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REPORT OF INDEPENDENT AUDITORS

Board of Directors
New Horizons Rehabilitation, Inc.
Batesville, Indiana

We have audited the accompanying balance sheets of New Horizons Rehabilitation,
Inc. (New Horizons) as of June 30, 2007 and 2006 and the related statements of
operations and changes in net assets and cash flows for the years then ended. These
financial statements are the responsibilty of New Horizons' management. Our
responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in
the United States of America and Guidelines for Examination of Entities Receiving
Financial Assistance From Governmental Sources issued by the Indiana State Board of
Accounts. Those standards require that we plan and perform the audits 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 New Horizons as of June 30, 2007 and 2006 and the
results of its operations, changes in net assets and cash flows for the years then ended,
in conformity with accounting principles generally accepted in the United States of
America.

Our audits were made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information listed in the
accompanying table of contents is presented for purposes of additional analysis and is
not a required part of the basic financial statements. This information has been
subjected to the auditing procedures applied in the audits of the financial statements
and, in our opinion, is fairly stated, in all material respects, in relation to the financial
statements taken as a whole.

Blua L Co. , LG
November 24, 2007




NEW HORIZONS REHABILITATION, INC.

BALANCE SHEETS

JUNE 30, 2007 AND 2006

ASSETS

Current assets
Cash and cash equivalents

Accounts receivable
Grants
Industrial services
Other services
Allowance for uncollectible balances
Total accounts receivable

Prepaid expenses
Other current assets
Total current assets

Investments
Property and equipment, net

Other assets
Funds held by Community Foundations

Total assets

LIABILITIES AND NET ASSETS

Current liabilities
Accounts payable
Accrued wages and related liabilities
Deferred revenue
Total current liabilities

Deferred revenue
Total liabilities

Net assets - unrestricted

Total liabilities and net assets

2007 2006

$1,172,319 $§ 783,609
83,931 79,841
62,538 73,744
246,818 219,055
(35,000) (35,000)
358,287 337,640
5,559 57,977
1,052 1,052
1,637,217 1,180,278
269,070 122,988
1,623,690 2,796,330
15,569 15,569
$3,445546 $ 4,115,165
$ 45722 § 39,804
94,203 99,587
2,244 -0-
142,169 139,391
106,260 -0-
248,429 139,391
3,197,117 3,975,774
$3,445,546  $ 4,115,165

See accompanying notes to financial statements.
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NEW HORIZONS REHABILITATION, INC.

STATEMENTS OF OPERATIONS AND CHANGES N NET ASSETS
YEARS ENDED JUNE 30, 2007 AND 2006

Unrestricted revenues and support
Medicaid Waiver services
Residential homes
Industrial services
Title XX services

Vocational rehabilitation services

First Steps and System Point of Entry services
Child Welfare

State Use services

Early intervention

indiana Department of Transportation
Indiana county grants

Investment income

Rental income
Contributions
Other

Total unrestricted revenues and support

Unrestricted expenses
Program services
Aduit services
Children's services
Consumer services
Industrial services
State Use services
Total program services

Supporting services
Administrative
Fundraising
Total supporting services

Total unrestricted expenses
Operating income

Other changes in unrestricted net assets
Net assets released from restrictions for property
Transfer of property and equipment
Unrealized gain (loss) on investments

Change in unrestricted net assets

Changes in temporarily restricted net assets
Net assets released from restrictions for property

Change in net assets

Net assets
Beginning of year
End of year

2007 2006
$ 1,763,122  § 1,873,072
349,454 349,454
293,001 344,415
237,523 282,878
101,387 61,733
-0- 123,241
24,058 37,416
302,301 175,064
55,617 92,279
-0- 37,195
40,000 40,000
27,007 77,219
40,322 46,490
31,673 127,875
27,870 18,235
3,293,425 3,687,466
1,535,016 1,740,317
92,238 276,489
272,262 264,978
777,043 821,679
233,469 121,792
2,910,928 3,225,255
123,605 99,325
27,356 39,430
151,051 138,755
3,061,979 3,364,010
231,446 323,456
-0- 1,333,343
(1,030,619) -0-
20,516 (77,262)
(778,657) 1,579,537
0-  (1,333,343)
(778,657) 246,194
3,975,774 3,729,580
$ 3,197,117 $ 3,975,774

See accompanying notes to financial statements.




NEW HORIZONS REHABILITATION, INC.

STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2007 AND 2006

Operating activities
Change in net assets
Adjustments to reconcile change in net assets to
net cash flows from operating activities
Depreciation and amortization
Bad debts
Loss on disposal of property and equipment
Transfer of property and equipment
Realized and unrealized (gain) loss on investments
Non cash contributions
Changes in operating assets and liabilities
Accounts receivable
Prepaid expenses
Other current assets
Accounts payable
Accrued wages and related liabilities
Deferred revenue
Net cash flows from operating activities

Investing activities
Purchase of property and equipment
Proceeds from disposal of property and equipment
Net change in investments
Net change in other assets
Net cash flows from financing activities

Net change in cash and cash equivalents

Cash and cash equivalents
Beginning of year
End of year

2007 2006
$ (778,657) $ 246,194
154,118 143,724
4,760 1,292
177 7,005
1,030,619 -0-
(20,516) 9,600
-0- (37,695)
(25,407) 9,759
52,418 (26,806)
-0- 17,654
5,918 3,327
(5,384) (104,020)
108,504 -0-
526,550 270,034
(12,274) (143,348)
-0- 199
(125,566) (5,000)
-0- 1,086
(137,840) (147,063)
388,710 122,971
783,609 660,638
$1,172,319 ' § 783,609

See accompanying notes to financial statements.
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NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

SIGNIFICANT ACCOUNTING POLICIES

Organization

New Horizons Rehabilitation, Inc. (New Horizons) began its operations in 1968,
New Horizons was founded and organized, and is operated exclusively for the
betterment of handicapped individuals through charitable and educational means.
Since its inception, New Horizons has grown and currently provides its consumers
with a variety of program services and serves seven southeastern Indiana
counties. New Horizons is accredited by the Commission on Accreditation of
Rehabilitation Facilities (CARF).

Use of Estimates

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

Cash and Cash Equivalents

New Horizons considers highly liquid investments available for operating purposes
with an original maturity of three months or less to be cash and cash equivalents.
New Horizons maintains its cash in bank déeposits accounts which, at times may
exceed federally insured limits. New Horizons has not experienced any losses in
such accounts and believes it is not exposed to any significant credit risk on cash
and cash equivalents. :

Investments and Investment Income

Investments are stated at fair market value. Fair market values for investments
are based on quoted market prices. Investment income is accrued as earned.




. — = e —

NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

Searvice Revenues and Accounts Receivable

Service revenues and accounts receivable are recorded at the net realizable
amounts based on established charges when the service is rendered. New
Horizons has agreements with third-party payers that provide for payments to New
Horizons at amounts different from its established rates. Payment arrangements
include prospectively determined rates, discounted charges and per diem
payments. The allowances offset against accounts receivable represents
management's estimate of the expected losses to be realized, and is based on
historical experience, current economic conditions, and other relevant factors.

Property and Equipment

Property and equipment are stated at cost or, if donated, at fair market value on
the date of acquisition. Additions and improvements are capitalized; expenditures
for routine maintenance are charged to operations. Depreciation is provided over
the estimated useful lives of the various classes of assets on the straight-line
method. The estimated useful lives are as follows:

Description Range of Useful Lives
Buildings and improvements 5-50 years
Furniture and equipment 5-16 years
Vehicles 5-12 years

Gifts of long-lived assets such as land, buildings and equipment are reported as
unrestricted support unless explicit donor stipulations specify how the assets are
to be used. The gifts of cash and other assets that must be used to acquire long-
lived assets are reported as temporarily restricted support. Absent explicit donor
stipulations about how long-lived assets must be maintained, expirations of donor
restrictions are reported when the donated acquired long-lived assets are placed
in service.

Program Revenues

New Horizons receives substantially all of its grant and contract revenue from
Federal and State agencies. New Horizons recognizes contract revenue, up to the
contract ceiling, from its contracts to the extent of services provided or expenses
incurred. Revenue recognition depends upon the provisions within the contract.
Revenue from program services is recorded as revenue in the period earned. The
receipt of future revenues is subject to among other factors, Federal and State
policies affecting the industry, economic conditions that may include an inability to
control expenses in periods of inflation, increased competition, market pressures
on premium rates and other conditions which are impossible to predict.




NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

Contributions

Contributions received are recorded as unrestricted, temporarily restricted, or

permanently restricted support depending on the existence and/or nature of any
donor restrictions.

New Horizons recognizes all contributions as income in the period received. All
contributions are considered to be available for unrestricted use unless specifically
restricted by the donor. Amounts received that are designated for future periods or
restricted by the donor for specific purposes are reported as temporarily restricted
or permanently restricted net assets. When a temporary 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.

Materials, property and equipment and other assets received as donations are
recorded and reflected in the accompanying financial statements at their estimated
fair market values on the date received. In addition, the value of donated
volunteer services is not reflected in the accompanying financial statements since
there is no objective basis available by which to measure the value of such
services. However, a substantial number of volunteers have donated significant
amounts of their time to various fund-raising events and contacts with individuals
receiving services at New Horizons.

Functional Allocation of Expenses

The costs of providing various programs and other activities have been
summarized on a functional basis in the statements of operations and changes in
net assets. Accordingly, certain costs have been allocated among the programs
and supporting services benefited.

Advertising

New Horizons expenses advertising costs as incurred. Advertising costs for 2007
and 2006 were $3,288 and $1,398.

Deferred Revenue

Deferred revenue will be recognized when earned on the straight-line method over
a period of 49 years.




NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

Financial Statement Presentation

The financial statements have been prepared in accordance with Statement of
Financial Accounting Standard (SFAS) No. 117, Financial Statements of Not-for-
Profit Organizations. SFAS No. 117 requires, among other things, that the
financial statements report the changes in, and totals of each net asset class
based on the existence of donor restrictions, as applicable. Net assets are
classified as unrestricted, temporarily restricted, or permanently restricted and are
detailed as follows:

* Unrestricted net assets represent the part of the net assets of New
Horizons that is neither permanently restricted nor temporarily restricted
by donor-imposed stipulations.

o Temporarily restricted net assets represent the part of the net assets of
New Horizons resulting from contributions and other inflows of assets
whose use by New Horizons is limited by donor-imposed stipulations that
either expire by the passage of time or by actions of New Horizons. There
were no temporarily restricted net assets as of June 30, 2007 and 20086.

» Permanently restricted net assets represent net assets subject to donor-
imposed stipulations that the net assets be maintained permanently by
New Horizons. Generally donors of these assets permit New Horizons to
use all or part of the income earned on any related investments for
general or specific purposes. There were no permanently restricted net
assets as of June 30, 2007 and 2006.

Adult Training Programs

New Horizons' Adult Training Programs include Supported Employment and Job
Follow along, Supported Living, Pre-Vocational Services, Sheltered Employment,
Home and Community Habilitation, Facility Habilitation to include Senior Day,
TES, a program of Therapeutic Exploration of the Senses for individuals with
severe disabilities, and an Alternative Program for individuals with sensory and
other disabilities. Transportation is an agency program supportive of the services
provided.

The Facility based programs are provided to individuals 18 years and older with
developmental disabilities. Community services under the Medicaid Waiver are
provided to individuals of all ages, with service needs defined by the Plan of Care.
The goal of all services and supports is to empower the individual to live and work
in the community and to work with them to discover, pursue and achieve their
fullest potential in partnership with their family and community.




NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

Children's Services Programs

New Horizons participates in the statewide First Steps Early Intervention program,
providing developmental therapy to children from birth to age three that are
determined to be at risk of a developmental delay or have a diagnosed physical or
mental condition.

First Steps is a part of the Regional System Point of Entry; an intake service for
both First Steps and Children with Special Health Care Needs. This program was
discontinued during 2007.

Consumer Support Program

The consumer support program provides transportation services to all Agency
consumers.

Industrial and State Use Programs

The industrial services program provides training opportunities and job skill
developmental opportunities through the facility based sheltered employment
program. The State Use program provides community employment opportunity
through public and private partnerships.

Income Taxes

New Horizons is a not-for-profit corporation, as described under Code Section
501(c)(3) of the Internal Revenue Code. As such, New Horizons is exempt from
federal and state income taxes and federal excise tax on investment income.
However, New Horizons is subject to income taxes on unrelated business
activities.

Operating Indicator

The statements of operations and changes in net assets include an operating
indicator. Changes in unrestricted net assets that are excluded from the operating
indicator include unrealized gain and loss on investments other than trading
securities and contributions and transfers of long-lived assets.

Reclassification

Certain amounts in the 2006 financial statements have been reclassified herein to
conform to the current year presentation.
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NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

INVESTMENTS

Investments, at fair value, consist of the following as of June 30, 2007 and 2006:

2007 2006
Mutual funds - equity $ 269070 § 122,988

Investment income and unrealized gain (loss) on investments are comprised of the
following for 2007 and 2006:

2007 2006
Interest and dividends $ 27,097 $ 9,557
Realized gain on investments -0- 67,662
Investment income $ 27,007 $ 77,219
Unrealized gain (loss) on investments $ 20516 § (77,262)

PROPERTY AND EQUIPMENT

A summary of New Horizon's property and equipment as of June 30, 2007 and
2006 follows:

2007 2006

Land $ 70,500 $ 330,500
Land improvements 196,807 196,807
Building and improvements 2,101,441 3,021,369
Equipment 327,070 363,867
Transportation equipment 561,060 552,775

3,256,878 4,465,308
Less accumulated depreciation 1,633,188 1,668,978

$ 1,623,690 _$2,796,330
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NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

LINE OF CREDIT

As of June 30, 2007 and 2006, New Horizons had an available line of credit of
$150,000 with a local financial institution. Interest is payable monthily at the prime
rate. The line of credit expires on March 26, 2008. New Horizons had no
borrowings on the line of credit as of June 30, 2007 and 2006.

LEASE COMMITMENTS

New Horizons leases vehicles, equipment and storage space under various
operating leases through 2011. Future minimum lease payments under these
operating leases for the years succeeding June 30, 2007 are as follows:

Year Ending
June 30,
2008 $ 28,644
2009 18,024
2010 : 18,024
2011 12,016

$ 76,708

Total rent expense for 2007 and 2006 was $30,350 and $38,284, respectively.

RENTAL INCOME AND DEFERRED REVENUE

New Horizons leases apartments to consumers under operating leases with terms
of one to five years through 2011. Total rental income for apartment operating
leases was $31,134 and $30,896 for 2007 and 2006, respectively. Future
minimum rental income under the apartment leases is as follows:

Year Ending
June 30,
2008 $ 43,536
2009 40,036
2010 19,602
2011 5,400

$ 108,574

11
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NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

During 2007, New Horizons entered into an agreement to lease a small parcel of
land for a cellular tower location. New Horizons opted to receive a lump sum
payment of approximately $110,000 rather than monthly rental payments over the
term of the lease which is 49 years. Therefore, deferred revenue has been
recorded of $108,504 and -0- as of June 30, 2007 and 2006, respectively.
Deferred revenue related to this lease will be recognized as revenue as foliows:

Year Ending
June 30,
2008 $ 2,244
2009 2,244
2010 2,244
2011 2,244
2012 2,244
Thereafter 97,284

$ 108,504

RETIREMENT PLAN

The retirement plan is a group tax sheltered annuity. New Horizons makes
contributions to the plan for all eligible employees. All full-time permanent staff
employees are covered by the plan after a length of employment requirement is
met. New Horizons' contributions for eligible employees is an amount equal to 2%
of their annual salary for 1 to 7 years of employment, 3% of annual salary for 7 to
15 years of employment, 5% of annual salary for 15 to 25 years of employment
and 10% of annual salary for 25 years of employment or more. Employees are not
vested in this plan until they complete 5 years of employment. Retirement plan
expense was $36,427 and $23,185 for 2007 and 2006, respectively.

FUNDS HELD BY COMMUNITY FOUNDATIONS

New Horizons transferred funds to the Dearborn and Ripley County Community
Foundations (Foundations) to establish the New Horizons Rehabilitation, Inc.
Operating Endowment Funds. The Foundations also receive contributions directly
from others subject to variance power. Accordingly, New Horizons has not
recognized these contributions from others in its financial statements. Income
earned on the fund is paid annually as determined by the Foundations. The
cumulative amount of the retained heneficial interest included in the balance sheet
is $15,569 and $15,569 as of June 30, 2007 and 2006, respectively.

12




NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

10.

11.

CONCENTRATION OF CREDIT RISK

Major customers/grantors are those that individually account for more than 10% of
New Horizons' total support and revenue. For the year ended June 30, 2007 and
2006, three major customer/grantor contracts accounted for 80% and 77%,
respectively, of the total support and revenue.

New Horizons grants credit without collateral to its clients. Approximately 43%
and 39% of New Horizons’ receivables are from Medicaid as of June 30, 2007 and
2006, respectively. Industrial services represent approximately 16% and 20% of
receivables as of June 30, 2007 and 2006, respectively.

TRANSFER OF PROPERTY

In 1999, New Horizons entered into a sub-recipient agreement with the City of
Rising Sun, Indiana to utilize Community Development Block Grant funds through
the United States Department of Housing and Urban Development along with
matching funds from both the City of Rising Sun and New Horizons to construct a
facility fo provide designated services to community. This agreement was
amended in 2004.

Under the 2004 amendment, New Horizons had a contingent mortgage with the
City of Rising Sun to maintain the facility and provide designated services to the
community for a & year period. Non compliance with the conditions of the
agreement within the specified period could result in the recognition of a liability or
a transfer of the property {o the City of Rising Sun.

As of June 30, 2007, New Horizons was not in compliance with the conditions of
the agreement. Based on negotiations with the City of Rising Sun, New Horizons
transferred the property to the City. The net book value of the transferred property
as of June 30, 2007 was $1,030,619 as reflected in the statement of operations
and changes in assets.

COMMITMENTS AND CONTINGENCIES

Certain grants and contracts require the fulfillment of certain conditions as set forth
in the instrument. Failure to fulfili the conditions could result in the return of the
funds to grantors. Although that is a possibility, New Horizons deems the
contingency remote, since by accepting the funds and their terms, it has
accommodated the objectives of the organization to the provisions of the grant or
contract.

13




NEW HORIZONS REHABILITATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

12.

New Horizons is involved in various legal proceedings and litigation arising in the
ordinary course of business. Although the eventual outcome of these matters is
not presently determinable, in the opinion of New Horizons’ management, the
resolution of such proceedings and litigation will not have a material adverse effect
on the financial position of New Horizons.

SUBSEQUENT EVENT

Subsequent to June 30, 2007, New Horizons entered into an agreement with the

City of Rising Sun to transfer property for non compliance that existed as of June
30, 2007 with the conditions of a sub-recipient agreement.

14
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NEW HORIZONS REHABILITATION, INC.

SCHEDULE OF STATE AND LOCAL AWARDS
YEAR ENDED JUNE 30, 2007

Program Title GrantID # Awards
Title XX 1841 - State of Indiana 69-06-3H-2608 $§ 10,732
Title XX 1801 - State of indiana 69-06-3H-2608 132,936
Title XX 1821 - State of Indiana 69-06-3H-2608 8,355
Vocational Rehabilitation - State of Indiana  69-06-0X-2608 12,850
$ 164,873

Note - The accompanying schedule of state and local awards for the year ended
June 30, 2007 includes the state and local awards activity of New Horizons and is
presented on the accrual basis of accounting. The basic financial statements
classifications may include other financial activity for reporting purposes. Therefore,
some of the amounts presented in this schedule may differ from amounts presented in,
or used in the preparation of, the basic financial statements.

See report of independent auditors on page 1.
17





