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Frankel Zacharia

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of

Nebraska Children’s Home Society and
Nebraska Children’s Home Society Foundation
Omaha, Nebraska

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Nebraska Children’s Home
Society and Nebraska Children’s Home Society Foundation (collectively the Organization), which
comprise the consolidated statement of financial position as of June 30, 2018, 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 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.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated 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 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 auditor’s 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
entity’s preparation and fair presentation of the 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 entity’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.

First National Plaza
11404 West Dodge Road, Suite 700
Omaha, NE 68154-2576

tel 402.496.9100
fax 402.496.1024

Frankel Zacharia, LLC is a Limited Liability Company. www.fzacpa.com



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Nebraska Children’s Home Society and Nebraska Children’s Home
Society Foundation as of June 30, 2018, and the changes in their net assets and their cash flows for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements as
a whole. The consolidating information in the consolidating schedules of financial position and activities is
presented for purposes of additional analysis of the consolidated financial statements rather than to present
the financial position and activities of the individual organizations, and it is 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 consolidating information has been subjected to the auditing procedures applied
in the audit 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 consolidating information is fairly stated in all material respects in relation to
the consolidated financial statements as a whole.

):ZAN"‘E'Q ZA—GHGNA LeC

October 25, 2018
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NEBRASKA CHILDREN'S HOME SOCIETY AND
NEBRASKA CHILDREN'S HOME SOCIETY FOUNDATION

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

JUNE 30, 2018

ASSETS

Current assets

Cash $ 64,273
Accrued interest receivable 92,705
Accounts receivable 567,075
Promises to give 97,044
Marketable securities, at fair value (Note 3) 37,045,334
Prepaid expenses 90,854
Total current assets 37,957,285

Land, buildings and equipment

Land 495,458
Building and building improvements 4,138,911
Furniture and equipment 795,374
5,429,743

Less accumulated depreciation 2,522,818
Net land, buildings, and equipment 2,906,925

Other assets

Investment in Right Turn, LLC (Note 4) 325,433
Beneficial interest in perpetual trust (Note 5) 2,370,044
Total other assets 2,695,477
TOTAL ASSETS $ 43,559,687

LIABILITIES AND NET ASSETS
Current liabilities

Accounts payable $ 545,133
Annuities payable (Note 7) 5,216
Total current liabilities 550,349
Annuity payable, net of current portion (Note 7) 67,702
Net assets:

Unrestricted - undesignated 3,390,698
Unrestricted - board-designated 36,710,090
Temporarily restricted (Note 9) 2,069,772
Permanently restricted (Note 10) 771,076
Total net assets 42,941,636
TOTAL LIABILITIES AND NET ASSETS $ 43,559,687

See accompanying notes to financial statements. 3



NEBRASKA CHILDREN'S HOME SOCIETY AND

NEBRASKA CHILDREN'S HOME SOCIETY FOUNDATION

CONSOLIDATED STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2018

Temporarily Permanently
Unrestricted restricted restricted Total

Revenues, gains, and other support

Contributions and grants $ 1,708,233 71,131 -- 1,779,364
Bequests 223,157 - - 223,157
Program service revenue 3,840,848 - -- 3,840,848
Investment income 728,595 - -- 728,595
Net realized and unrealized gains on marketable securities 1,905,637 - - 1,905,637
Change in value of beneficial interest in perpetual trust (Note 5) - 78,427 - 78,427
Other income 4,338 - -- 4,338
Total revenues, gains and other support 8,410,808 149,558 -- 8,560,366
Net assets released from restrictions 30,999 (30,999) -- -
Expenses and losses

Program services 6,227,759 - -- 6,227,759
Support services 1,731,070 - -- 1,731,070
Total expenses and losses 7,958,829 -- -- 7,958,829
INCREASE IN NET ASSETS 482,978 118,559 - 601,537
Net assets at beginning of year, as restated (Note 2) 39,617,810 1,951,213 771,076 42,340,099
NET ASSETS AT END OF YEAR $ 40,100,788 2,069,772 771,076 42,941,636

See accompanying notes to financial statements.



NEBRASKA CHILDREN'S HOME SOCIETY AND

NEBRASKA CHILDREN'S HOME SOCIETY FOUNDATION

CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES

YEAR ENDED JUNE 30, 2018

Program Services

Support Services

Pregnancy, Early

Parenting, Children & Childhood

& Adoption Foster Care Family Center Services Total Administrative Fund raising Total Total
Wages and benefits
Salaries $ 867,448 1,355,723 931,039 428,653 3,582,863 627,644 400,659 1,028,303 4,611,166
Payroll taxes 58,798 106,225 66,496 30,943 262,462 45,197 30,549 75,746 338,208
Group insurance 109,484 179,461 128,527 38,445 455,917 74,439 72,813 147,252 603,169
Employee retirement 36,848 42,139 37,010 19,328 135,325 29,967 19,537 49,504 184,829
Total wages and benefits 1,072,578 1,683,548 1,163,072 517,369 4,436,567 777,247 523,558 1,300,805 5,737,372
Advertising 20,460 8,099 8,724 6,379 43,662 148 116,678 116,826 160,488
Bad debts - 7,660 - 5,141 12,801 -- -- -- 12,801
Building maintenance 11,778 21,504 12,968 8,013 54,263 7,764 9,909 17,673 71,936
Child care 1,620 - - - 1,620 - - - 1,620
Client aid 22,606 20,799 178,338 16,182 237,925 - - - 237,925
Depreciation 36,736 58,406 38,676 24,154 157,972 1,532 9,586 11,118 169,090
Dues and conferences 2,992 4,449 5,794 1,416 14,651 584 1,232 1,816 16,467
Education 9,305 16,786 74,409 3,912 104,412 416 2,918 3,334 107,746
Equipment 8,938 18,083 10,850 5,100 42,971 2,162 869 3,031 46,002
Events and meetings 4,923 13,208 9,501 8,565 36,197 1,595 99,519 101,114 137,311
Food 1,086 2,113 1,353 75,715 80,267 1,007 321 1,328 81,595
Hospital and medical 16,011 901 -- 500 17,412 - - - 17,412
House supplies 1,031 2,445 2,552 16,126 22,154 682 218 900 23,054
Insurance 27,058 50,529 33,072 16,779 127,438 16,467 5,080 21,547 148,985
Legal and accounting 2,645 3,341 2,440 1,147 9,573 465 8,382 8,847 18,420
Miscellaneous - 22 101 888 1,011 - 10,916 10,916 11,927
Office rent 32,559 59,602 35,483 20,674 148,318 30,204 9,628 39,832 188,150
Office supplies 11,757 22,022 15,626 5,229 54,634 531 6,428 6,959 61,593
Postage 5,104 1,748 1,150 414 8,416 159 13,981 14,140 22,556
Professional fees 35,381 10,107 23,231 84,489 153,208 8,760 1,309 10,069 163,277
Search and background fees 3,373 4,869 1,803 1,228 11,273 313 81 394 11,667
Software and hardware 14,188 26,029 28,693 14,862 83,772 6,704 16,054 22,758 106,530
Telephone 20,799 47,670 29,046 9,923 107,438 14,057 6,656 20,713 128,151
Travel 64,531 111,158 41,022 3,860 220,571 1,301 7,405 8,706 229,277
Utilities 8,613 15,766 9,386 5,468 39,233 5,695 2,549 8,244 47,477
TOTAL EXPENSES $ 1,436,072 2,210,864 1,727,290 853,533 6,227,759 877,793 853,277 1,731,070 7,958,829

See accompanying notes to financial statements.



NEBRASKA CHILDREN'S HOME SOCIETY AND
NEBRASKA CHILDREN'S HOME SOCIETY FOUNDATION

CONSOLIDATED STATEMENT OF CASH FLOWS

YEAR ENDED JUNE 30, 2018

Cash flows from operating activities:

Increase in net assets $ 601,537
Adjustments to reconcile increase in net assets

to net cash from operating activities:
Depreciation 169,090
Realized and unrealized gains on investments (1,905,637)
Change in value of investment in Right Turn, LLC (53,552)
Change in value of beneficial interest in perpetual trust (78,427)
(Increase) decrease in operating assets
Accounts receivable (127,392)
Accrued interest receivable 2,714
Promises to give 34,303
Prepaid expenses (14,643)
Increase in operating liabilities
Accounts payable and accrued liabilities 105,893
Net cash used by operating activities (1,266,114)
Cash flows from investing activities:
Purchases of land, buildings, and equipment (63,227)
Proceeds from sale of investments 9,180,558
Purchases of investments (7,970,781)
Proceeds from beneficial interest in perpetual trust 23,000
Net cash provided by investing activities 1,169,550
NET DECREASE IN CASH (96,564)
Cash at beginning of year 160,837
Cash at end of year $ 64,273

See accompanying notes to financial statements.



NEBRASKA CHILDREN’S HOME SOCIETY AND
NEBRASKA CHILDREN’S HOME SOCIETY FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2018

1.

Summary of Significant Accounting and Reporting Policies

The following is a summary of the significant accounting policies used in the preparation of the accompanying
consolidated financial statements for Nebraska Children's Home Society (the Society) and Nebraska Children's
Home Society Foundation (the Foundation), (collectively the Organization).

A

The Nebraska Children's Home Society was chartered in September 1893. The purpose of the Society is to
provide services for children and youth. The Society is a private, state-wide, nonsectarian agency that
depends on the loyalty and generosity of contributors.

The accompanying consolidated financial statements include the accounts of Nebraska Children's Home
Society and Nebraska Children's Home Society Foundation. The two entities share a common Board of
Directors and the Foundation’s sole purpose is to support the Society. As such, the operations of the
Foundation are consolidated into the Society’s financial statements. All significant intercompany
transactions and balances are eliminated.

The accompanying consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the U.S.A. for not-for-profit organizations. The Organization is required to
report 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.

Unrestricted net assets are not subject to donor-imposed restrictions. Unrestricted net assets also may
include amounts designated by action of the Organization's Board of Directors.

The Organization reports gifts of cash and other assets as temporarily restricted support if they are
received with donor stipulations that limit the use of the donated assets. When a donor restriction
expires, that is, when a stipulated time restriction ends, or purpose restriction is accomplished,
temporarily restricted net assets are reclassified to unrestricted net assets and reported in the
consolidated statement of activities as net assets released from restrictions.

Permanently restricted net assets are those net assets whose use by the Organization has donor-imposed
restrictions that stipulate resources be maintained permanently, but generally, permits the Organization
to use up or expend part or all the income (or economic benefits derived) from the donated assets.

Management uses estimates and assumptions in preparing financial statements in accordance with
accounting principles generally accepted in the U.S.A. Estimates and assumptions affect the reported
amounts of assets, liabilities, revenues, expenses and related disclosures. Because of the inherent
uncertainties in this process, it is likely that actual results will vary from the estimates.

The Organization invests in securities exposed to interest rate, market and credit risks. Accordingly, it is at
least reasonably possible that changes in the values of investment securities will occur in the near term and
such changes could materially affect the amounts reported in the statement of net assets.

Program service fee revenue and related accounts receivable are recognized when services are rendered.
The allowance for doubtful accounts is the best estimate of probable losses in existing receivables and is
based on experience and circumstances about specific accounts. Accounts are charged against the
allowance after reasonable collection efforts and recovery is unlikely. Management determine all accounts
receivable to be collectible at June 30, 2018. During 2018, 70% of program service revenues were earned
from two entities.

7 Continued



NEBRASKA CHILDREN’S HOME SOCIETY AND
NEBRASKA CHILDREN’S HOME SOCIETY FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

JUNE 30, 2018

1.

Summary of Significant Accounting and Reporting Policies — Continued

F.

Contributions, including unconditional promises to give cash and other assets to the Organization, are
reported at fair value when made. Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date.
Conditional promises to give and indications of intentions to give are reported at fair value at the date the
conditions have been substantially met.

The gifts are reported as either temporarily or permanently restricted support if they are received with
donor stipulations that limit the use of the donated assets. When a donor restriction expires, that is, when a
stipulated time restriction ends, or purpose restriction is accomplished, temporarily restricted net assets are
reclassified as unrestricted net assets and reported in the consolidated statements of activities as net assets
released from restrictions. Revenue is classified as unrestricted when first reported if donor restrictions are
satisfied in the same year that the contribution is recognized.

Gifts of property and equipment are recorded at fair value at the date of the gift. Contributions of services
are recognized if the services received create or enhance nonfinancial assets or require specialized skills,
are provided by individuals possessing those skills and would typically need to be purchased if not
provided by donation. In-kind contributions of approximately $140,000 were received during the year
ended June 30, 2018 and are recorded in contributions and grants on the consolidated statement of
activities.

Marketable securities are recorded at fair value as determined by quoted market prices. Donated securities
are recorded at fair value on the date they are received. Investment income, including realized and
unrealized gains, is recognized as increases in unrestricted net assets unless temporarily or permanently
restricted by explicit donor stipulations or by law.

Land, buildings, and equipment, if purchased, are stated at cost. The Organization capitalizes assets with an
original cost or estimated fair value at date of receipt of $2,500 or more. Maintenance and repairs which do
not extend the lives of the respective assets are charged to expense as incurred.

Depreciation of buildings and equipment is computed using the straight-line basis over the estimated useful
lives of the assets as follows:

Buildings and building improvements 5 to 39 years
Furnishings and equipment 3 to 15 years

Depreciation expense totaled $169,090 for 2018.

Assets contributed by donors under gift annuity agreements and controlled by the Organization are
recognized at fair value with a corresponding liability to beneficiaries of the annuity agreements. The
Organization uses the reserve method for determining the liability for annuities. The reserve is an
estimation of the amount needed to pay all the remaining annuity payments for the lifetime of all
annuitants. The reserve is calculated for all annuitants using annuity rates determined by the American
Council on Gift Annuities, the discount rate stated on the individual annuity contracts and IRS Publication
1457, Life Table 90CM. The discount rate is the monthly discount rate under IRC Section 7520(a) that was
in effect at the time the gift was received. The excess of the amount of the gift over the present value of the
annuity is recorded as a contribution in the year of the gift. Upon the death of the annuitant, any remaining
balance is recorded as a contribution.

8 Continued



NEBRASKA CHILDREN’S HOME SOCIETY AND
NEBRASKA CHILDREN’S HOME SOCIETY FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

JUNE 30, 2018

1.

Summary of Significant Accounting and Reporting Policies — Continued

K. The Society and the Foundation are not-for-profit corporations as described in Internal Revenue Code

L.

Section 501(c)(3) and are exempt from income taxes on related income pursuant to Section 501(a) of the
Code.

The Organization accounts for uncertainties in accounting for income tax assets and liabilities using
guidance included in FASB ASC 740 Income Taxes. The Organization recognizes the effect of income tax
positions only if those positions are more likely than not of being sustained. The Organization believes it
complies with all relevant tax laws and regulations and has no significant uncertain tax positions;
accordingly, no liability for uncertain tax positions has been recognized in the financial statements.

Advertising costs (other than direct-response advertising costs) are charged to expense when incurred. The
Society has not incurred any direct-response advertising costs, which are capitalized and amortized over the
period during which future benefits are expected. Advertising costs totaled $154,334 for 2018.

Management evaluated transactions and events occurring subsequent to June 30, 2018, and through
October 25, 2018, the date the financial statements were available to be issued, and concluded that no
subsequent events have occurred that would require recognition in the consolidated financial statements or
disclosure in the related notes to the consolidated financial statements.

Correction of Errors Resulting in Restatement of Net Assets

The Society and the Foundation have restated their net assets as of June 30, 2017 due to the identification of
errors subsequent to the issuance of the financial statements for the year then ended.

Permanently restricted net assets as previously reported as of June 30, 2017 included the current balance of the
beneficial interest in perpetual trust rather than the initial donations to the trust. The restatement corrects the
permanently restricted net asset portion of this asset to the fair value of the contribution of assets by the donor
into the trust at the time of contribution. All accumulated earnings are presented as temporarily restricted net
assets in accordance with U.S. GAAP until appropriated for expenditure.

Other errors related to the classification of net assets as reported as of June 30, 2017 were identified and
corrected, most notably relating to a permanently restricted contribution received in the year ended
June 30, 2017 that was previously reported as an unrestricted contribution in error.

A reconciliation of net assets at June 30, 2017 as previously reported with net assets as restated follows:

Net Assets
Temporarily  Permanently
Unrestricted Restricted Restricted Total

June 30, 2017 balance as previously

reported $ 39,670,967 164,405 2,504,727 42,340,099
Adjusting temporarily and permanently

restricted portions of beneficial

interest in perpetual trust -- 1,901,942 (1,901,942) --
Other corrections of net asset

classifications (53,157) (115,134) 168,291 --
June 30, 2017 balance, as restated $39,617,810 1,951,213 771,076 42,340,099

9 Continued



NEBRASKA CHILDREN’S HOME SOCIETY AND
NEBRASKA CHILDREN’S HOME SOCIETY FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

JUNE 30, 2018

3. Marketable Securities

The following is a summary of the classification of marketable securities at June 30, 2018:

Unrealized Unrealized
Cost gain (loss) Fair value
US government money market fund $ 934,341 - - 934,341
Fixed income securities
US government securities 4,968,055 -- (31,396) 4,936,659
Municipal bonds 705,013 13,686 - 718,699
Corporate bonds 6,974,598 -- (174,431) 6,800,167
Corporate stocks 2,843,503 1,114,810 -- 3,958,313
Mutual funds
Mid cap 1,507,238 262,827 - 1,770,065
Large cap 7,717,983 4,374,072 - 12,092,055
International 4,010,874 840,954 -- 4,851,828
Fixed income 317,007 -- (3,618) 313,389
Multi-strategy 675,000 -- (5,182) 669,818
Total marketable securities $ 30,653,612 6,606,349 (214,627) 37,045,334

Investment income for the year ended June 30, 2018 consists of the following:

Interest and dividends $ 815,401
Investment fees (80,880)
Investment income $ 734,521

4. Investmentin Right Turn, LLC

The Society holds a 50% interest in Right Turn, LLC along with Lutheran Family Services of Nebraska. This
entity was created to provide services and contracts that utilize and leverage the expertise and capacity the two
organizations have in child welfare. The investment is accounted for using the equity method. At year end,
$21,742 was due from Right Turn, LLC. Total program service revenue received from Right Turn, LLC was
$529,819.

5. Beneficial Interest in Perpetual Trust

The Society is a beneficiary under a perpetual trust. In accordance with generally accepted accounting
principles, the current fair value of the beneficial interest in the perpetual trust is recognized as an asset in the
accompanying consolidated financial statements.

The Society's beneficial interest in the perpetual trust is valued at the estimated current fair value of the
underlying assets, $2,370,044 at June 30, 2018.

During the year ended June 30, 2018, the beneficial interest increased by $78,427. The Society received
distributions from the perpetual trust of $23,000 during the year ended June 30, 2018 which is included in net
assets released from restrictions in the consolidated statement of activities.

10 Continued



NEBRASKA CHILDREN’S HOME SOCIETY AND
NEBRASKA CHILDREN’S HOME SOCIETY FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

JUNE 30, 2018

6. Retirement Plan

The Organization sponsors a defined contribution retirement savings plan. The plan permits employee salary
deferrals and is available to all employees that complete one year of service and attain age 21. Employer

contributions are required to be a minimum of 3% of compensation.

The Organization’s contributions to the plan for the year ended June 30, 2018 were $184,829.

7. Annuities Payable

The Foundation has annuities payable resulting from gifts donated with the condition of making payments to the
donor or their beneficiary over their lifetime. The annuities payable are developed based upon IRS mortality
tables and have been discounted and are recorded at present value using an interest rate of 4%. The present
value of the annuities payable at June 30, 2018 is $72,918. The current maturities of the principal portion of the

annuities payable for the next five years are as follows:

Year ended June 30

2019 $ 5,216
2020 4,130
2021 5,302
2022 4,899
2023 4,169
Thereafter 49,202
Total $ 72,918

8. Line of Credit

The Organization maintains an unsecured $100,000 line of credit which matures in November 2018. The
interest rate in effect at June 30, 2018 was 5.00%. As of June 30, 2018, the Organization had not borrowed

against the line of credit.

9. Temporarily Restricted Net Assets

Temporarily restricted net assets are available for the following purposes at June 30, 2018:

Adoption University $ 9,939
Children & Family Center 18,000
Children & Family Center — Clinical Services 5,878
Children & Family Center — Diapers 10,000
Children & Family Center — Fatherhood 24,580
Early Childhood Education 14,682
Nature Explore 4,722
Pathways 2,650
Positive Futures 20,025
Teen Chat 1,607
Miscellaneous 320

Undistributed earnings on beneficial interest
in perpetual trust 1,957,369
$ 2069772

11
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NEBRASKA CHILDREN’S HOME SOCIETY AND
NEBRASKA CHILDREN’S HOME SOCIETY FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

JUNE 30, 2018

9.

10.

11.

Temporarily Restricted Net Assets - Continued

Net assets were released from restrictions during the year ended June 30, 2018 by incurring expenses satisfying
the purpose or time restrictions specified by the donors as follows:

Distribution from beneficial interest in perpetual trust $ 23,000
Miscellaneous other restrictions 7,099
S$ 30099

Permanently Restricted Net Assets

Permanently restricted net assets require resources to be maintained permanently, but permit the use of the
income derived from the assets for the general operations of the Organization. Permanently restricted net assets
are available for the following purposes at June 30, 2018:

Operations $ 655,366
Post Adoption 79,420
Children & Family Center 36,290

$ 771,076

Fair Value Measurements

Accounting Standards Codification 820 provides the framework for measuring fair value. That framework
provides a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities (level 1 measurements) and the lowest priority to unobservable inputs (level 3 measurements). The
three levels of the fair value hierarchy under FASB ASC 820 are described below:

Level 1:

Level 2:

Level 3:

Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities
in active markets that the Agency has the ability to access.

Inputs to the valuation methodology include:

= Quoted prices for similar assets or liabilities in active markets;

= Quoted prices for identical or similar assets or liabilities in inactive markets;

= Inputs other than quoted prices that are observable for the asset or liability;

= Inputs that are derived principally from or corroborated by observable market data by correlation
or other means.

If the asset or liability has a specific (contractual) term, the Level 2 input must be observable for
substantially the full term of the asset or liability.

Inputs to the valuation methodology are unobservable and significant to the fair value
measurement

The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on the lowest
level of any input that is significant to the fair value measurement. Valuation techniques used need to maximize
the use of observable inputs and minimize the use of unobservable inputs.

12 Continued



NEBRASKA CHILDREN’S HOME SOCIETY AND
NEBRASKA CHILDREN’S HOME SOCIETY FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

JUNE 30, 2018

11. Fair Value Measurements - Continued

Following is a description of the valuation methodology used for Level 3 assets measured at fair value. There
have been no changes in the methodology used at June 30, 2018.

The beneficial interest in perpetual trust is valued based on assumptions about the present value of
distributions to be received from the trust, which generally include the current market value of the
underlying assets.

The following table sets forth by level, within the fair value hierarchy, the Organization’s assets measured at
fair value on a recurring basis as of June 30, 2018:

Assets at Fair Value as of June 30, 2018

Level 1 Level 2 Level 3 Total
Marketable securities
US government money market fund $ 934,341 - - 934,341
Fixed income securities
US government securities 4,936,659 -- -- 4,936,659
Municipal bonds 718,699 - - 718,699
Corporate bonds 6,800,167 -- -- 6,800,167
Corporate stocks 3,958,313 -- -- 3,958,313
Mutual funds
Mid cap 1,770,065 -- -- 1,770,065
Large cap 12,092,055 -- -- 12,092,055
International 4,851,828 -- -- 4,851,828
Fixed income 313,389 -- -- 313,389
Multi-strategy 669,818 -- -- 669,818
Total marketable securities 37,045,334 -- -- 37,045,334
Beneficial interest in perpetual trust -- -- 2,370,044 2,370,044
Total assets at fair value $ 37,045,334 -- 2,370,044 39,415,378

Changes in Level 3 assets for the year ended June 30, 2018 follows:

Beneficial interest
in perpetual trust

Balance at June 30, 2017 $ 2,314,617
Unrealized gain 78,427
Withdrawals (23,000)
Balance at June 30, 2018 $ 2,370,044

12. Endowment

The Organization holds endowment funds for support of its programs. As required by accounting principles
generally accepted in the United States of America, net assets and the changes therein associated with
endowment funds, including funds designated by the Board of Directors to function as endowments, are
classified and reported based on the existence or absence of donor-imposed restrictions.

13 Continued



NEBRASKA CHILDREN’S HOME SOCIETY AND
NEBRASKA CHILDREN’S HOME SOCIETY FOUNDATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

JUNE 30, 2018

12. Endowment - Continued

Management of the Organization has interpreted the Nebraska Uniform Prudent Management of Institutional
Funds Act (NUPMIFA) as requiring the preservation of the whole dollar value of the original gift as of the gift
date of donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result of this
interpretation, the Organization classifies as permanently restricted net assets (a) the original value of gifts
donated to the permanent endowment, (b) the original value of subsequent gifts to the permanent endowment,
and (c) accumulations to the permanent endowment made in accordance with the direction of the applicable
donor gift instrument at the time the accumulation is added to the fund. Absent any donor-imposed restrictions,
interest, dividends and net appreciation of donor-restricted endowment funds are classified as temporarily
restricted net assets until those amounts are appropriated for expenditure by the Organization in a manner
consistent with the standard of prudence prescribed by NUPMIFA.

In accordance with NUPMIFA, the Organization considers the following factors in making a determination to
appropriate or accumulate donor-restricted endowment funds:

. The duration and preservation of the endowment fund,

. The purposes of the Organization and the endowment fund,

. General economic conditions,

. The possible effect of inflation or deflation,

. The expected total return from income and the appreciation of investments,
. Other resources of the Organization,

. The investment policy of the Organization.

~NOoO O R~ WN

The composition of endowment net assets by type of fund is as follows at June 30, 2018:

Unrestricted Temporarily Permanently

Board-Designated _ Restricted Restricted Total

Donor-restricted endowment funds $ -- -- 358,401 358,401
Board-designated endowment funds 36,686,933 -- -- 36,686,933
Total $ 36,686,933 -- 358,401 37,045,334

Changes in the endowment net assets for the year ended June 30, 2018 were as follows:

Unrestricted Temporarily Permanently

Board-Designated _ Restricted Restricted Total
Balance, beginning of year $ 35,991,073 -- 358,401 36,349,474
Investment income, net 728,595 -- -- 728,595
Realized and unrealized gains 1,905,637 - - 1,905,637
Additions to endowment 308,997 -- -- 308,997
Appropriations of endowment assets (2,247,369) -- -- (2,247,369)
Balance, end of year $ 36,686,933 -- 358,401 37,045,334

The Organization has operated in a manner that attempts to provide a predictable stream of funding to programs
supported by its endowment while complying with all donor-imposed restrictions. The Organization's objective
is preservation of capital with a secondary objective to obtain the best possible total returns. Investments will be
properly diversified to minimize the risk of large losses.

14 Continued
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JUNE 30, 2018

12.

13.

Endowment - Continued

To satisfy its objectives, the Organization will invest 35% to 50% of its assets in cash and fixed income, 45% to
65% in equities, and 0% to 5% in alternative investments. The equities will be allocated as follows: Large Cap -
40% to 70%, Small/Mid Cap - 15% to 35%, International - 10% to 25%.

The Organization can annually receive up to 6% of a rolling twelve previous quarter average of the endowment
to support annual spending. Amounts greater than 6% require consent from the Foundation's Board of Directors.
The rate of spending is designed to minimize the need to invade the principal value of the endowment.

Leases

Various facilities and equipment used by the Organization are leased under non-cancelable arrangements. In
addition, the Organization leases various facilities under month to month arrangements. The Organization
expects to continue use of these or similar facilities in the foreseeable future at similar cost. Occupancy costs
include rent of $188,000 in 2018. Minimum lease payments under the non-cancelable arrangements are below.

2019 $ 203,192
2020 67,943
$ 271,135

15



NEBRASKA CHILDREN'S HOME SOCIETY AND

NEBRASKA CHILDREN'S HOME SOCIETY FOUNDATION

CONSOLIDATING SCHEDULE OF FINANCIAL POSITION

JUNE 30, 2018

Nebraska
Nebraska Children's
Children's Home Society
Home Society Foundation Totals

ASSETS
Current assets
Cash $ 58,641 5,632 64,273
Accrued interest receivable - 92,705 92,705
Accounts receivable 567,075 - 567,075
Promises to give 97,044 - 97,044
Investments, at fair value - 37,045,334 37,045,334
Prepaid expenses 90,854 - 90,854
Total current assets 813,614 37,143,671 37,957,285
Land, buildings and equipment

Land 495,458 - 495,458

Building and building improvements 4,138,911 - 4,138,911

Furniture and equipment 795,374 - 795,374

Automobiles - - -

5,429,743

Less accumulated depreciation 2,522,818 - 2,522,818
Net land, buildings, and equipment 2,906,925 - 2,906,925
Other assets
Investment in Right Turn, LLC 325,433 - 325,433
Beneficial interest in perpetual trust 2,370,044 - 2,370,044
Total other assets 2,695,477 - 2,695,477
TOTAL ASSETS $ 6,416,016 37,143,671 43,559,687
LIABILITIES AND NET ASSETS
Current liabilities
Accounts payable $ 542,871 2,262 545,133
Annuities payable - 5,216 5,216
Total current liabilities 542,871 7,478 550,349
Annuity payable, net of current portion - 67,702 67,702
Net assets
Unrestricted - undesignated 3,390,698 - 3,390,698
Unrestricted - board-designated - 36,710,090 36,710,090
Temporarily restricted 2,069,772 - 2,069,772
Permanently restricted 412,675 358,401 771,076
Total net assets 5,873,145 37,068,491 42,941,636
TOTAL LIABILITIES AND NET ASSETS $ 6,416,016 37,143,671 43,559,687

See accompanying notes to financial statements.
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NEBRASKA CHILDREN'S HOME SOCIETY AND
NEBRASKA CHILDREN'S HOME SOCIETY FOUNDATION

CONSOLIDATING SCHEDULE OF ACTIVITIES

YEAR ENDED JUNE 30, 2018

Nebraska Children's Home Society Nebraska Children's Home Society Foundation
Temporarily Permanently Temporarily Permanently

Unrestricted restricted restricted Total Unrestricted restricted restricted Total Eliminations Consolidated
Revenues, gains, and other support
Contributions and grants $ 3,865,393 71,131 - 3,936,524 - -- - - (2,157,160) 1,779,364
Bequests 223,157 -- -- 223,157 -- - -- - -- 223,157
Program service revenue 3,840,848 -- -- 3,840,848 -- - -- - -- 3,840,848
Transfer from society -- - -- -- 246,157 -- -- 246,157 (246,157) --
Investment income -- -- -- - 728,595 - -- 728,595 -- 728,595
Net realized and unrealized gains -- - -- -- 1,905,637 -- -- 1,905,637 -- 1,905,637
Change in value of beneficial interest in perpetual trust -- 78,427 -- 78,427 -- -- -- -- -- 78,427
Other income 28,917 -- -- 28,917 -- - -- - (24,579) 4,338
Net assets released from restrictions 30,999 (30,999) -- -- -- -- -- -- -- --
Total revenues, gains and other support 7,989,314 118,559 -- 8,107,873 2,880,389 - -- 2,880,389 (2,427,896) 8,560,366
Expenses
Transfer to Foundation 246,157 -- -- 246,157 -- - -- - (246,157) -
Foundation grants -- -- -- - 2,157,160 - -- 2,157,160 (2,157,160) -
Program services 6,227,759 - - 6,227,759 - -- - -- - 6,227,759
Supporting services 1,726,128 - - 1,726,128 29,521 -- - 29,521 (24,579) 1,731,070
Total expenses and losses 8,200,044 - - 8,200,044 2,186,681 - - 2,186,681 (2,427,896) 7,958,829
INCREASE (DECREASE) IN NET ASSETS (210,730) 118,559 - (92,171) 693,708 - - 693,708 - 601,537
Net assets at beginning of year, as restated 3,601,428 1,951,213 412,675 5,965,316 36,016,382 -- 358,401 36,374,783 -- 42,340,099
NET ASSETS AT END OF YEAR $ 3,390,698 2,069,772 412,675 5,873,145 36,710,090 - 358,401 37,068,491 -- 42,941,636

See accompanying notes to financial statements. 17





