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Independent Auditor's Report

To the Board of Directors of
Preble Street Resource Center, Inc.

We have audited the accompanying consolidating statements of financial position of Preble Street
Resource Center, Inc. (a nonprofit corporation) and its affiliate, Stone Soup Foods (a nonprofit
corporation), as of June 30, 2004 and 2003 and the related consolidating statements of activities,
functional expenses, and cash flows for the years then ended. These consolidating financial statements
are the responsibility of Preble Street Resource Center, Inc. and its affiliate’s management, Our
responsibility is to express an opinion on these consolidating financial statements based on our audits.

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

in our opinion, the consolidating financial statements referred to above present fairly, in all material
respects, the individual and consolidated financial position(s) of Preble Street Resoutrce Center, Inc. and
its affiliate, Stone Soup Foods, as of June 30, 2004 and 2003, and changes in their net assets and their
cash flows for the years then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated September 24,
2004 on our consideration of Preble Street Resource Center, Inc.’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts, and
grants. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our audits.

Jsegrr Moaiter. Oatlitls

September 24, 2004
South Portland, Maine
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PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Consolidating Financial Statements

DESCRIPTION OF PURPOSE

Preble Street Resource Center, Inc., (PSRC) is a nonprofit corporation whose mission is to provide accessible,
barrier free services to empower people experiencing problems with homelessness, housing, hunger, and poverty,
and to advocate for solutions to these problems. Its affiliate, Stone Soup Foods (§SF), is a commonly controlled
corporation organized in February 1998 as a nonprofit corporation under the laws of the State of Maine for the
purpose of providing employment training to economically disadvantaged individuals.

Breakfast Program - PSRC’s breakfast program provides breakfast to homeless and low-income
individuals and families living in the Greater Portland, Maine area. The program relies significantly
upon volunteer labor. In addition, donated goods are a major source of the breakfast program's
provisions,

Housing and Social Services Program - PSRC’s housing program provides free housing referral service
to homeless and low-income citizens. Additionally, as a social service, PSRC provides referrals to
substance abuse and mental health treatment centers to individuals who seek this service.

Day Shelter - PSRC’s day shelter provides a safe, warm environment for case managers to offer support
to homeless and low-income citizens. The day shelter offers free telephones, voice mail, storage space,
toilet facilities, showers, and other services.

Food Pantry - PSRC’s food pantry, run exclusively by volunteers, facilitates the collection and
distribution of donated food for low income and homeless citizens.

Advocacy Project - PSRC’s consumer advocacy project is run by consumers and provides advocacy on
an individual and systems’ basis for people who are experiencing homelessness, mental health issues, and

poverty.

Employment and Education - PSRC’s employment program works with homeless people in accessing
job training programs and in securing employment.

Youth Program (Teen Center) - PSRC operates a drop-in center on Chestnut Street with a wide range
of services for homeless and runaway youth, including lunch and dinner, outreach, employment, and
casework services. In January 2002, PSRC acquired a building at 343 Cumberland Avenue, which is
now the new home of the Teen Center.

Retail Activities / Training program - Stone Soup Foods provides training and employment
opportunities to disadvantaged people through its retail activities. These activities include the
preparation and sale of various menu items including baked goods, omelets, soups, salads, sandwiches,
and a variety of other specialties.




PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Consolidating Financial Statements, Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation - PSRC and SSF have adopted the provisions of Statement of Financial Accounting
Standards (SFAS) No. 116, Accounting for Contributions Received and Contributions Made and SFAS No. 117,
Financial Statements of Not-for-Profit Organizations. Under these provisions, net assets and revenues, expenses,
gains, and losses are classified based on the existence or absence of donor imposed restrictions. Accordingly, net
assets of PSRC and 8SF, and changes therein, are classified and reported as follows:

Unrestricted net assets - Funds that are not subject to donor imposed stipulations.

Temporarily restricted net assets - Funds subject to donor imposed stipulations that may or will be met either
by actions of PSRC and/or the passage of time. PSRC and SSF have elected to report all temporarily
restricted assets received and expended within the same fiscal period as unrestricted net assets.

Permanently restricted net agsets - Net assets subject to donor imposed stipulations that the principal be
maintained permanently by PSRC. Generally, the donors of the assets permit PSRC to use all or part of the
income earned on related investments for general or specific purposes.

Revenue Recognition - All public support and revenue is considered to be available for unrestricted use unless
specifically restricted by the donor. At its discretion, the Board of Directors may designate funds for specific
purposes. Such Board-designated funds are segregated in the current unrestricted fund balance.

Basis of Accounting - The financial statements are prepared on the accrual basis of accounting, which is in
accordance with accounting principles generally accepted in the United States of America. Consequently,
revenues and gains are recognized when earned, and expenses and losses are recognized when incurred.

Principles of Consolidation - The consolidating financial statements include the accounts of Preble Street
Resource Center, Inc. and Stone Soup Foods. All intercompany accounts and transactions have been eliminated
in consolidation.

Cash and Investments - For the purposes of the statements of cash flows, PSRC and SSF consider all
unrestricted highly liquid investments with an initial maturity of three months or less to be cash. Investments are
stated at their fair market value in accordance with Statement for Financial Accounting Standards No. 124
“Accounting for Investments of Non-profit Organizations™.

Accounts and Grants Receivable - PSRC and SSF primarily operate in the Portland, Maine area and receive
various governmental grants and contracts to provide services in this area. All amounts receivable are considered
fully collectible, therefore an allowance for doubtful accounts is not deemed to be necessary.

Inventory - Inventory consists of donated and purchased food, beverages, and supplies and is stated at fair
market value as of the date of donation, using the first-in-first-out method. For purchased goods, inventory is
stated at lower of cost or market.

Property and Equipment - Property and equipment is capitalized at cost if purchased, or fair market value at the
date of the gift if donated and recorded as an addition to unrestricted net assets. Expenditures for minor additions
are charged to expense when incurred. Depreciation is being provided by use of the straight-line method over the
estimated useful lives of the related assets (buildings: 35 to 40 years; major improvements: 20 to 35 years;
vehicles: 5 years; computers: 3 to 5 years; and other equipment: 5 to 10 years).
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PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Consolidating Financial Statements, Continued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Indirect Costs - PSRC and SSF allocate administrative costs to programs in accordance with a cost allocation
plan, which is based on several methods that determine each program’s use of indirect costs.

Grants and Contributions - Grants and contributions are considered to be available for unrestricted use unless
specifically restricted by the donor.

Contributions with Restrictions Met in the Same Year - Contributions received with donor-imposed
restrictions that are met in the same year as received are reported as revenues of the unrestricted net asset class.

Tax Status - PSRC and SSF are tax-exempt organizations under Internal Revenue Code Section 501(¢)(3) and
are not subject to income taxes. In addition, PSRC and SSF have been determined by the Internal Revenue
Service not to be private foundations within the meaning of Section 509(a} of the Code.

Reclassifications - Certain reclassifications have been made to the 2003 financial statements to conform to the
2004 presentation. Such reclassifications had no effect on the results of operations as previously reported.

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 and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

CONCENTRATION OF CREDIT RISK

Cash balances were held in various accounts at two Maine financial institutions at June 30, 2004 and 2003.
These accounts are all considered cash and cash equivalents for determining the change in cash on the
accompanying consolidating statements of cash flows. At each institution, the aggregate of all accounts for each
depositor is insured by the Federal Deposit Insurance Corporation up to $100,000. At June 30, 2004 and 2003,
PSRC’s uninsured cash balances totaled $103,918 and $236,651, respectively. Due to the timing of capital
campaign receipts, the large amount of uninsured cash on hand at June 30, 2003 primarily relates to a capital
campaign construction invoice worth approximately $189,000 which was included in accounts payable at

June 30, 2003 and paid early in the subsequent fiscal year. SSF did not have any uninsured cash balances on
either June 30, 2004 or 2003.




PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Consolidating Financial Statements, Continued

CAPITAL PLEDGES RECEIVABLE

During 2002, PSRC started a capital campaign, with the help of an outside consultant, to raise funds to cover the
cost of purchasing a new building located at 343 Cumberland Avenue, the costs associated with renovating
PSRC’s existing building on Oxford Street, and to set up an investment fund in which principal contributed will
be restricted by the Board of Directors and investment earnings will be used for operating expenditures. The
objective of this campaign is to strengthen PSRC’s present and future capacity. The new building was purchased
in January 2002. It houses the Teen Center, administrative offices, and the City of Portland Homeless Health
Clinic. As of the date of this report, a board designated fund had not yet been established.

Capital pledges receivable, net of unamortized discount and allowance for uncollectible pledges, are summarized
as follows at June 30:

2004 2003

Unconditional promises expected to be collected in:

Less than one year : $ 722,769 1,153,251

One year to five years 1,058,196 1,754,235

Over five years 5,277 11,278
Less allowance for uncollectible pledges (75,000) -
Less unamortized discount (61,313) (182,044)

Totals $1.649.929 2,736,720

For the year ended June 30, 2003, all balances were deemed collectible and no allowance for doubtful accounts
was established.

GRANTS RECEIVABLE

Following is a summary of grants receivable at June 30:

2004 2003

Ingraham - Mainestay $ 30,186 33,036
DHS 64,714 18,513
DMH/DHS Pilot 89,653 19,773
City of Portland Community Development Program 18,998 18,998
City of Portland Community Development Program - Teen Center 5,032 5,000
City of Portland Community Development Program - TRC - 9,750
HUD Supportive Housing Grant 39,839 68,611
Southern Maine Area Agency on Aging 3,133 2,191
U.S. Department of Health and Human Services 12,606 64,494
Other grants and foundations - 2,756

[otal grants receivable $264,161 243,122
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PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Consolidating Financial Statements, Continued

LONG-TERM DEBT

At June 30, PSRC was liable for the following long-term debt:

2004 2003
Note payable to a corporation, with monthly payments of interest only
at 6.0%, through December 31, 2004, with principal payments
in the amount of $133,333 due on December 31, 2004,
secured by land and a building. $ 133,334 266,667
Note payable to a bank, with monthly payments of interest only
at LIBOR plus 2%, and principal payments in the amount of $50,000
due on January 1, 2004 and April 1, 2004 and then in the amount
of $75,000 due on July 1, 2004 and the first day of each consecutive
quarter thereafter until the maturity date of December 31, 2005,
secured by various assets of PSRC. 568,810 269,912
Total long-term debt 702,144 536,579
Less current portion 433,334 233,333
Long-term debt, net of current portion $ 268,810 . 303,246
At June 30, SSF was liable for the following long-term debt:
2004 2003
Loan payable to an individual, in monthly installments of $816
including interest at 9.5%, through October 2009 secured by
land and a building. $ 94,298 95,085
Note payable to an individual, with monthly payments of interest only,
at a rate of 12%, due on demand. 20,000 20.000
Total long-term debt 114,298 115,085
Less current portion 20,867 20,788
Long-term debt, net of current portion $93.431 94,297
Future principal payments of long-term debt for PSRC as of June 30, 2004 are as follows:
2005 (current portion) $433,334
2006 268,810
Total long-term debt 8§ 702,144
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PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Consolidating Financial Statements, Continued

LONG-TERM DEBT, CONTINUED

Future principal payments of long-term debt for SSF as of June 30, 2004 are as follows:

2005 (current portion) $ 20,867
2006 953
2007 1,047
2008 1,151
2009 1,265
Thereafter 89,015

[otal long-term debt $ 114,298

DEFERRED REVENUE

Deferred revenue represents grant funds received and available to fulfill PSRC’s obligations in connection with
the following as of June 30:

2004 2003
State of Maine, DBDS $ - 3,613
MEHAF 99,768 -
MCAP 7,500 6,500
Other 4,167 7.045
Totals 3111435 17,158
RESTRICTIONS AND LIMITATIONS OF NET ASSET BALANCES
Temporarily restricted net assets consisted of the following at June 30:
2004 2003
Capital campaign $1.128.774 2,286,631
_...Total temporarily restricted net assets $1,128,774 2,286,631
Permanently restricted net assets consisted of the following at June 30:
2004 2003
Beneficial interest in perpetual trust with income
restricted for self sufficiency efforts $116,175 103,349
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PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Consolidating Financial Statements, Continued

NET ASSETS RELEASED FROM RESTRICTIONS

The sources of net assets released from temporary donor restrictions by incurring expenses satisfying the
restricted purposes or by occurrence of events specified by the donors were as follows:

200 003

Private foundation grant 3 - 25,000
Capital campaign expenses 1,753,701 2,676,415
Totals 31,753,701 2,701,415

DONATED SERVICES AND FACILITIES

During the years ended June 30, 2004 and 2003, certain goods and professional services were donated to PSRC
and to SSF. The estimated fair values of these goods and the estimated fair values of these professional services
totaling $516,029 and $473,965 for 2004 and 2003, respectively, have been reflected in the accompanying
financial statements as public support with a like amount included in donated services and facilities expenses.

The value of nonprofessional, donated services is not reflected in the accompanying financial statements as these
services do not meet the criteria outlined in Statement of Financial Accounting Standards No. 116 Accounting for
Contributions Received and Coniributions Made. However, a substantial number of nonprofessional volunteers
have donated significant amounts of their time in support of PSRC's programs. The estimated fair value of the
nonprofessional donated services was $116,455 in 2004 and $162,076 in 2003.

CONTINGENCIES

PSRC and SSF participate in various intergovernmental grant programs that may be subject to future program
compliance audits by the grantors or their representatives. Accordingly, PSRC and SSF’s compliance with
applicable grant requirements may be established at some future date. The amount, if any, of liabilities arising
from the disallowance of expenditures or ineligibility of grant revenues cannot be determined at this time.

RELATED PARTY TRANSACTIONS

PSRC paid a Board member of PSRC $33,690 and $87,829 in architectural fees for the years ended June 30,
2004 and 2003, respectively, for design work related to the new 343 Cumberland Avenue building and the
renovation of the building at 252 Oxford Street. The amount of fees charged to PSRC by the Board member is at
or below the fair value of the services provided. The Board member was absent when the Board of Directors
voted to hire him. In addition to the fees paid during the years ended 2004 and 2003, PSRC had an accounts
payable balance to the Board member at June 30, 2003 in the amount of $57,662.

PENSION PLAN

PSRC participates in a tax deferred investment plan under section 403(b) of the Internal Revenue Code. Eligible
employees are able to defer salary and participate in the employer match portion of the plan. Total retirement
expense under this plan for the years ended June 30, 2004 and 2003 was $3,415 and $4,102, respectively.
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PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Consolidating Financial Statements, Continued

OCCUPANCY COSTS

In February 1994, PSRC purchased property located on Oxford Street. In January 2002, PSRC purchased another
property at 343 Cumberland Avenue. PSRC renovated both of these properties in fiscal 2003. During the
renovation period, many of PSRC’s programs were temporarily located at the Chestnut Street Church and the
Oxford Street Shelter.

All renovations were completed by November 2003 and these facilities now house PSRC’s programs as well as
various other social welfare programs provided by other nonprofit and governmental agencies. These agencies
are tenants-at-will and pay monthly stipends to help support the costs of occupying the facilities. During the
years ended June 30, 2004 and 2003 these stipends totaled $54,600 and $33,600, respectively.

Net occupancy related costs for the years ended June 30 are as follows:

2004 2003

Rent and costs of temporary Chestnut Street occupancy $ 11,787 26,000
Costs of temporary Oxford Street Shelter occupancy 5,262 -

Carrying costs 5,849 16,808
Depreciation 197,569 38,028
Interest expense - 3,892
Repairs and maintenance 9,533 11,538
Janitorial service 20,470 -

Property insurance 6,091 3,500
Electricity 31,223 16,697
Water and sewer 7,747 10,444
Gas/heat 31,655 12,870
Trash and snow removal 8,932 6,791
Building supplies 11,546 12,474
Other expense - 1,983
Less rent income (54,600)  (33,600)
—Total occupancy costs $293.064 127,425
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PREBLE STREET RESOURCE CENTER, INC. AND ITS AFFILIATE
Notes to Conseolidating Financial Statements, Continued

OCCUPANCY COSTS, CONTINUED

In July, 2001, SSF purchased property in Portland, Maine to house its Café. In addition, SSF operates a retail
outlet at the Portland Public Market. Occupancy related costs for the years ended June 30, 2004 and 2003 are as
follows:

2004 2003
Rent $ 7.500 6,900
Depreciation and amortization 30,115 29,295
Interest expense 13,411 13,681
Repairs and maintenance 3,441 5,299
Electricity 12,680 11,527
Gas 5,969 4,058
Water and sewer 974 361
Trash removal 1.784 1.808
—_Total occupancy costs $ 75,874 72,929

SUBSEQUENT EVENT

On July 1, 2004, PSRC and SSF merged to form a new, single Maine nonprofit, public benefit corporation known
as Preble Street.

BENEFICIAL INTEREST IN PERPETUAL TRUST

Preble Street Resource Center received a donation in 1997 from a donor who wished to establish an endowment
fund for PSRC to assist low income individuals achieve employment and self sufficiency. This fund was
established through an agreement with the United Way Foundation of Greater Portland. It is known as the Preble
Street Resource Center Self Sufficiency Endowment Fund.

The United Way Foundation manages and oversees the investment of the assets of the fund. The PSRC Board of
Directors has sole discretion as to the use of the distributable income each year. Each year, the distributable
income is equal to 4.5% of the average portfolio value of the Fund over the prior 3 years, If the fund’s value
exceeds $100,000, the PSRC Board of Directors may elect to expend more than the income generated in a
specific years, provided the balance of the fund does not fall below the $100,000 level as a result of the
withdrawals.

As of June 30, 2004 and 2003, the balances in this account were $116,175 and $103,349, respectively.
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