttome has not recorded as contributions any donated materials and facilities. The 1tome receives donated services from volunteers for fundraising, as available, and from the members of the Board ofl)irectors, who serve without compensation. In accordance with AICPA SOP 78-10, because of the difficulty in placing a monetary value on such services, their value has not, historically, been recorded as contributions with an equivalent amount recorded as an expense The Home recognizes contributions of services, if the service received required specialized skills and would typically need to be purchased if not provided by donations. During the year ended June 30, 1997, the value of contributed services meeting the requirements for recognition in the financial statements was $38,024 and has been recorded as revenue, with a corresponding amount as expense 



NOTE 10 - SCHEDUH~ OF COSTS AND F~XPENSI:;S ON FUNCTIONAl. BASIS 
Salari~ Pa3aoll tax~ Enlf, lo~,ec I k~lefiL~ I:os~ er Care ln~urmlcc I ,io2os~,~, and lax~ 

Private Agol ~5' l:o~'t cr Care $45,247 3,147 1,495 172,243 509 20 1,583 7,215 1,798 1.668 614 34 358 1.032 907 282 835 .303 

~,27 $24L917 

q h ~ap~tt ic I "o~t.~ Care $101,240 10A44 2,50? 593,431 1,120 30 1,766 13,748 2,776 1,629 657 25 503 7,279 241 1,226 1,892 

$244,093 

5.905 253 2,407 6,058 4.623 1.016 1,363 222 483 4.058 9,861 2.736 6,695 31,980 3,632 2,173 1.169 2.400 2,924 3.101 
! 88~8!969 $613.619 

Moderate Adminis;trali~ c & 
$653,257 61,317 32,681 I 1.913 431 4,972 10,262 27,183 1,202 1,934 360 891 31.805 16.013 18,419 28.069 55,558 9.234 4.972 2.429 3.769 '1.690 'L997 38o,~363 $1~24.421 

$175,428 7,163 22,581 916 1.829 18.435 13.957 3.212 5.559 244 13,645 6.506 143 3.821 32.500 8,650 56.932 38.024 
7,449 39,884 1__06=_6.0_ $467.~38 

/21 ~ ,~ 71 2~4 2~, Ibl 2 'b~ 5t ~'4n 4, "v2 I I i7-~ 4xl2 14 2~(, f, ~61 I '52 54 ~4'~ 2. ~')7 


