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Independent Auditors’ Report

To the Board of Directors

East Harlem Council for Community Improvement, Inc. and Related Entities
1776 Clay Ave

Bronx, New York 10457

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of East Harlem Council for
Community Improvement, Inc. and Related Entities (collectively, “the Organization,” a not-for-
profit corporation), which comprise the consolidated statements of financial position as of
December 31, 2018 and 2017, and the related consolidated statements of activities, functional
expenses, and cash flows for the years then ended, and the related notes to the consolidated
financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditors’ judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the Organization’s preparation and fair
presentation of the consolidated financial statements 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, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of the Organization as of December 31, 2018 and 2017,
and the changes in its net assets and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The consolidating schedules of revenue and expenses and functional
expenses for the years ended December 31, 2018 and 2017 are presented for purposes of
additional analysis and are not a required part of the consolidated financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the consolidated financial statements.
The information has been subjected to the auditing procedures applied in the audits of the
consolidated financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the consolidated financial statements or to the consolidated financial statements
themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the consolidated financial statements as a whole.

Cois € Jsseinte, LUP

Bohemia, New York
July 26, 2019



EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
DECEMBER 31,

2018

2017

ASSETS

Current Assets:
Cash and cash equivalents (NOte 3)..........ccoiriiiiiimiiiiiiiiei e e s ean e
Accounts receivable (NOte 2).............coiiiiiiiiiiiii
Other receivables (NOte 2)..............ooiiiiiiiiiiiiiirii e
Rent receivable, net of allowance (INOte 2)........c.uiiuiiiiiiiiiiiiiiiiiiiacie e e e
Due from related parties (Note 2)...........cociiiiiiiiiiiiiiiiiiii e
Prepaid expenses and other current assets.............ooivveiiiiniiiniriiiiimmeerinern .

TOTAL CURRENT ASSETS
Property and equipment, net of accumulated depreciation (Notes 4 and 7)..................
TOTAL ASSETS

LIABILITIES AND NET ASSETS

Current Liabilities:
Current portion of loans payable (NOte 7).........cc.ieireriiniiiiiiiiiii i eernneaannns
Advances from funding SOUICES. ...........ccouuieiiiiiiiieiii et sreaaineaenans
Current portion of due to funding source (Note 6)..............cccciiiiiiiiiii..
Accounts payable and accrued expenses (Notes 5, 8, and 11)........cceevieiineiinninnnnn.
Deferred TOVEIUE. .......uiiiiiiii et ee e et

Loans payable, net of current portion (INote 7)............ccciiiiiiiiiiiiiiiiiiiiicii e
Due to funding source, net of current portion (NOte 6)............ceuuvieernereenerinieeeneaenans
Other long term liabilities (INOte 9)...........oooiiiiiiiiii i er e
TOTAL LIABILITIES
Commitments and contingencies (Notes 2, 3,4, 5, 6,7, 8, 9,10, 11, 12, and 13)

Net assets Without dONOT TeStIICHOMNS. ... .ottt e e eeaeiaeenans

TOTAL LIABILITIES AND NET ASSETS

The accompanying notes are an integral part of these consolidated financial statements.

$ 2,141,423

$ 2,670,224

562,268 458,710
159,456 210,802
110,263 103,211
120,209 70,735
6,126 11,325
3,099,745 3,525,007
1,374,067 1,390,626

$ 4,473,812

$ 4,915,633

$ 86,410 $ 82,068
22,587 156,654
212,355 262,073
1,064,206 933,745
12,611 49,445
179,957 179,957
1,578,126 1,663,942
949,009 1,035,705

- 161,636

417,017 799,024
2,944,152 3,660,307
1,529,660 1,255,326

$ 4,473,812

$ 4,915,633




EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.

AND RELATED ENTITIES
CONSOLIDATED STATEMENTS OF ACTIVITIES
FOR THE YEARS ENDED DECEMBER 31, 2018 2017
SUPPORT AND REVENUE (Note 3):
Government grants (Note 13)..........cooevviviiiiiiiinin, $ 147,362 $ 312,020
Fee for Service INCOMIE. .. .ovneii ittt et eeieeeas 3,562,404 3,750,156
Rental income (Note 9)...........coooiiiiiiiiii 894,178 901,627
1613 1S3 05 4Tl ) 1 11T P 312,397 233,382
TOTAL SUPPORT AND REVENUE 4,916,341 5,197,185
EXPENSES:
Program SEIVICES. ......uuuiuiurrssisieiriereneniiesaneisieiesiiasereasaeseiaasanes 3,386,545 3,072,658
SUPPOItING SEIVICES. . uvnvnirirniiiieieiiciei et te st rae i eacrsaesnaaens 1,255,462 1,434,605
TOTAL EXPENSES 4,642,007 4,507,263
CHANGE IN NET ASSETS 274,334 689,922
Net assets, beginning of year...........cccceeueviiiiiiiiiiiiiniei e 1,255,326 565,404
Net assets, end of year....sisisisssssismisivimismivamsimmmaisimssis $ 1,529,660 $ 1,255,326

The accompanying notes are an integral part of these consolidated financial statements.
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EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.

AND RELATED ENTITIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2018 2017
CASH FLOWS FROM OPERATING ACTIVITIES:
Change in net assets.......... ... qommmmmermem o o s S s $ 274,334 $ 689,922
Adjustments to reconcile change in net assets to net cash
(used in)/provided by operating activities:
Depreciation yiuisus s i iy i i s s e s s s 65,828 91,669
Funding source advance adjustment..............occooiiiiiiiiiiniiiniannn, (133,440) -

Changes in operating assets and liabilities:

Accounts receivable. ......cocoor it e (103,558) 112,856
Other receivables. . ...o.vviiv e e e iaaae e 51,346 (73,383)
Rentreceivable.......o.ovviiiiiiiii i (7,052) 101,338
Due from related parties...............coooiiiiiiiiiii (49,474) (690)
Prepaid expenses and other current assets..........c..coooevvevineiiiiiiiinnnn. 5,199 12,203
Advances from funding SOUICeS............cooeviiiiiiiiiiiii (627) (22,234)
Due to funding Source...........oocviiiiiiiiiiiiiiii (211,354) (258,302)
Accounts payable and accrued expenses.............cccouveeiiiiiiiniinniieein. 130,461 29,915
Deferred TEVENUE. .......iiiiitiieirsiasesessseanssssesansesssnsessssseesssssennnnns (36,834) 49,445
Other long term liabilities. cunsmicssnvnasmsaisiimssamms (382,007) (155,918)

NET CASH (USED IN)/PROVIDED BY OPERATING ACTIVITIES (397,178) 576,821

CASH FLOWS USED IN INVESTING ACTIVITIES:

Acquisition of property and equipment..............cccoiiiiiiiiiiii (49,269) (71,531)
CASH FLOWS USED IN FINANCING ACTIVITIES:

Repayment of loans payable.................cocooiiiiiiii (82,354) (84,705)
Net change in cash and cash equivalents..............ccooiviiiiiiiiininie s (528,801) 420,585
Cash and cash equivalents, beginning of year.......................oooo, 2,670,224 2,249,639
Cash and cash equivalents, end of year...............coviiiiiiiiiiiiiniie. $ 2,141,423 $ 2,670,224

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for Inferest. sswmmssnsmssinivssummrssssissussssssvsmsnmsnsussusesssrimsesmbes $ 57,914 $ 60,553

The accompanying notes are an integral part of these consolidated financial statements. -9-



EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies for East Harlem Council for Community
Improvement, Inc. and Related Entities (hereinafter referred to as “the Organization”) is
presented to assist in understanding the Organization’s consolidated financial statements. The
consolidated financial statements and notes are representations of the Organization’s
management, which is responsible for the integrity and objectivity of the consolidated financial
statements. These accounting policies conform to accounting principles generally accepted in
the United States of America (“U.S. GAAP”) and have been consistently applied in the
preparation of the consolidated financial statements.

Organization: East Harlem Council for Community Improvement, Inc. (“EHCCI”) is a Section
501(c)(3) not-for-profit corporation, which was founded in 1979, and whose purpose is to
provide supervised and supported housing services, and vocational services for individuals
within the East Harlem community. EHCCI also provides services for children and adolescents
in after-school and vocational preparation programs. Services are provided by EHCCI from its
offices located in Harlem and the Bronx, New York.

These consolidated financial statements also include the accounts of Hellgate Management
Corporation (“Hellgate”) and East Harlem Multi-Service Center, Inc. (“EHMSC”) (collectively,
the “Related Entities”). Consolidated financial statements are presented because of the common
control of EHCCI, Hellgate, and EHMSC.

Hellgate is a Section 501(c)(3) not-for-profit corporation, which was founded for the purpose of
rebuilding the community by providing assistance in such areas as eviction prevention, tenant
advocacy, landlord assistance, and homeowner education.

EHMSC is a Section 501(c)(3) not-for-profit corporation, which was founded with the purpose
of operating and maintaining a facility in East Harlem known as the Multi Service Center (the
“MSC”), which is owned by the New York City Human Resources Administration (“HRA").
Effective September 2, 1998, EHMSC entered into an agreement with HRA whereby HRA
designated EHMSC as the sole operator of the facility. Pursuant to the terms of the agreement,
EHMSC oversees all administrative functions and provides plant management of the MSC by
leasing space to tenants who provide direct service programs to the community including
health, recreational, rehabilitative, social, and other services to meet the needs of the
community. During 2015, the agreement was renewed through March 31, 2019. In January 2019,
it was renewed for another year through March 31, 2020. Tenants are signed to twelve-month
leases which are renewable at the discretion of both EHMSC and HRA.

During 2003, in order to centralize administrative functions and allow EHCCI to focus its efforts
on the program services it provides to the community, EHCCI became an affiliate of the Acacia
Network (“Acacia,” formerly Promesa Systems, Inc. and Basics, Inc.), a network of not-for-profit
community service organizations. As a result of this transaction, Acacia became the sole
member of EHCCL

-10-



EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of Accounting: The accompanying consolidated financial statements of the Organization
are presented on the accrual basis of accounting, pursuant to which, revenue is recorded when
earned and expenses are recognized when incurred.

Principles of Consolidation: The accompanying consolidated financial statements include the
accounts and transactions of EHCCI, Hellgate, and EHMSC. Accordingly, all significant
intercompany accounts and transactions have been eliminated.

Recent Accounting Pronouncement: During the year ended December 31, 2018, the
Organization adopted ASU 2016-14, Not-for-Profit Entities (Topic 958) - Presentation of
Financial Statements of Not-for-Profit Entities. The update addresses the complexity and
understandability of net asset classification, deficiencies in information about liquidity and
availability of resources, and the lack of consistency in the type of information provided about
expenses and investment return. The Organization has adjusted the presentation of these
statements accordingly. The ASU has been applied retrospectively to all periods presented.

Consolidated Financial Statement Presentation: The Organization is required to report
information regarding its financial position and activities according to the following net asset
classifications:

Net assets without donor restrictions: Net assets that are not subject to donor-imposed
stipulations and may be expended for any purpose in performing the primary objectives
of the Organization.

Net assets with donor restrictions: Net assets subject to stipulations imposed by donors,
and grantors. Some donor restrictions are temporary in nature; those restrictions will be
met by actions of the Organization or by the passage of time. Other donor restrictions
are perpetual in nature, whereby the donor has stipulated the funds be maintained in
perpetuity. Donor restricted contributions are reported as increases in net assets with
donor restrictions. When a restriction expires, net assets are reclassified from net assets
with donor restrictions to net assets without donor restrictions in the consolidated
statements of activities. The Organization did not have any net assets with donor
restrictions as of December 31, 2018 and 2017.

Estimates: The preparation of consolidated financial statements in conformity with the
accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions based on available information that affect the reported
amounts of assets and liabilities and the disclosure of the contingent assets and liabilities at the
date of the consolidated financial statements and the reported amounts of revenues and
expenses during the reporting period. Accordingly, actual results could differ from those
estimates.
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EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Cash and Cash Equivalents: For purposes of the consolidated financial statements, the
Organization considers all unrestricted, highly-liquid investments with an initial maturity of
three months or less to be cash equivalents. Pursuant to contracts with the New York State
Office of People With Developmental Disabilities (“OPWDD”); the New York State Office of
Children and Family Services (“OCFS”)/New York City Administration for Children Services
(“ACS”); HRA; and the New York City Department of Youth and Community Development
("DYCD”), the Organization is required to maintain cash in separate bank accounts for several
of the programs it operates.

Contributions: Contributions are recognized when the donor makes a promise to give to the
Organization that is, in substance, unconditional. Contributions that are restricted by the donor
are reported as increases in net assets without donor restrictions if the restrictions expire in the
fiscal year in which the contributions are recognized. All other donor-restricted contributions
are reported as increases in net assets with donor restrictions. When a restriction expires, net
assets with donor restrictions are reclassified to net assets without donor restrictions.

Property and Equipment: Property and equipment are stated at original cost or estimated fair
market value if donated. Maintenance and repairs are charged to expense and betterments are
capitalized. The Organization capitalizes all assets considered to have a useful life greater than
five years. Depreciation is computed using the straight-line method over each asset’s estimated
useful life.

Estimated useful lives are as follows:

Building ....c.ovoveveieii s 39 years
Leasehold improvements...........cccuocveccucrnercssssserisisscsseennens 5-10 years
VERICIES coovuesiriecniivsensnos it st s ot S G oo 5 years
Furniture and fixtures..........ccocevvecciicncnnciiccsins 5 years

Receivables: Receivables, consisting primarily of unpaid program service fees and rents owed,
are stated at the amount management expects to collect from outstanding balances. The
Organization considers receivables past due or delinquent when payments have not been
received in a timely manner, and receivables are charged to bad debt expense when
management deems the possibility of collecting amounts due as unlikely. The Organization
closely monitors outstanding balances for all receivables and adheres to a standard set of
protocols for collection activities to be undertaken at certain times based upon delinquency
status. See Note 2 for further information on receivables and the established allowance for
doubtful receivables.

Revenue Recognition and Refundable Advances: The Organization recognizes revenue on
government grants up to contracted levels when services are provided. Revenue received under
government grants is restricted as to the use specified in the grant agreement. The Organization
has certain grants in which reimbursement and related revenue recognition is based upon
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EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

achievement of program milestones outlined in grant agreements. Grant contracts are generally
expended within a one-year cycle. The Organization records grant awards accounted for as
exchange transactions as refundable advances until related services are performed, at which
time they are recognized as revenue. Supported housing revenue for apartments operated by
Hellgate and rental income from the MSC is recorded based upon occupied units.

Functional Expenses: The costs of providing various programs and other activities have been
summarized on a functional basis in the consolidated statements of activities and functional
expenses. Accordingly, certain costs have been allocated among the programs or supporting
services benefited. Directly-identifiable expenses are charged to programs and supporting
services. Those costs that cannot be directly assigned are allocated based upon reasonable
allocation methodologies, the most significant of which are:

e Property related costs are allocated based upon the respective use of the facilities.

e Salaries are allocated based on an estimate of time spent on program-related functions
and supporting functions.

e Payroll taxes and fringe benefits are allocated based upon the salary allocations.

e Professional fees are based on management’s estimates of time and costs utilized within
each of the functional categories.

Donated Services: The Organization benefits from volunteer services in program, fundraising,
and administrative duties from Board members and other volunteers. Even though these
donated services are valuable to the Organization, and help to advance the Organization’s
mission, no amounts have been reflected in the consolidated financial statements for
contributed services because such services do not meet the criteria for recognition in the
consolidated financial statements, nor do they create or enhance nonfinancial assets.

Union Employees: The Organization is in contract with District 6, International Union of
Industrial, Service, Transport, and Health Employees (the “Union”), where the Organization
recognizes the Union as the sole collective bargaining agent for all its employees employed at
333-48 East 105t street, New York, NY, The Prospect Avenue IRA at 1437 Prospect Avenue,
Bronx, NY, and the Andrews Avenue IRA at 1812 Andrews Avenue, Bronx, NY, excluding
employees employed as guards and supervisors.

Compensated Absences: Pursuant to the policies and procedures manual implemented by
Organization, vacation and sick time is accumulated annually; however, employees are not paid
for unused sick time at termination of employment. Accumulated vacation time is included
within accounts payable and accrued expenses in the accompanying consolidated statements of
financial position and totaled $70,683 and $69,808 at December 31, 2018 and 2017, respectively.
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EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxes: EHCCI, Hellgate, and EHMSC are exempt from federal income tax under
section 501(c)(3) of the Internal Revenue Code and are publicly supported, as described in
section 509(a). These entities are also exempt from state and local taxes. EHCCI, Hellgate, and
EHMSC evaluated their operations for uncertain tax positions and have determined that there
were no uncertain tax positions for 2018 and 2017.

EHCCI, Hellgate, and EHMSC each file a separate IRS Form 990 and respective state and local
tax returns. These tax returns are subject to review and examination by federal, state, and local
taxing authorities. The Organization has determined that it has registered in all states where it is
required to be registered.

Reclassifications: Certain accounts in the prior year consolidated financial statements have been
reclassified for comparative purposes to conform to the presentation in the current year
consolidated financial statements.

Events Occurring After Report Date: The Organization has evaluated events and transactions
that occurred between January 1, 2019 and July 26, 2019, which is the date the consolidated
financial statements were available to be issued, for possible disclosure and recognition in the
consolidated financial statements.

NOTE 2 - RECEIVABLES

At December 31, 2018 and 2017, accounts receivable of $562,268 and $458,710, respectively, were
due from OPWDD for residential and clinical mental health services. EHCCI actively pursues
all accounts receivable that have not been paid within the parameters of reimbursement from
the funding source. EHCCI believes it will collect on all of these accounts receivable and
therefore no allowance was recorded as of December 31, 2018 and 2017.

Additionally, included in other receivables at December 31, 2018 and 2017, was $110,672 and
$101,024, respectively, due from the New York City Department of Small Business Services for
program development.

Included in due from related parties at both December 31, 2018 and 2017 was $51,041 due from
Promesa Housing. These receivables are for payments made by EHCCI on Promesa Housing’s
behalf that have yet to be reimbursed to EHCCI.

At December 31, 2018 and 2017, the Organization had rent receivables in the amounts of
$110,263 and $103,211, respectively, for its various rental locations. Included in these receivables
is an allowance for doubtful accounts established by the Organization in the amounts of
$245,299 and $243,244 at December 31, 2018 and 2017, respectively.
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EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 3 - CONCENTRATIONS OF RISK

The Organization maintains cash in several bank accounts held by the same bank which are
insured by the Federal Deposit Insurance Corporation (“FDIC”). From time to time, the
Organization may have cash on deposits with the financial institution that is in excess of FDIC
limits.

For the years ended December 31, 2018 and 2017, the Organization received 76% and 78%,
respectively, of its total support and revenue from government-related agencies.

NOTE 4 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31,:

2018 2017
Land......ooiiiiiiiiiieee e $ 62913 $ 62,913
Buildings........ccoorviiiiiiiiiiiiiiiiici 760,900 760,900
Leashold improvements...........ccccvviinines 1,541,493 1,494,314
Vehicles.....coooeeiiiiiiiiiiiiviee e, 169,229 169,229
Furniture and fixtures.........ccccoeeivivnciivnnnnn, 315,252 312,152
Total.......cccoorvrereee iGivis iimairai aeTE v 2,849,787 2,799,508
Less: accumulated depreciation............... (1,475,720) (1,408,882)
Property and equipment, net................... $ 1,374,067 $ 1,390,626

Certain funding sources have the right to reclaim equipment purchased with grant funds for the
community residence if the program in conjunction with which the property and equipment is
used is terminated. As of December 31, 2018 and 2017, all vehicles, furniture and fixtures, and
buildings held by the Organization were purchased subject to this right of reversion.

NOTE 5 - AGREEMENT WITH PROMESA ADMINISTRATIVE SERVICES
ORGANIZATION

During 2003, EHCCI entered into an agreement with Promesa Administrative Services
Organization (“PASO”), an affiliate of Acacia Network (see Note 1), whereby PASO agreed to
provide EHCCI with all infrastructure and administrative functions, as well as assistance with
compliance and operational issues as they arose. EHCCI is obligated to pay PASO for such
services on the basis of an agreed-upon allocation for personnel, space, equipment,
administration, overhead, utilities, and other applicable costs as set forth in the agreement. The
agreement may be terminated in accordance with any of the following provisions: a.) Upon
thirty days written notice from one party to another if one of the parties has failed to remedy a
material breach of this agreement within thirty days written notice from the first party
specifying the breach to be remedied; b.) Upon 180 days written notice; c.) Immediately if
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EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 5 - AGREEMENT WITH PROMESA ADMINISTRATIVE SERVICES
ORGANIZATION (continued)

PASO ceases to possess a license required for it to continue to provide the services; d.) As
otherwise agreed in writing by the parties.

During the years ended December 31, 2018 and 2017, EHCCI was charged $1,208,686 and
$1,176,630, respectively, by PASO for direct expenses including; health care premiums, other
insurance costs, and other direct services. EHCCI paid $1,031,543 in 2018 and $1,237,448 in 2017
of the total amounts due to PASO during each period, leaving an accrual of $468,058 and
$290,916 at December 31, 2018 and 2017, respectively. These amounts are included in accounts
payable and accrued expenses in the accompanying consolidated statements of financial
position.

NOTE 6 - DUE TO FUNDING SOURCE

During 2013, the Medicaid Fraud Control Unit (“MFCU”) conducted a review of two of
EHCCI's programs, Residential Habilitation and Medical Service Coordination. Both of these
programs are administered by the NYS Office of People with Developmental Disabilities. Based
on the findings made by MFCU, a settlement was agreed upon in the amount of $783,224. This
amount will be repaid through monthly recoupments at a rate of 7.5% of the Organization’s
Medicaid payments until the sum of the recoupment equals the restitution amount. As of
December 31, 2018, MFCU recouped $570,869. The unpaid balance was $212,355 and $423,709 at
December 31, 2018 and 2017, respectively. The balance is expected to be paid during the year
ending December 31, 2019.

NOTE 7 - NOTES PAYABLE

On July 16, 2011, EHCCI entered into an acquisition and construction loan mortgage note with
Hudson Valley Bank, pursuant to which EHCCI could borrow up to $1,419,875 for the purchase
and conversion of a two-family house in the Bronx, New York into a ten bed, Individualized
Residential Alternative (“IRA”) whose tenants will be supported by OPWDD. Pursuant to the
terms of the agreement, the construction loan was for a term not to exceed one year, during
which EHCCI was responsible for making interest-only payments on the outstanding balance at
the Wall Street Journal’s Prime Rate plus 1.00% provided; however, that the lowest interest rate
during this period will be 5.00%.

On March 1, 2013, the construction loan was converted to a permanent loan in the amount of
$1,368,159 that is set to mature on March 1, 2028. The interest rate on the loan was fixed through
February 28, 2018 at 5.25%. The interest rate will reset on March 1, 2018 and March 1, 2023 and
will be fixed at a greater of 5.25% or 250 basis points in excess of the Federal Home Loan Bank
of New York. The interest rate at December 31, 2018 was 5.52%. The mortgage provides for
monthly payments in the amount of $11,055. The mortgage is secured by the property located in
the Bronx, NY. As of December 31, 2018 and 2017, the outstanding balance
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EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 7 - NOTES PAYABLE (continued)

was $968,068 and $1,046,128, respectively. The net book value of the assets pledged as collateral
was $1,264,784 at December 31, 2018.

On June 30, 2014, EHCCI entered into a construction loan for up to $126,019, which was
convertible into a mortgage upon the completion of construction. Upon conversion, EHCCI was
required to make monthly payments of principal and interest of $302. During the year ended
December 31, 2015, EHCCI borrowed $34,891 to use towards completion of the construction
site. Construction was completed during 2015, at which time the loan was converted into a
mortgage. As of December 31, 2018 and 2017, the total outstanding balance on this loan was
$67,351 and $71,645, respectively. The loan bears interest at 2% and matures 29 years from the
date construction was completed.

Future obligations pursuant to the outstanding mortgage and construction loan are as follows
for the years ending December 31,:

Construction
Mortgage Loan Total
2009, i e $ 84,217 $ 2,193 $ 86,410
2020......... e T R 88,746 2,237 90,983
2021......... essesssssassnps e 93,519 2,282 95,801
2022, s 98,549 2,328 100,877
2023 e 103,849 2,375 106,224
Thereafter. casismemmisnaag 499,188 55,936 555,124
Total....... . comeammmraermmmmi $ 968,068 $ 67,351 $ 1,035,419

NOTE 8 - MULTI SERVICE CENTER

As discussed in Note 1, EHMSC entered into an agreement with the HRA to operate and
maintain the MSC. Total income from space leased in the MSC for the years ended December
31, 2018 and 2017 was $713,184 and $739,937, respectively, and has been included within rental
income in the accompanying consolidated statements of activities. For the years ended
December 31, 2018 and 2017, $52,954 and $53,636, respectively, of such income was eliminated
upon consolidation. In addition to the rental income received from the space leased in the MSC,
EHCCI, with permission from the HRA, receives an additional 12% per year from all tenants
occupying the MSC space. Such income is to be utilized for future capital improvements and is
recorded as a liability in the accompanying consolidated statements of financial position.
During the years ended December 31, 2018 and 2017, EHCCI used $478,986, $75,000 of which
was paid subsequent to December 31, 2018, and $259,425, respectively, of this reserve for capital
improvements. As of December 31, 2018 and 2017, the reserve for MSC capital improvements
was $417,017 and $799,024, respectively.

-17-



EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 9 - LEASE COMMITTMENTS

The Organization leases space for its various programs based on multiple lease agreements in
place. Such leases expire between June 2019 and February 2021, and require monthly payments
ranging from $154 to $4,240. For the years ended December 31, 2018 and 2017, rent expense
relating to these leases was $126,748 and $134,585, respectively. For the years ended December
31, 2018 and 2017, $52,954 and $53,636, respectively, of such expense was eliminated upon
consolidation.

Future minimum lease payments due under the above non-cancellable lease agreements, for
property for which the Organization is directly liable, are as follows for the years ending
December 31,:

2019t e o b $ 34,233
2020.c.ciiiiiiierecte s 1,930
202T o 323
Total future minimum payments................ $ 36,486

NOTE 10 - PENSION PLAN

Effective March 1, 2011, the EHCCI 403(b) Plan was terminated and simultaneously the EHCCI
401(k) Plan was created. Once the eligible participants from the EHCCI 403(b) Plan rolled their
funds into the EHCCI 401(k) Plan or otherwise took distributions from the EHCCI 403(b) Plan,
the Board of Directors approved the termination of the EHCCI 403(b) Plan. Contributions to the
401(k) Plan totaled $39,682 and $48,090 for the years ended December 31, 2018 and 2017,
respectively.

NOTE 11 - LITIGATION

In the normal course of business, claims against EHCCI may arise. In the opinion of
management, the ultimate disposition of any matters is not deemed to have a material adverse
impact on EHCCI's financial position.

NOTE 12 - COMMITMENTS AND CONTINGENCIES

Financial awards from federal, state, and local governmental entities in the form of grants are
subject to audit. Such audits could result in claims against the Organization for disallowed costs
or noncompliance with grantor restrictions. Although the Organization is not currently being
audited by any governmental agencies, it has reserved $179,957 as of both December 31, 2018
and 2017 within other current liabilities on the consolidated statements of financial position for
compliance issues that could result in disallowances.
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EAST HARLEM COUNCIL FOR
COMMUNITY IMPROVEMENT, INC.
AND RELATED ENTITIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

NOTE 13 - AVAILABILITY AND LIQUIDITY

The following represents the Organization’s financial assets at December 31,:

Financial assets: 2018 2017
Cash and cash equivalents...........cococeuveeeeueeeueerererenenrnnnnas $ 2,141,423 $ 2,670,224
AccoUNES TECEIVADIE .....oeeeieerieirseeresssereeresessssssessseessssnnssses 562,268 329,780
Other 10CeIVADIES. ....cc..eeeeeeeeeeeeeeeeeeeeeeeeereeeereeesesseneeaereses 159,456 339,732
Rent receivables, Net ... eiveceeiiiieeieeenieiesseereeressessssesas 110,263 103,211

Financial assets available to meet general expenditures

over the next twelve MONthS.........cvveveeveeeeeeeeeeereeesreeseessnns $ 2,973,410 $ 3,442,947

The Organization’s goal is generally to maintain financial assets to meet 90 days of operating
expenses (approximately $1,100,000). As of December 31, 2018, the Organization has sufficient

funds to meet over 90 days of operating expenses.
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