Denver Children’s Home
Financial Statements
September 30, 2010 and 2009

(With Independent Auditor’s Report Thereon)



Kundinger, Corder e Engle, P.C.

Certified Public Accountants
475 Lincoln Street, Suite 200
Denver, Colorado 80203

Phone (303) 534-5953
Fax (303) 892-7776
Email mail@Kcedenver.com

Independent Auditor’s Report

Board of Directors
Denver Children’s Home:

We have audited the accompanying statements of financial position of Denver Children’s Home as
of September 30, 2010 and 2009 and the related statements of activities, functional expenses, and
cash flows for the years then ended. These financial statements are the responsibility of the Home's

management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with U.S. generally accepted auditing standards. 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 audits provide 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 Denver Children’s Home as of September 30, 2010 and 2009 and the changes in

its net assets and its cash flows for the years then ended in conformity with U.S. generally accepted
accounting principles.

Konmoweser, Coroer. * Ewee 11C.

March 31, 2011



Denver Children's Home

Statements of Financial Position
September 30, 2010 and 2009

Assets:

Current assets:
Cash and cash equivalents
Accounts receivable
Prepaid expenses
Short-term investments (note 3)

Total current assets

Property and equipment:
Building improvements

Furniture, equipment and software

Vehicles

Less accumulated depreciation and amortization

Net property and equipment

Beneficial interest in perpetual trusts (notes 2, 3 and 8)
Restricted net assets held by DCHF (notes 4, 7 and 8)

Total assets

Liabilities and Net Assets:
Current liabilities:
Accounts payable

Accrued payroll and payroll liabilities

Accrued vacation and sick pay
Other liabilities

Total current liabilities

Net assets:

Unrestricted
Temporarily restricted (note 7)
Permanently restricted (note 8)

Total net assets

Commitments and contingency (notes 4, 5, 6, and 9)
Total liabilities and net assets

The accompanying notes are an integral part of the financial statements.

2010 2009
272,439 446,342
328,536 463,564
33,745 36,452
— 175,697
634,720 1,122,055
1,344,692 1,131,868
954,135 942,885
126,847 128,547
2,425,674 2,203,300
1,678,430 1,569,483
747,244 633,817
2,996,363 2,887,811
2,586,311 2,664,443
6,964,638 7,308,126
43,887 158,019
73,110 74,667
115,752 99,830
7,135 14,891
239,884 347,407
1,021,339 1,344,133
1,740,260 1,707,877
3,963,155 3,908,709
6,724,754 6,960,719
6,964,638 7,308,126




Denver Children's Home

Statement of Activities

Year Ended September 30, 2010

Temporarily Permanently
Unrestricted Restricted  Restricted Total
Revenue:
Net child care service revenue $ 1,943,323 - - 1,943,323
Education revenue 940,429 - - 940,429
Other income 198,121 - - 198,121
Total operating revenue 3,081,873 - - 3,081,873
Expenses:
Program services:
Long-term care and shelter care 1,551,433 - - 1,551,433
Community-based services 956,938 - - 956,938
Education 1,029,980 - - 1,029,980
Room and board 678,150 - - 678,150
Total program services 4,216,501 - - 4,216,501
Supporting services:
Management and general 726,610 - - 726,610
Fund raising 176,136 - - 176,136
Total supporting services 902,746 - - 902,746
Total operating expenses 5,119,247 - - 5,119,247
Total operating net loss (2,037,374) — — (2,037,374)
Non-operating revenue and expenses:
Contributions from DCHF (note 4) 547284 - - 547,284
Cash contributions 668,306 100,139 - 768,445
In-kind contributions (note 1(f)) 224,995 - - 224,995
Special events revenue 160,672 - - 160,672
Special events expenses (56,075) - - (56,075)
Distributions from perpetual trusts and
interest income (note 2) 125,668 - - 125,668
Change in value of perpetual trusts (note 2) - - 108,552 108,552
Net assets released from restrictions (note 7) 43,730 (43,730) — -
Total non-operating revenue and expenses 1,714,580 56,409 108,552 1,879,541
Change in net assets before change
in net assets held by DCHF (322,794) 56,409 108,552 (157,833)
Change in net assets held by DCHF - (24,026) (54,106) (78,132)
Change in net assets (322,794) 32,383 54,446 (235,965)
Net assets at beginning of year 1,344,133 1,707,877 3,908,709 6,960,719
Net assets at end of year $ 1,021,339 1,740,260 3,963,155 6,724,754

The accompanying notes are an integral part of the financial statements.



Denver Children's Home

Statement of Activities
Year Ended September 30, 2009

Temporarily Permanently

Unrestricted  Restricted ~ Restricted Total
Revenue:
Net child care service revenue $ 2,511,757 - - 2,511,757
Education revenue 1,004,396 - - 1,004,396
Other income 323,206 - — 323,206
Total operating revenue 3,839,359 — — 3,839,359
Expenses:
Program services:
Long-term care and shelter care 1,776,819 - - 1,776,819
Community-based services 1,109,950 - - 1,109,950
Education 990,645 - - 990,645
Room and board 706,194 - - 706,194
Total program services 4,583,608 - - 4,583,608
Supporting services:
Management and general 673,161 - - 673,161
Fund raising 193,185 - - 193,185
Total supporting services 866,346 — — 866,346
Total operating expenses 5,449,954 - - 5,449,954
Total operating net loss (1,610,595) - - (1,610,595)
Non-operating revenue and expenses:
Contributions from DCHF (note 4) 441,619 - - 441,619
Cash contributions 586,453 60,094 - 646,547
In-kind contributions (note 1(f)) 223,370 - - 223,370
Special events revenue 190,702 - - 190,702
Special events expenses (60,878) - - (60,878)
Distributions from perpetual trusts and
interest income (note 2) 129,638 - - 129,638
Change in value of perpetual trusts (note 2) - - (84,357) (84,357)
Net assets released from restrictions (note 7) 38,731 (38,731) - -
Contributions expense (note 1(f)) (82,917) - - (82,917)

Total non-operating revenue and expenses 1,466,718

21,363 (84,357) 1,403,724

Change in net assets before change

21,363 (84,357)  (206,871)
(138,741) 16,695  (122,046)

(117,378)  (67,662)  (328,917)
1,825255 3976371 7,289,636

in net assets held by DCHF (143,877)
Change in net assets held by DCHF —
Change in net assets (143,877)
Net assets at beginning of year 1,488,010
Net assets at end of year § 1,344,133

1,707,877 3,908,709 6,960,719

The accompanying notes are an integral part of the financial statements.

4



‘sjuowale]s [eIdURULf oY) Jo wed [erSajur ue are sajou Suikueduwrodde ay ],

LYZ611S 9%L°T06 9EI'OLT 019°9ZL 10S°91Ty 0SI‘8L9  086°6Z0°1 8€6°9S6  €EH1SST § sasuadxa [ej0],
(sL0°9s)  (SL0°9S) (SL0°9S) - = = - - - SANTATIOR JO JUSWIIL)S ) Ul
QNUDAJI :ﬁ? ﬁoﬁﬂzucm mOmcumxm mmoA
ZTESLI'S 178°8S6 11T°TET 019°9ZL 10S°91TP 0SI8L9  086°6T0°T 8£6°9S6 €€V 1SS°T sasuadxa [euoljouny [€J0],
1L6°01 1L6°01  LEI'L v€8°C - - - - - 1L_YO
LY9'0TT 8566  90I°1 7588 689°001  TLV'9¥ YOLLT v8E Y1 621°CC uonezIuowe pue uonenaida(
926°C1 926'C1 96Tl - - - - - - suone[a1 oT[qnd
SLO9S SLO9S  SLO9S - - - - - - sasuadxa sjuaAd [eradg
ISLLLY  9ST'S 6CC LT0°S S6¥°TLT  T00°6S 05659 8LL°9Y SoL $991AISS pUE S[ELIajew puly-u]
868°19C  T9L9 6€€°1 €TP'S 9€1°6ST  LOLTTT  vTLY8 zE1op €LSL sarjddns pjoyasnoy pue pooq
00094  O¥8¥T 09L°T  080°TZ 091°IST  0T6'SIT  091%¥ 088°S¢ 00Z°SS sy
v8s‘seT  LIL'I8 - LIL18  L98°€ST  L60°8S - 65€°1C 11v'PL §39J [euolssajol]
6561 10€°C - 10€°C 8SI°LI - LSTT 698°¢ 2801 sures3oxd [eroads pue UoNEBAINY
I¥S°EE 0LL9T  ¥SEE 9I¥€l  T1LL9T €61y 80L°9 LLYT €61y suonduosqus pue sang
LYS'LT 162°S 60y 6ST°1 962°TT S06°1 819°L Ts's 161°L sourujUIEW pue sitedoy
019°¢€1 ISL'c 91¢ SEFT 65801 6LY'T 9¢0°1 S61°L 691 [9ARBI} puE S30UIFU0D ‘AdI[qnd
7116 99G°€1  +¥8TCT  T8TI1  SLS'LL 680°6€ €TLET 16V°€1 LTI sanI[un pue suoydafa,
¥80°LE 7S6°S 9Tl 9Ly  TEI'IE €vS‘y 0699 LOT8 T6L11 sasuadxa pue sarjddns 20130
STT'1L 199°L1  608°1 TS8S1  195°€S $S0°€T S8T°01 ¥26°91 00€°€ souemsu|
€TETOE  €8L°0S  SOPEl  8IELE  OVS'IST  €LIOI $69°99 $96°6S LOLYTT syyouag
€01°0L  TES'LY  ¥8T6 8¥T8E  1LSTCT  L88¥I ¥10°5S 655°0S 111°201 soxe) [[01hed
LEVLOTE 60L°L8S 6V8PIT 098°TLY 8TL6LST 8TISLT  91H'8¥9  9L01E9  809VTI'T §$ soLre[es
sosuadxa $901AIOS  JuIsSTRI  [RISUSS  SIDIAISS pIeoq uoneonpy  SIVIAISS  IeD I9YAYS
o] Sumngoddns pung puejuow weiford  pue wooy paseq pue a1ed

[eoL

-o8eueN

[eio1

-Aunuuio))  wLe)-3uo

sao1A19s Surpoddng

SIOTAISS WeIgol]

0102 ‘0€ 12qudapdag papuy 4w x
sasuadx7 [euOnOUN,] JO JUIMWI)E)YS

QWO S,UdIP[IY)) JAUI(



"SjusUISle)S [eroueul) oy Jo yred fei8ajur ue are sajou Sukueduwrosde ayJ,

sasuadxa [e10],
SSTIIATIOR JO JUSWISJE]S I} Ul

ONUSASI YIIM papnjoul sasuadxa ssa]

vS6°6vP'S 9v€°998  S8I°E61 191°EL9 809°€8SY $61°90L  S¥9°066 0S6°601°T  6189LLT §
(s6L'cv1) (8L8°09) (8L809) - (L16°C8) - - (L16°28) -
6VL°€6S°S  YTT'LT6 €90°YST 191°€L9  STS999Y  +61°90L $¥9°066 L98TOIT  6189LLT
999t 999y - 999y - - - - -
G68°0T1  659°8 96 L69°L 961°C11 0TS°8L S6E°C1 80S°CI ELLS
LO91S LO9TS  LO9'IS - - - - - -
L16°C8 - - - L16T8 - - L16°T8 -
8.8°09 8,809  8L8°09 - - - - - -
SOT1°LTT  009°C - 009°C SOSYCI SY0°1C 6194¢ 09€°LY 184°1€
68€°S¥E 7999 9Tl 9€PS LTL8EE 60591 ELL'EL 968°16 6vS°01
000°9LT  O¥P8¥T  09LC 080TC  091°1ST 09SvS1 091°v¥ 088°S€ 09591
6L16LT  9T6'LY - 9zT6'LY  €STIEI TwsYe - IST°LT 095°6L
T eT SY Sv - L6E'ET - 6¥6 SEL9 €ILST
€09°v€ 189°LT - 189°LT  TT69 LTK1 - v€6°C 196°C
LEO'8T 681°L 110°C 8LIS 8+8°0C ILE v8T'L 0119 €80°L
T0Lp1 89Ly 91C°1 Tsse v€6°6 199°¢ T01°1 €ILY 394
810°98 16801  661°C T69°8 LSISL 816°C¢ €0T'L1 £90%1 €L6°01
S8L9Y 0€6°L 099°1 0LT9 GS8°8€ 1Z4%°) v16°8 SLI‘'8 'S
1€TY9 90T°€T  TTL1 v8¥°1IT  STOIS 799°€T Tr6's IZ1°61 00€°€
TL6'SOE  ISL'6v  LI9€l  ¥EI9E  1TT9ST vO¥°01 96259 £81°%9 8EE9T1
L98V6T  LEVYY  61¥°8 810°9€  0€¥'0ST  90T'11 y10°LS €T1°6S L80°ETT
99%°9vy°C  88F°ESS IPL'SOL LVL'Lyy 8L6T68T SHO'SIT 766599 866°CIL Iv6'LYET §
sosuadxa SIOIAIDS  JuISIBI  [BI9USS  SIIIAISS preoq  uoneonpg  SOOIAIOS  2Ied 19)[aYS
o] Sungoddns pung puejuowr  werdoxd  pue wooy paseq pue ares
[elol -o3eue|y [eoL -Aunuwuo))  wie)-3uo]

s901A13s Sunoddng

S9OTAISS WeIg01]

sasuadxa [euonouNy [E10],

0]

uonezipowe pue uonenaidsqg
suotye[al 21Ny

asuadxa suonnqLiuo))

sasuadxa sjuaas feroadg
S9JIAISS pUE S[RLIJBW PUY-U]
sarjddns pjoyssnoy pue poog
sy

S99 [BUOISSIJOI]

swreidoid [eroads pue uonea1day
suondirosqns pue san(g
sourULUIRW pUR SIreday

[2ABI) pUB S9OUIJFUOD ‘AdT[qng
sanun pue suoydspa |,
sasuadxa pue sarjddns 20130
JoueISU[

syjauag

saxe) [[01ked

Saueles

6007 ‘0€ 1oquaydag papuy 189X
sosuadx7] [eUONOUN,] JO JUIWIIE)S

QWIOH S,UIP[IY)) 1AW



Denver Children's Home

Statements of Cash Flows
Years Ended September 30, 2010 and 2009

Cash flows from operating activities:
Change in net assets $
Adjustments to reconcile change in net assets to
net cash used in operating activities:
Change in net assets held by DCHF
Depreciation and amortization
Donated property and equipment
Change in value of beneficial interest in perpetual trusts
Decrease (increase) in operating assets:
Accounts receivables
Prepaid expenses
Increase (decrease) in operating liabilities:
Accounts payable
Accrued payroll and payroll liabilities
Accrued vacation and sick pay
Other liabilities

Net cash used in operating activities
Cash flows from investing activities:
Payments for purchases of property and equipment
Net sales of short-term investments
Net cash used in investing 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 disclosures:

Donated property and equipment $

The accompanying notes are an integral part of the financial statements.

2010 2009
(235,965)  (328,917)
78,132 122,046
110,647 120,855
(47244)  (13,348)
(108,552) 84,357
135,028 33,819
2,707 (25,162)
(114,132) 40,309
(1,557)  (48,506)
15,922 (4,435)
(1,756) 2,123
(172,770)  (16,859)
(176,830)  (139,715)
175,697 111,761
(1,133)  (27,954)
(173,903)  (44,813)
446,342 491,155
272,439 446,342
47,244 13,348




Denver Children’s Home
Notes to Financial Statements
September 30, 2010 and 2009

(1) Summary of Significant Accounting Policies

(a)

(b)

©

(d)

General

Denver Children’s Home (the Home), is a Colorado not-for-profit residential treatment
center founded in 1881 to serve children and adolescents having persistent social,
emotional, educational, or maladaptive behavior problems. The Home's main treatment
facility is located in Denver, Colorado, and consists of a residential treatment program, a
day treatment center, an after school program, a transitional living program, and an on-
grounds school. The Home's activities are supported primarily through contributions and
program service fees received from various state and local government agencies.

Basis of Accounting

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

Financial Statement Presentation

Financial statement presentation follows the requirements of the Not-for-Profit Entities —
Presentation of Financial Statements Topic of the FASB Accounting Standards
Codification (FASB ASC). Under this standard, the Home is required to report information
regarding its financial position and activities according to three classes of net assets:
unrestricted, temporarily restricted, and permanently restricted.

Contributions

The Home follows the accounting requirements of the Revenue Recognition Topic of FASB
ASC. In accordance with this standard, contributions received are recorded as unrestricted,
temporarily restricted, or permanently restricted support, depending on the existence and/or
nature of any donor restrictions. All contributions are considered to be available for
unrestricted use unless specifically restricted by the donor.

Support that is restricted by the donor is reported as an increase in unrestricted net assets if
the restriction expires in the reporting period in which the support is recognized. All other
donor-restricted support is reported as an increase in temporarily or permanently restricted
net assets, depending on the nature of the restriction.

When a donor restriction expires (that is, when a stipulated time restriction ends or purpose
restriction is accomplished), temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets released from restrictions.
Restrictions met in the same period in which the related contributions are received are
recorded as unrestricted support.



Denver Children’s Home
Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

(e)

®

(®

Contributions Receivable

Unconditional pledges are recognized as revenue in the period the pledge is received.
Contributions receivable are recorded at net realizable value if expected to be collected in
one year and at fair value if expected to be collected in more than one year. Conditional
pledges are recognized when the conditions on which they depend are substantially met.
Uncollected contributions receivable are not expected to be significant.

Contributed Property and Services

Contributed property and equipment are recorded at fair value at the date of donation. If
donors stipulate how long the assets must be used, the contributions are recorded as
restricted support. In the absence of such stipulations, contributions of property and
equipment are recorded as unrestricted support.

Contributed goods and services are recorded as contributions and corresponding expenses
at their estimated fair values at the date of donation. In-kind contributions for the years
ended September 30 consisted of the following:

2010 2009
Property and equipment $ 47,244 13,348
Services 5,726 6,950
Materials 172,025 203.072
Total $ 224,995 223,370

During 2009, the Home was selected by a not-for-profit organization based in New York as
the recipient of various new brand and non-brand apparel valued at $82,917. The Home
was granted authority to give away any items not used in its programs. As such, during
2009, the Home donated apparel valued at $82,917 to other local nonprofit agencies. The
Home received other donated materials and services for its programs in the normal course
of operations totaling $224,995 and $140,453 in 2010 and 2009, respectively.

A number of volunteers have donated time in connection with the Home’s activities. No
amounts have been reflected in the accompanying financial statements for volunteers’
donated services because they do not meet the criteria of recognition.

Recognition of Income

Program services revenue is deemed to be earned and is reported as revenue when the
Home has incurred expenditures or performed services in compliance with the provisions
of the respective service agreements.



Denver Children’s Home
Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

(h) Cash and Cash Equivalents

@

(k)

)

For purposes of the statements of cash flows, the Home considers all unrestricted highly
liquid investments with original maturities of three months or less, that are not held as part
of the investment portfolio, to be cash equivalents.

Short-Term Investments

Short-term investments consist of certificates of deposit with original maturities of more
than three months at the date of acquisition. The fair value of short-term investments is
based on pricing inputs directly observable and on quoted prices for similar assets in active
markets (Level 2). See note 3.

Accounts Receivable

The change in net assets is charged with an allowance for estimated uncollectible accounts
based on past experience and on analysis of current accounts receivable collectibility.
Accounts deemed uncollectible are charged to the allowance in the year they are deemed
uncollectible.

Property and Equipment

The Home follows the practice of capitalizing, at cost, all expenditures for property and
equipment in excess of $5,000. Depreciation is computed using the straight-line method
over the estimated useful lives of the assets ranging from three to twenty years.

Concentrations of Credit Risk

Financial instruments which potentially subject the Home to concentrations of credit risk
consist of cash and cash equivalents and accounts receivable. The Home places its cash
and cash equivalents with creditworthy, high quality, financial institutions. A significant
portion of the funds are not insured by the FDIC or related entity. Credit risk with respect
to accounts receivable is generally diversified due to the large number of entities and credit-
worthiness of the organizations that comprise the Home’s customer base.

The Home receives a substantial amount of its support from various state and local
government agencies. If a significant reduction in the future level of this support occurs
with no offsetting increase in other funding streams, or if certain reimbursable costs are
disallowed, it may have an effect on the Home's programs and activities.

(m) 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 disclosure of contingent assets and liabilities at the
date of the financial statements and reported amounts of revenue and expenses during the
reporting period. Actual results could differ from those estimates.

10



Denver Children’s Home
Notes to Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
(n) Functional Allocation of Expenses

The costs of providing program and other activities have been summarized on a functional
basis in the statements of activities. Accordingly, certain costs have been allocated among
the appropriate program and supporting services benefited.

(0) Income Tax Status

The Home is exempt from federal income tax under Section 501(c)(3) of the Internal
Revenue Code and qualifies for the charitable contribution deduction. Accordingly, the
accompanying financial statements contain no provision for income taxes. However,
income from activities not directly related to the Home’s tax-exempt purpose is subject to
taxation as unrelated business income. During 2010 and 2009, the Home did not incur any
unrelated business income tax.

During 2010, the Home adopted guidance related to the uncertainty in income taxes. After
evaluating the tax positions taken, none are considered to be uncertain; therefore, no
amounts have been recognized as of September 30, 2010. If incurred, interest and penalties
associated with uncertain tax positions would be recorded in the period assessed as other
operating expense. No interest or penalties have been assessed as of September 30, 2010.
Tax years that remain subject to examination include 2007 through 2009.

(p) Subsequent Events

Management is required to evaluate, through the date the financial statements are issued or
available to be issued, events or transactions that may require recognition or disclosure in
the financial statements, and to disclose the date through which subsequent events were
evaluated. The Home’s financial statements were available to be issued on March 31, 2011
and this is the date through which subsequent events were evaluated. Effective December
1, 2010, the lease agreements with the Foundation were renewed. See Note 4.

(2) Trusts

The Home is a beneficiary of various perpetual trusts administered by third-party trustees. A
perpetual trust is an arrangement in which a donor establishes and funds a trust which grants the
not-for-profit organization the irrevocable right to receive income earned on the trust assets in
perpetuity, but never receive the assets held by the trust. The Home's total interest in the trusts
is shown in the statements of financial position at September 30, 2010 and 2009, respectively, as
a beneficial interest in perpetual trusts of $2,996,363 and $2,887,811.

On an annual basis, the Home records the change in the value of the assets of the trusts. During
the years ended September 30, 2010 and 2009, respectively, the change in value of trusts was
$108,552 and ($84,357). The Home received $124,890 and $124,419 from the trusts during the
years ended September 30, 2010 and 2009, respectively.

The Home also earned $778 and $5,219 in interest income on its cash investments during the
years ended September 30, 2010 and 2009, respectively.

11



Denver Children’s Home
Notes to Financial Statements, Continued

(3) Fair Value Measurements

The carrying amount reported in the statements of financial position for cash and cash
equivalents, accounts receivable, prepaid expenses, and liabilities approximate fair value
because of the immediate or short-term maturities of these financial instruments.

The Home follows the provisions of the Fair Value Measurements and Disclosures Topic of
FASB ASC, which among other things requires enhanced disclosures about financial
instruments that are measured and reported at fair value. This standard establishes a hierarchal
disclosure framework which prioritizes and ranks the level of market price observability used in
measuring fair value. Market price observability is impacted by a number of factors, including
the type of financial instrument and the characteristics specific to the financial instrument.
Financial instruments with readily available active quoted prices or for which fair value can be
measured from actively quoted prices generally will have a higher degree of market price
observability and a lesser degree of judgment used in measuring fair value.

Financial instruments measured and reported at fair value are classified and disclosed in one of
the following categories:

Level 1 — Quoted prices are available in active markets for identical assets or liabilities as of the
reporting date. The types of financial instruments included in Level 1 include mutual funds,
listed equities, cash, and cash equivalents.

Level 2 — Pricing inputs are other than quoted prices in active markets, which are either directly
or indirectly observable as of the reporting date, and fair value is determined through the use of
models or other valuation methodologies. Financial instruments which are generally included in
this category include corporate and government bonds, less liquid and restricted equity
securities and certain over-the-counter derivatives. For the Home, Level 2 financial instruments
consist of short-term investments.

Level 3 — Pricing inputs are unobservable for the asset or liability and include situations where
there is little, if any, market activity for the financial instrument. The inputs into the
determination of fair value require significant management judgment or estimation. Financial
instruments that are included in this category generally include limited partnership interests in
corporate private equity and real estate funds, funds of hedge funds, and distressed debt. The
Home’s beneficial interest in perpetual trusts is based on Level 3 fair value measurements.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair

value hierarchy. In such cases, a financial instrument’s level within the fair value hierarchy is
based on the lowest level of input that is significant to the fair value measurement.

12



Denver Children’s Home
Notes to Financial Statements, Continued

(3) Fair Value Measurements, Continued

The following table summarizes the valuation of the Home’s financial instruments by the above
fair value hierarchy levels as of September 30, 2010:

Fair Value Level 1 Level 2 Level 3
Interest in perpetual trusts ~ $ 2,996.363 — — 2,996.363
Total $ 2,996,363 — — 2,996,363

The following table summarizes the valuation of the Home’s financial instruments by the above
fair value hierarchy levels as of September 30, 2009:

Fair Value Level 1 Level 2 Level 3
Interest in perpetual trusts ~ §$ 2,887,811 - - 2,887,811
Short-term investments 175.697 — 175,697 -
Total $ 3,063,508 — 175,697 2,887,811

The changes in financial instruments measured at fair value for which the Home has used Level
3 inputs to determine fair value are as follows:

Balance at September 30, 2008 $2,972,168
Net realized and unrealized gains 40,062
Distributions (124.419)
Balance at September 30, 2009 2,887,811
Net realized and unrealized gains 233,442
Distributions (124.890)
Balance at September 30, 2010 $2.996,363

This standard also requires disclosure for Level 3 financial instruments of the change in
unrealized gain (loss) included in the change in net assets related to financial instruments still
held at the reporting date. At September 30, 2010, this was an unrealized gain of $108,552.

(4) Denver Children’s Home Foundation

In 1998, the Denver Children’s Home Foundation was formed to operate exclusively for the
benefit of and to assist in carrying out the mission of the Home. The Foundation is governed by
a separate board of directors, and the Foundation owns and controls all funds within the
Foundation, subject to any restrictions imposed by donors, until such funds are distributed to the
Home by resolution of the Foundation's board.

The Home follows the provisions of the FASB ASC Topic of Transfers of Assets to a Not-for-
Profit Organization or Charitable Trust that Raises or Holds Contributions for Others that
requires a beneficiary organization, such as the Home, to report in its financial statements assets
held for its benefit by an endowment organization, such as the Foundation, and to adjust its
interest in such assets for the changes in net assets held by the endowment organization,
notwithstanding that the beneficiary organization has no legal claim to such assets until the
endowment organization distributes such assets to the beneficiary organization.
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Denver Children’s Home Foundation, Continued

The Home leases its treatment facility, Discovery Home and administrative office from the
Foundation. The leases expire December 1, 2012, have monthly rent expenditures of $23,000
during the years ended September 30, 2010 and 2009 and require the Home to pay all costs
associated with operation and maintenance of the facility. At September 30, 2010, minimum
lease payments for future years under the leases totaled $276,000 for 2011 and 2012. Rent paid
by the Home to the Foundation totaled $276,000 during each of the years ended September 30,
2010 and 2009.

During the years ended September 30, 2010 and 2009, respectively, the Home received
contributions totaling $547,284 and $441,619 from the Foundation.

See Note 6 related to the Foundation’s guarantee of the Home’s line of credit.
Operating Leases
The Home has various other operating leases for office equipment that expire over the next four

years. Future minimum lease payments under these noncancelable operating leases for the year
ending September 30 are as follows:

2011 $ 7,200
2012 2,655
2013 1,140
2014 950

Total future minimum lease payments $ 11.945

Rent expense paid to all sources totaled $286,328 and $291,223 during the years ended
September 30, 2010 and 2009, respectively. See Note 4 also.

Line of Credit

The Home has a $250,000 line of credit agreement with a bank that expires February 24, 2012
and is secured by all Home inventory, accounts receivable, and equipment. The Foundation has
guaranteed the line of credit. The line of credit requires monthly interest-only payments at the
bank’s prime lending rate less 1/2%, with a rate floor of 3%. No amounts were outstanding
under the agreement at September 30, 2010 and 2009.

Temporarily Restricted Net Assets

Temporarily restricted net assets consisted of the following at September 30:

2010 2009
Cash contributions collected but not yet expended $ 120,741 64,332
Net assets held by Denver Children’s Home Foundation 1.619.519 1,643,545
Total temporarily restricted net assets $ 1,740,260 1,707,877

Net assets of $43,730 and $38,731 were released from restrictions during 2010 and 2009,
respectively, as a result of the Home incurring expenditures satisfying the related restricted

purposes.
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Permanently Restricted Net Assets

Permanently restricted net assets consisted of the following at September 30:

2010 2009
Beneficial interest in perpetual trusts (note 2) $ 2,996,363 2,887,811
Net assets held by Denver Children’s Home Foundation 966.792 1,020.898
Total permanently restricted net assets $ 3,963,155 3,908,709

Retirement Plan

The Home's 403(b) tax sheltered annuity plan is a defined contribution plan that covers all
eligible employees who have completed one year of service. Participants are eligible to
contribute a fixed percentage of their earnings, not to exceed the annual limit set by the Internal
Revenue Service. Employer contributions are discretionary and may be from 0% to 6% of
employee compensation. Plan benefits vest 33% after one year, 67% after three years, and
100% after five years. The Home did not make employer discretionary matching contributions
in 2010 or 2009.
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