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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
United Methodist Neighborhood Centers, Inc.
Chattanooga, Tennessee

We have audited the accompanying statement of financial position of United Methodist
Neighborhood Centers, Inc. (d/b/a The Bethlehem Center of Chattanooga, Inc.) (a nonprofit
organization) as of December 31, 2011, and the related statements of activities, functional
expenses, and cash flows for the year then ended. These financial statements are the
responsibility of the Organization's management. Our responsibility is to express an opinion on
these financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of United Methodist Neighborhood Centers, Inc. (d/b/a The Bethlehem
Center of Chattanooga, Inc.) as of December 31, 2011, and the changes in its net assets and its
cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

Wilbiior Crowss & (Josocitza, P.C.

January 10, 2013
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UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
STATEMENT OF FINANCIAL POSITION
December 31, 2011

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Other receivables
Unconditional promises to give

Total current assets

PROPERTY AND EQUIPMENT
Land
Buildings and improvements
Furniture and equipment
Vehicles
Recreational equipment
Beth museum panels

Total property and equipment
Less accumulated depreciation

Net property and equipment

Total assets

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Current maturities of long-term debt
Line of credit
Accounts payable
Accrued payroll

Total current liabilities
LONG-TERM DEBT, net of current maturities

NET ASSETS
Unrestricted
Temporarily restricted

Net assets

Total liabilities and net assets

$ 272,596
1,690

80,952

355,238

7,028
496,628
256,814

50,000
15,270

12,954

838,694

(679,739)
158,955

$ 514,193

$ 8,352
24,702
12,728

6,087

51,869

8,240

304,394

149,690
454,084

$ 514,193

The Notes to Financial Statements are an integral part of this statement.
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UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
STATEMENT OF ACTIVITIES
Year Ended December 31, 2011

Temporarily
Unrestricted Restricted Total
REVENUES AND SUPPORT
Contributions $ 240918 $ 38,041 $ 278,959
Grants 25,795 160,175 185,970
Special events 35,226 - 35,226
Program income 58,888 - 58,888
Interest income 1,630 - 1,630
Miscellaneous 7,501 - 7,501
Total revenues and support 369,958 198,216 568,174
NET ASSETS RELEASED
FROM RESTRICTIONS 293,090 (293,090) -
OPERATING EXPENSES
Program services
After School Academy 100,952 - 100,952
Summer Academy 53,621 - 53,621
V-Team 95,497 - 95,497
Resource Center 49,290 - 49,290
Economic Development 48,245 - 48,245
Beth Bistro 44,095 - 44,095
Other programs 7,403 - 7,403
Total program services 399,103 - 399,103
Support services:
Management and administration 224,458 - 224,458
Fundraising 60,725 - 60,725
Total support services 285,183 - 285,183
Total operating expenses 684,286 - 684,286
CHANGE IN NET ASSETS (21,238) (94,874) (116,112)
NET ASSETS, beginning of year 325,632 244,564 570,196
NET ASSETS, end of year $ 304,394 $ 149,690 $ 454,084

The Notes to Financial Statements are an integral part of this statement.
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UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
STATEMENT OF FUNCTIONAL EXPENSES
Year Ended December 31, 2011

PROGRAM SERVICES

After Total
School Summer Resource  Economic Beth Other Program
Academy  Academy V-Team Center  Development  Bistro Programs Services
Bank charges $ 5 $ - $ 655 $ 2543 § 150 $§ 412 0§ - $ 3,765
Conference and meetings 25 24 696 - 8388 - - 1,633
Cost of special events 1 295 1,045 98 1,508 861 80 3,888
Depreciation - - - 709 - - . 709

Disposal of property and equipment - - - - - - - -

Employee benefits - - - - - - - .
Grant donation 1,883 - 14,981 - 7,115 - - 23,979
Insurance 4,848 1,376 - - - - - 6,224
Interest expense - - - 186 - - - 186
Membership dues 97 450 - 126 - 295 - 968
Miscellaneous 99 431 - 26 675 323 - 1,554
Occupancy 28,354 9,792 - 12,617 528 437 90 51,818
Other program costs - 180 180 - - 200 - 560
Payroll taxes 3,548 1,780 1,838 1,987 310 1,640 190 11,293
Postage and shipping 87 262 9 172 - - - 530
Printing and advertising 1,215 8,276 16,131 654 837 13,434 3,319 43,866
Professional fees - 500 14,470 - 28,366 800 - 44,136
Rental costs 2,002 240 213 3,330 - - - 5,785
Salaries and wages 46,736 24,029 40,557 24,372 4,916 21,435 2,779 164,824
Specific assistance - - 73 - - - - 73
Supplies and service 3,897 1,745 1,244 1,972 100 3,753 740 13,451
Telephone 1,519 1,148 - - - - - 2,667
Travel and entertainment 2,663 1,347 2,988 312 2,852 505 125 10,792
Vehicle expense 3,973 1,746 417 186 - - 80 6,402

Total expenses $100,952 $ 53,621 $ 95497 _$ 49,290 § 48245 $ 44,095 $ 7403  $399,103




Bank charges

Conference and meetings

Cost of special events
Depreciation

Disposal of property and equipment

Employee benefits
Grant donation
Insurance

Interest expense
Membership dues
Miscellaneous
Occupancy

Other program costs
Payroll taxes

Postage and shipping
Printing and advertising
Professional fees
Rental costs

Salaries and wages
Specific assistance
Supplies and service
Telephone

Travel and entertainment
Vehicle expense

Total expenses

The Notes to Financial Statements are an integral part of this statement.
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SUPPORT SERVICES

Management Total
and Support Total
Administration  Fundraising Services Expenses
$ 204§ 96 $ 300 $ 4,065
172 172 344 1,977
292 6,234 6,526 10,414
54,903 - 54,903 55,612
18 - 18 18
3,389 - 3,389 3,389
1,000 - 1,000 24,979
8,500 - 8,500 14,724
684 - 684 870
3,159 1,749 4,908 35,876
679 - 679 2,233
82,083 - 82,083 133,901
317 225 542 1,102
4,706 3,179 7,885 19,178
394 1,186 1,580 2,110
1,366 276 1,642 45,508
24,381 - 24,381 68,517
2,110 - 2,110 7,895
27,831 46,174 74,005 238,829
- - - 73
3,304 117 3,421 16,872
2,803 - 2,803 5,470
1,243 1,059 2,302 13,094
920 258 1,178 7,580
§ 224458 § 60,725 § 285,183 $§ 684,286




UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
STATEMENT OF CASH FLOWS
Year Ended December 31, 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ (116,112)
Adjustments to reconcile change in net assets to
net cash provided by operating activities:

Depreciation 55,612
Rent expense - free use of facilities 77,098
Change in operating assets and liabilities:
Other receivables 411
Unconditional promises to give 31,615
Prepaid insurance 454
Accounts payable (34,319)
Accrued payroll 2,113
Net cash provided by operating activities 16,050
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment (41,613)
Net cash used by investing activities (41,613)
CASH FLOWS FROM FINANCING ACTIVITIES
Net advances on line of credit 24,702
Principal payments on long-term debt (8,352)
Net cash provided by financing activities 16,350
NET CHANGE IN CASH AND CASH EQUIVALENTS (9,213)
CASH AND CASH EQUIVALENTS, beginning of year 281,809
CASH AND CASH EQUIVALENTS, end of year $ 272,596

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for interest $ 870

The Notes to Financial Statements are an integral part of this statement.
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UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2011

Note 1.

Note 2.

Nature of Operations

United Methodist Neighborhood Centers, Inc. (d/b/a The Bethlehem Center of
Chattanooga, Inc.) (the “Center”) is a nonprofit corporation organized under the laws of
the State of Tennessee. The Center operates one neighborhood center, which serves the
Chattanooga community through programs focused on the following key issues:
literacy, education, recreation, social and leadership development, and other Christian
activities. The Center’s support comes primarily from public contributions and grants.

Summary of Significant Accounting Policies
Basis of accounting:

The accompanying financial statements have been prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United
States of America. The financial statements accordingly reflect all significant
receivables, payables, and other liabilities. Additional policies that materially affect
financial position and results of operations are summarized below.

Basis of presentation:

The Center reports information regarding its financial position and activities according
to three classes of net assets: unrestricted net assets, temporarily restricted net assets,
and permanently restricted net assets.

Contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support depending on the existence and/or nature of any donor
restrictions. Revenue that is restricted by the donor is reported as an increase in
unrestricted net assets if the restriction expires (that is, when a stipulated time
restriction ends or purpose of restriction is accomplished) in the reporting period in
which the revenue is recognized.

All other donor-restricted contributions are reported as an increase in temporarily or
permanently restricted net assets, depending on the nature of the restriction. When a
restriction expires, temporarily restricted net assets are reclassified to unrestricted net
assets and reported in the statement of activities as net assets released from restrictions.

Use of estimates:

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



UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2011

Note 2. Summary of Significant Accounting Policies (continued)
Vacation and sick leave:

The Center’s full time employees are entitled to vacation and sick leave in varying
amounts based on years of service. Sick leave days can accumulate indefinitely;
however, when an employee terminates, accumulated sick leave days are not paid to the
employee. It is impracticable to estimate the amount of compensation for future
absences, and accordingly, no liability has been recorded in the accompanying financial
statements. The Center’s policy is to recognize the costs of compensated absences
when actually paid to employees.

Cash and cash equivalents:

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

Property and equipment:

Property and equipment are recorded at historical cost or at the estimated fair value at
the date of gift if donated. Donations are reported as unrestricted support unless the
donor has restricted the donated asset to a specific purpose. Depreciation is provided
using the straight-line method, with estimated useful lives of five to seven years for
equipment and vehicles and ten years for leasehold improvements. Additions and
major renewals are capitalized while repairs, maintenance and minor renewals are
charged to operating expense as incurred.

Contributions:

Contributions, including unconditional promises to give, are recorded as received. All
contributions are available for unrestricted use unless specifically restricted by the
donor. Conditional promises to give are recognized when the conditions on which they
depend are substantially met. Unconditional promises to give due in the next year are
recorded at their net realizable value. Unconditional promises to give due in
subsequent years are reported at the present value of the expected future cash flows,
using risk-free interest rates applicable to the years in which the promises are to be
received. Contributions are recognized as a receivable when the donor makes a
promise to give to the Center.

The Center uses the allowance method to determine uncollectible promises to give.

The allowance is based on historical experience and management’s analysis of specific
promises made. The Center does not require collateral for its contributions receivable.
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UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2011

Note 2.

Note 3.

Note 4.

Summary of Significant Accounting Policies (continued)
Grant revenue:
Grants are recognized as revenue in the accounting period to which they apply. Grants
that are contributions are recorded as revenue in the period that notification of the grant
is received. Grants that are exchange transactions are recorded as revenue in the period
that they are earned.
Income taxes:
The Center is exempt from federal income taxes under Section 501(c)(3) of the Internal
Revenue Code. The Center has been classified as a publicly supported organization
which is not a private foundation under Section 509(a) of the code.
Functional allocation of expenses:
The costs of providing the Center’s various programs and supporting services have
been summarized on a functional basis in the statement of activities. Accordingly,
certain costs have been allocated among the programs and supporting services
benefited.

Advertising:

Advertising costs are expensed as incurred and included in operating expenses.
Advertising expense totaled $6,306 for the year ended December 31, 2011.

Promises to Give

Unconditional promises to give as of December 31, 2011 consist of donated long-term
use of facilities in the amount of $80,952 (see Note 8). Management considers the
unconditional promises to give to be fully collectible in less than one year and as such,
no allowance for doubtful accounts has been recorded.

Line of Credit

The Center has $50,000 available for borrowings under an unsecured line of credit,
with an interest rate of 5.5%, that matured September 19, 2012. As of December 31,
2011, the Center had $24,702 outstanding on the line of credit. Subsequent to year-end,
the line of credit was renewed through September 19, 2013.



UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2011

Note 5.

Note 6.

Long-term Debt
Long-term debt consisted of the following at December 31, 2011:

Vehicle loan — interest at 0.00%, principal payments
of $348 due monthly through June 2013, secured by
a vehicle $ 6,208

Vehicle loan — interest at 0.00%, principal payments
of $348 due monthly through June 2014, secured by
a vehicle 10,384

16,592
Less current portion (___8.352)

Long-term debt 8.240

Aggregate maturities of long-term debt for the three years subsequent to December 31,
2011, are as follows:

2012 $ 8352
2013 6,208
2014 2,032

$ 16,592

Contributed Services and Materials

The Center receives donations of clothing and other items to be used in assisting needy
individuals. The value of these contributions is not reflected in the financial statements
because the Center has no clearly measurable and objective basis for determining the
value.

The Center also receives volunteer time for assistance with projects and other duties.
Donated services, if recognizable, are reflected in the financial statements at the fair
value of services received. The contribution of services are recognized if the services
received (a) create or enhance nonfinancial assets or (b) require specialized skills that
are provided by individuals possessing those skills and would typically need to be
purchased if not provided by donation. The services donated to the Center during the
current year did not require specialized skills; therefore, no value has been included on
the financial statements for these donated services.



UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2011

Note 7.

Note 8.

Temporarily Restricted Net Assets

As of December 31, 2011, net assets of $149,690 were temporarily restricted for the
following purposes:

Donated long-term use of facilities $ 80,952
Funding for capital improvements 68.738

$ 149,690

Operating Leases

The Center has a lease agreement with the Women’s Division of the Board of Global
Ministries of the United Methodist Church for the extended use of the building and
property the Center currently occupies. The lease term began January 1, 2000 and shall
continue until December 31, 2012. The lease allows for the use of the property and
building rent free.

Accordingly, a temporarily restricted net asset has been recorded on the books to
account for the donated long-term use of the facilities. The contribution has been
calculated at the net present value of the fair value of the donation. The amount
remaining as a temporarily restricted net asset as of December 31, 2011 is $80,952.
The amount released from restrictions and recorded as rent expense for the year ending
December 31, 2011 is $77,098. The present value of donated facilities for the
remaining year subsequent to December 31, 2011 is $80,952.

In addition, the Center leases a copy machine. The lease expense for the year ended
December 31, 2011 was $4,392. Future minimum lease expenses for the copy machine

are as follows:

Year ending December 31,

2012 $ 4,392
2013 4,392
2014 4,392

$13,176
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UNITED METHODIST NEIGHBORHOOD CENTERS, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2011

Note 9.

Note 10.

Related Party Transactions

The Center has made available, in its facilities, usage of an unoccupied room and office
equipment to PSG Construction. The agreement is in effect until PSG Construction
obtains a permanent location and is reviewed on a yearly basis. PSG Construction
provides training for unemployed individuals and assists with staffing for construction
and manufacturing business entities. The Executive Director of the Center is a partner

in PSG Construction.

Date of Management’s Review

In preparing these financial statements, the Center has evaluated events and
transactions for potential recognition or disclosure through January 10, 2013, the date
the financial statements were available to be issued.
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