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Independent Auditors’ Report

Management and the Board of Directors
Spaulding for Children
Southfield, Michigan

Opinion

We have audited the accompanying financial statements of Spaulding for Children, which comprise the
statement of financial position as of September 30, 2022, and the related statements of activities, functional
expenses, and cash flows for the year then ended, and the related notes to the financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Spaulding for Children as of September 30, 2022, and the changes in its net assets and its cash flows
for the year then ended in accordance with accounting principles generally accepted in the United States of
America.

Basis for Opinion

We conducted our audit 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. Our responsibilities under those standards are further described
in the Auditors’ Responsibilities for the Audit of the Financial Statements section of our report. We are required
to be independent of Spaulding for Children and to meet our other ethical responsibilities, in accordance with the
relevant ethical requirements relating to our audit. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about Spaulding for Children’s ability to continue
as a going concern within one year after the date that the financial statements are available to be issued.

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a
guarantee that an audit conducted in accordance with generally accepted auditing standards and Government
Auditing Standards will always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements, including
omissions, are considered material if there is a substantial likelihood that, individually or in the aggregate, they
would influence the judgment made by a reasonable user based on the financial statements.



In performing an audit in accordance with generally accepted auditing standards and Government Auditing
Standards, we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

o |dentify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.

¢ Obtain an understanding of internal control relevant to the audit 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 Spaulding for Children’s internal control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the financial
statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregated, that
raise substantial doubt about Spaulding for Children’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters that
we identified during the audit.

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
Schedules of Adoption and Foster Care Expenses are presented for purposes of additional analysis and are not
a required part of the 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 financial statements.
The information has been subjected to the auditing procedures applied in the audit of the financial statements
and certain additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the 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 financial
statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 19, 2023 on
our consideration of Spaulding for Children’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is solely to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of Spaulding for
Children’s internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Spaulding for Children’s internal
control over financial reporting and compliance.

Jjw #j.ua P.c.

Auburn Hills, Michigan
January 19, 2023
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Spaulding for Children

Statement of Financial Position

September 30, 2022

Assets
Current assets
Cash and cash equivalents 1,251,630
Certificates of deposit 499,000
Accounts receivable 1,901,803
Prepaid expenses 34,336
Total current assets 3,686,769
Property and equipment, net 17,896
Other Assets
Certificates of deposit 100,000
Donated property 138,000
Funds held for investment 3,152,677
Total other assets 3,390,677
Restricted Assets
Investment of endowed funds 399,029
Beneficial interests in trusts 129,000
Total restricted assets 528,029
Total assets 7,623,371
Liabilities and net assets
Current liabilities
Accounts payable 1,006,630
Accrued expenses 394,080
Other liabilities 35,380
Total current liabilities 1,436,090
Net assets
Without donor restrictions 5,620,823
With donor restrictions 566,458
Total net assets 6,187,281
Total liabilities and net assets $ 7,623,371

See Accompanying Notes to the Financial Statements
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Spaulding for Children
Statement of Activities

For the Year Ended September 30, 2022

Revenue, support and gains
Foundation grants
Contributions
Contributions of nonfinancial assets
Event revenue
Child and family services
Foster parent pass through
Government contracts
Adoption Opportunities program
Other contract revenues and grants
Beneficial interest in remainder trust
Investment loss
Other
Net assets released from restrictions

Total revenue, support and gains

Expenses
Program services
Child and family services
Other
Foster parent payments
Academy/ Spaulding Institute
Supporting services
Management and general
Community relations and development
Other fundraising costs

Total expenses

Change in net assets

Net assets - beginning of year

Net assets - end of year

Without Donor With Donor
Restrictions Restrictions Total

$ 212,165 $ 40,412 252,577
18,942 - 18,942

35,247 - 35,247

52,018 - 52,018
2,201,626 - 2,201,626
1,233,419 - 1,233,419
5,703,504 - 5,703,504
149,800 - 149,800

- 10,925 10,925
(774,748) (88,111) (862,859)
158,995 - 158,995
63,294 (63,294) -
9,054,262 (100,068) 8,954,194
1,923,049 - 1,923,049
1,254,349 - 1,254,349
5,113,854 - 5,113,854
1,121,693 - 1,121,693
94,013 - 94,013

1,520 - 1,520
9,508,478 - 9,508,478
(454,216) (100,068) (554,284)
6,075,039 666,526 6,741,565

$ 5,620,823 $ 566,458 6,187,281

See Accompanying Notes to the Financial Statements
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Spaulding for Children
Statement of Functional Expenses

For the Year Ended September 30, 2022

Salaries and related costs
Salaries
Employee benefits
Payroll taxes

Total salaries and related costs

Professional fees
Consultant fees

Partner agencies - pass-through

Computer network
Conference training
Office supplies

Program meeting costs
Equipment rental
Telephone

Postage and shipping
Occupancy

Printing and publications
Advertising

Local transportation costs
Travel

Subscriptions

Family and client assistance
Foster parent payments
Insurance

Membership
Fundraising costs

Board expense
Employee relations
Miscellaneous expense

Depreciation

Total expenses

Child and Academy/ Community
Family Spaulding Management Relations and
Services Institute and General Development Total

$ 1,256,185 $ 898,601 $ 699,072 $ 44,386 $ 2,898,244
243,366 184,364 103,282 16,551 547,563
99,840 72,516 48,676 3,401 224,433
1,599,391 1,155,481 851,030 64,338 3,670,240
16,391 18,424 1,376 400 36,591
977 1,542,105 127,516 1,350 1,671,948
- 1,969,132 - - 1,969,132
16,765 35,444 3,863 1,008 57,080
2,055 150 3,090 - 5,295
2,364 1,872 1,185 316 5,737
11,377 140,951 3,611 16,876 172,815
13,670 4,432 8,630 470 27,202
20,093 12,910 6,859 628 40,490
2,228 8,169 793 614 11,804
125,130 75,750 55,084 4,142 260,106
148 526 55 5 734
4,402 - - 2,355 6,757
26,688 445 820 367 28,320
1,571 134,026 3,592 - 139,189
- 1,522 - - 1,522
6,499 - - - 6,499
1,254,349 - - - 1,254,349
21,791 9,035 13,051 483 44,360
3,179 1,606 23,736 83 28,604
33,727 - - 1,520 35,247
- - - 25 25
- - 2,620 150 2,770
9,622 184 13,567 403 23,776
4,981 1,690 1,215 - 7,886
$ 3,177,398 $ 5113854 $ 1,121,693 $ 95,533 $ 9,508,478

See Accompanying Notes to the Financial Statements

5



Spaulding for Children
Statement of Cash Flows
For the Year Ended September 30, 2022

Cash flows from operating activities
Change in net assets

Adjustment to reconcile change in net assets to cash from operating activities

Loss on investment

Depreciation

Gain on beneficial interest in trusts
Changes in operating assets and liabilities:

Accounts receivable

Prepaid expenses

Accounts payable

Accrued expenses

Other liabilities

Net cash provided by operating activities

Cash flows from investing activities
Proceeds from beneficial interest in trust
Proceeds from sale of investments
Purchases of investments

Redemption of certificates of deposit

Net cash used by investing activities

Net change in cash and cash equivalents

Cash and cash equivalents - beginning of year

Cash and cash equivalents - end of year

See Accompanying Notes to the Financial Statements
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$

(554,284)

1,055,858
7,886
(10,925)

(832,283)
(865)
624,912
(32,782)
(85,702)

171,815

8,925
782,587
(969,271)
(299,000)

(476,759)

(304,944)

1,556,574

$

1,251,630




Spaulding for Children
Notes to the Financial Statements
September 30, 2022

Note 1 - Organization and Summary of Significant Accounting Policies

Nature of Organization

Spaulding for Children (the Agency) is a nonprofit organization established to place children in permanent homes
in Michigan with a focus on youth that are not well served by other agencies. In addition, the Agency also
develops and administers training programs to demonstrate, teach, and advocate innovative approaches to child
placement on national, state and local levels. The Agency is comprised of two service divisions: Child and Family
Services, and Spaulding Academy and Institute.

Basis of Presentation
Net assets, revenues, gains, and losses are classified based on the existence or absence of donor or grantor-
imposed restrictions. Accordingly, net assets and changes therein are classified and reported as follows:

Net assets without donor restrictions — Net assets available for use in general operations and not subject to
donor (or certain grantor) restrictions.

Net assets with donor restrictions — Net assets subject to donor- (or certain grantor-) imposed restrictions. Some
donor-imposed restrictions are temporary in nature, such as those that will be met by the passage of time or
other events specified by the donor. Other donor-imposed restrictions are perpetual in nature, where the donor
stipulates that resources be maintained in perpetuity.

We report contributions restricted by donors as increases in net assets without donor restrictions if the restrictions
expire (that is, when a stipulated time restriction ends or purpose restriction is accomplished) in the reporting
period in which the revenue is recognized. All other donor-restricted contributions are reported as increases in
net assets with donor restrictions, depending on the nature of the restrictions. When a restriction expires, net
assets with donor restrictions are reclassified to net assets without donor restrictions and reported in the
statements of activities as net assets released from restrictions.

Cash and Cash Equivalent
The Agency considers only cash in checking and savings accounts to be cash equivalents, for purposes of the
statement of cash flows and the statement of financial position.

Certificates of Deposit

The Agency invests in bank certificates of deposit that mature at various dates through October 2023. The
certificates are recorded using purchase price and that approximates fair value. For determination purposes, the
Agency utilizes Level 2 inputs to assess the fair value of certificates of deposit.

Accounts Receivable

Accounts receivable consist primarily of amounts due from government agencies. Accounts receivable, other
than unconditional promises to give, consist of amounts management expects to collect from outstanding
balances. The Agency has determined that at September 30, 2022, a reserve for uncollected amounts is not
deemed necessary. This determination was based on a specific assessment of all amounts that remain unpaid
following normal payment periods and historical loss experience.

Property and Equipment

The Agency capitalizes all property and equipment expenditures with a cost of $5,000 or more if the item
purchased has an estimated useful life greater than one year. Property and equipment are recorded at cost or,
in the case of donated items, at fair value as of the date received. Expenditures for major additions and
improvements to property and equipment are capitalized and minor replacements, maintenance and repairs are
charged to expense, when incurred.



Spaulding for Children
Notes to the Financial Statements
September 30, 2022

When property and equipment are retired or otherwise disposed of, the cost and accumulated depreciation are
removed from the accounts and any resulting gain or loss is included in the statement of activates for the
respective period.

Property and equipment consist predominantly of office equipment. Depreciation is computed using the straight-
line method over the estimated lives of the related assets with consideration given to salvage value if applicable.
The estimated useful lives of property and equipment held by the Agency ranged from three to five years.
Accumulated depreciation totaled $182,176 at September 30, 2022.

Property and equipment are reviewed on an ongoing basis for impairment based on a comparison of current
carrying value against undiscounted future cash flow. If impairment is identified, the impaired asset’s value is
adjusted to fair value. There were no such adjustments during the year ended September 30, 2022.

Investments

In accordance with professional standards, investments in debt and equity securities are presented at fair value
on recurring basis and are all classified as Level 1, 2 or 3 investments based upon how the underlying securities
are valued. The net realized and unrealized gain or loss on marketable securities are reflected in the statement
of activities as a component of investment income.

Restricted Assets

The Agency recognizes endowment funds to be maintained in perpetuity and its beneficial interest in a remainder
trust as restricted assets. The endowment funds are deposited in separate investment accounts. The Agency’s
ability to use these funds are limited by the respective donors.

Revenue and Revenue Recognition

Revenue is recognized when earned. Contributions are recognized when cash, securities or other assets, an
unconditional promise to give, or notification of a beneficial interest is received. Conditional promises to give are
not recognized until the conditions on which they depend have been substantially met.

In general, the Agency’s revenue is generated from contribution revenue streams. There are times when
immaterial amounts of exchange revenue are generated, such as for special events and curriculum sales. In
such cases, fees are deferred to the applicable period in which the event is held and/or related performance
obligations are met.

Donated Services and Goods

The Agency from time to time receives in-kind donations of services and goods. In-kind contributions of property,
that are material in amount and meet the other requirements of professional standards, are recorded as revenue
in the period received for an amount that approximates the fair value of the property or supplies received.

In-kind contributions of services are recognized as contribution revenue in the period such services were
rendered if either the services create or enhance a nonfinancial asset or require specialized skills, are provided
by entities or persons possessing those skills, and would need to be purchased if they were not donated. In-kind
services that meet the preceding conditions are recorded in the financial statements at fair value. In-kind services
received by the Agency that do not meet the preceding conditions are not recognized as contribution revenue in
the financial statements.

Advertising
The costs incurred for advertising and community development are expended at the time the promotional activity
is first publicized. During the year ended September 30, 2022, advertising and community development expense
were $6,757.



Spaulding for Children
Notes to the Financial Statements
September 30, 2022

Income Taxes

The Agency is qualified as a tax-exempt organization under Section 501(c)(3) of the Internal Revenue Code,
and is classified as an organization other than a private foundation, as described in Section 509(a). The Agency
files information returns in the U.S. Federal and Michigan jurisdiction. The statute of limitations is generally three
years for federal returns and four years for Michigan returns.

Functional Expenses

The costs of program and supporting services activities have been summarized on a functional basis in the
statements of activities. The statements of functional expenses present the natural classification detail of
expenses by function. Accordingly, certain costs have been allocated among the programs and supporting
services benefited. Those expenses include salaries and benefits, depreciation, and occupancy related costs.

Directly identifiable expenses are charged to programs and supporting services. Expenses related to more than
one function are charged to programs and supporting services on the basis of time and expense analysis.
Management and general expenses include those expenses that are not directly identifiable with any other
specific function but provide for the overall support of the Agency.

Risks and Uncertainties

The Agency invests in various investment securities. Investment securities are exposed to various risks such as
interest rate, market, and credit risks. Due to the level of risk associated with certain investment securities, it is
at least reasonably possible that changes in the values of investment securities will occur in the near term and
that such changes could materially affect the amounts reported on the balance sheet.

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 certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.

Subsequent Events
The Agency has evaluated events and transactions that occurred through January 19, 2023, which is the date
the financial statements were available for issue.

Adoption of New Accounting Pronouncement

In September 2020, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) 2020-07, Not-for Profit Entities (Topic 958): Presentation and Disclosures by Not-for-Profit Entities for
Contributed Nonfinancial Assets. The update is intended to improve transparency in the reporting of contributed
nonfinancial assets, also known as gifts-in-kind, for nonprofit organizations. The ASU requires nonprofit
organizations to present contributed nonfinancial assets as a separate line item in the statement of activities,
apart from contributions of cash or other financial assets. It also requires footnote disclosures related to the
nonfinancial assets. Net assets did not change as a result of adoption of the new standard.

Upcoming Accounting Pronouncements

In February 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) 2016-02, Leases (Topic 842). The update increases the transparency and comparability among
organizations by recognizing lease assets and lease liabilities on the balance sheet and disclosing essential
information about leasing transactions. Implementation of this standard has been delayed and will be adopted
by the Organization for the year ended September 30, 2023. The new lease standard is expected to have a
significant effect on the Agency's financial statements as a result of the Agency's operating leases, as disclosed
in Note 11, that will be reported on the statement of financial position at adoption. Upon adoption, the Agency
will recognize a lease liability and corresponding right-to-use asset based on the present value of the minimum
lease payments. The effects on the changes in net assets are not expected to be significant, as recognition and
measurement of expenses and cash flows for leases will be substantially the same under the new standard.

9



Spaulding for Children
Notes to the Financial Statements
September 30, 2022

Note 2 - Liquidity and Availability

Financial assets available for general expenditure, that is, without donor or other restrictions limiting their use,
within one year of the statement of financial position date, comprise the following at September 30, 2022:

Cash and cash equivalents $ 1,251,630
Certificates of deposit 499,000
Accounts receivable 1,901,803

Financial assets at year end 3,652,433

Less those unavailable for general expenditure within one year:
Restricted by donor with purpose restrictions (52,374)

Financial assets available to meet cash needs for general
expenditures within one year $ 3,600,059

The Agency manages its liquid resources by preparing very detailed budgets and is active in monitoring costs to
ensure the Agency has adequate revenues to cover the programs that are being conducted. The Agency also
invests excess cash in investments that maximize earnings potential balanced with the amount of risk the Agency
has decided can be tolerated. The Agency’s investment policy is designed to ensure adequate financial assets
are available to meet general expenditures, liabilities, and other obligations as they become due. The Agency
maintains easily liquidated investments in the long-term portfolio that can be used to meet its financial obligations.

Note 3 - Investments and Fair Value

The Agency has determined the fair value of certain assets and liabilities through the application of US GAAP.
US GAAP establishes 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 measurements involving significant and
unobservable inputs (Level 3 measurements).

In general, fair values determined by Level 1 inputs use quoted prices in active markets for identical assets or
liabilities that the Agency has the ability to access.

Fair values determined by Level 2 inputs use other inputs that are observable, either directly or indirectly. These
Level 2 inputs include quoted prices for similar assets and liabilities in active markets, and other inputs such as
interest rates and yield curves that are observable at commonly quoted intervals.

Level 3 inputs are unobservable inputs, including inputs that are available in situations where there is little, if
any, market activity for the related asset or liability.

In instances where inputs used to measure fair value fall into different levels in the above fair value hierarchy,
fair value measurements in the entirety are categorized based on the lowest level input that is significant to the
valuation. The Agency’s assessment of the significance of particular inputs to these fair value measurements
requires judgment and considers factors specific to each asset or liability.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that
is significant to the fair value measurement.

10



Spaulding for Children
Notes to the Financial Statements
September 30, 2022

The following table presents financial instruments that are measured at fair value on a recurring basis as of
September 30, 2022.

Quoted Prices in  Significant Other Unobservable

Active Markets  Observable Inputs Inputs
Balance (Level 1) (Level 2) (Level 3)

Money market funds $ 193,071 $ 193,071 $ - $ -
Fixed income 1,100,485 501,485 599,000 -
Equity securities 2,857,150 2,857,150 - -
Beneficial interest in

remainder trust 129,000 - - 129,000
Total assets at fair value  $ 4,279,706 $ 3,551,706  $ 599,000 $ 129,000

Investment advisory fees for the year ended September 30, 2022 totaled $42,665. Net realized gains from
investment accounts for the year ended September 30, 2022 totaled $184,368. The change in unrealized gains
with investment accounts for the year ended September 30, 2022 totaled $(1,240,226). Interest and dividend
income totaled $232,031.

For further discussions of the fair value measurements for the beneficial interest in remainder trust, refer to Note
5 to the financial statements.

Note 4 - Endowments

The Agency’s endowments consist of donor-restricted endowment funds and is classified based on those donor-
imposed restrictions.

Interpretation of Relevant Law

The board of directors of the Agency has interpreted the Uniform Prudent Management of Institutional Funds
Act (UPMIFA) as requiring the preservation of the fair value of the original gift as of the date of the donor-
restricted endowment funds, unless there are explicit donor stipulations to the contrary. At September 30, 2022,
there were no such donor stipulations. As a result of this interpretation, the Agency retains in perpetuity (a) the
original value of initial and subsequent gift amounts donated to the Endowment and (b) any accumulations to
the endowment made in accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added. Donor-restricted amounts not retained in perpetuity are subject to appropriation for
expenditure in a manner consistent with the standard of prudence prescribed by UPMIFA. The Agency considers
the following factors in making a determination to appropriate or accumulate donor-restricted endowment funds:
(1) The duration and preservation of the fund; (2) The purposes of the organization and the donor-restricted
endowment fund; (3) General economic conditions ; (4) The possible effect of inflation and deflation; (5) The
expected total return from income and the appreciation of investments; (6) Other resources of the organization;
and (7) The investment policies of the organization.

11



Spaulding for Children
Notes to the Financial Statements
September 30, 2022

The endowment net asset composition by type of fund as of September 30, 2022 is as follows:

Without
Donor With Donor
Restrictions Restrictions Total

Original donor restricted amounts to be
maintained in perpetuity:

Lucci Educational Endowment $ - 3 163,389 $ 163,389

Hearst Endowment Fund - 200,000 200,000
Accumulated investment gains (loss):

Lucci Educational Endowment - 35,640 35,640

Hearst Endowment Fund - (13,945) (13,945)
Total endowment funds $ - 3 385,084 $ 385,084

Return Objectives and Risk parameters

The Agency has adopted an investment policy for donor-restricted endowment assets to achieve a consistent
total rate of return (income and reinvested funds) within reasonable and prudent levels of risk that will generate
a sufficient income stream while preserving and enhancing the original principal of funds invested.

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives of the donor-restricted endowment, the Agency maintains a well-
diversified asset mix, which includes equity and debt securities, that is intended to result in a consistent inflation-
protected rate of return that has sufficient liquidity to annually generate distributions that can eventually be
released from restriction. Investment risk is measured in terms of the total endowment fund; investment assets
and allocation between asset classes and strategies are managed to not expose the fund to unacceptable levels
of risk.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The investment held for donor-restricted endowments have a spending policy of utilizing all of the net investment
income for either unrestricted or temporarily restricted purposes, as the cash flows and other financial
requirements dictate.

From time to time, certain donor-restricted endowment funds may have fair values less than the amount required
to be maintained by donors or by law (underwater endowments). We have interpreted UPMIFA to permit
spending from underwater endowments in accordance with prudent measures required under law. At September
30, 2022, the William Randolph Hearst Endowment Fund with original gift values of $200,000, fair values of
$186,055 and deficiencies of $13,945 were reported in net assets with donor restrictions. During the year, the
Organization did not appropriate any funds from the underwater endowments.

The endowment funds previously discussed in general terms consist of the following specific fund:

Michael Lucci Education Endowment Fund

This fund was established by the Friends of Mike Lucci to honor him on the occasion of his 25th Annual Golf
Tournament benefiting Spaulding for Children. The original contributions to this fund, $163,389, are to remain in
perpetuity. Current income and capital appreciation are to be used to award scholarships to children served by
the Agency.

12



Spaulding for Children
Notes to the Financial Statements
September 30, 2022

William Randolph Hearst Endowment Fund

The original contribution to this endowment fund, $200,000, remains restricted in perpetuity but all current income
and capital appreciation is to be used to provide additional resources to existing agency programs. Therefore,
each year any increases in the investment fund associated with these endowed net assets are reclassified to
without donor restrictions.

Changes in endowment net assets for the year ended September 30, 2022 are as follows:

Lucci Hearst
Educational Endowment
Endowment Fund Total
Beginning of year $ 264,269 $ 241,495 § 505,764
Investment income (loss) (65,240) (55,440) (120,680)
End of year $ 199,029 $ 186,055 385,084

Note 5 - Beneficial Interest in Remainder Trusts

The Agency is one of several remainder beneficiaries of two charitable remainder unitrusts. Charitable remainder
trusts provide for the payment of distributions to other designated beneficiaries over the trust term. At the end of
the trust term, the remaining assets are available to the named charitable organizations for use.

On an annual basis, the Agency revalues its beneficial interest in each remainder trust. Changes to the value of
each beneficial interest are reported in the statement of activities as they occur. The present value of the
estimated future payment is calculated using a discount rate of 8% over the fixed terms of each trust. The
remaining terms of the trusts expire in three years. Changes in the value of the level 3 asset are as follows:

Beginning balance $ 127,000
Investment returns on interest in trusts 10,925
Change in value of contributions (8,925)
Ending balance $ 129,000

Note 6 - Conditional Contributions

During the fiscal year, the Organization received conditional promises to give related to state and federal grants.
Payment of the grants is contingent upon spending the funds for the designated allowable purpose, annual
reauthorizations, and various compliance requirements including 2 CFR 200. The conditional contributions
consisted of the following as of September 30, 2022:

Total Contracts / Conditional
Condition / Grant Purpose Grant Amounts Spent to Date Contributions

Adoption and foster care services $ 34,550,000 $ 21,659,121 $ 12,890,879
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Spaulding for Children
Notes to the Financial Statements
September 30, 2022

Note 7 - Net Assets with Donor Restrictions

At September 30, 2022 net assets with either time or purpose restrictions imposed by donor consist of the
following:

Subiject to expenditure for specified purpose:

Scholarship Fund $ 11,962
Subiject to passage of time:

Beneficial interests in remainder trusts - see Note 5 129,000
Subiject to time and purpose restrictions:

Wendy's Wonderful Kids Program 40,412
Endowments:

To be held in perpetuity 349,444

Subject to endowment spending policy and appropriation 35,640

Total net assets with donor restrictions $ 566,458

The Dave Thomas Foundation for Adoption provides funding for Wendy’s Wonderful Kid Program that is
restricted to cover costs of certain defined adoptions. The Scholarship Fund was established by a donor to
subsidize the cost of secondary education for children that have been served by the Agency. Similarly, income
and appreciation released from the permanently restricted Lucci Educational Endowment is also restricted for
scholarship purposes. These amounts are maintained in specified investment accounts and any related income
and capital appreciation is also restricted for the same purpose. An Agency committee awards the scholarships
from time to time. Net assets are released from donor restrictions by incurring expenses satisfying the restricted
purpose or by occurrence of the passage of time or other events specified by the donors. Amounts recognized
as released from restrictions amounted to $222,559 for the year ended September 30, 2022.

Note 8 - Van Dusen Endowment Challenge Program

The Agency is a participant in the Community Foundation of Southeastern Michigan’s (CFSEM) Van Dusen
Endowment Challenge Program. All contributions received into this endowment fund are invested and managed
by the CFSEM. The CFSEM has explicit variance power over any third-party gifts and earnings thereon. As a
result, the income and principal balance related to the third-party gift portion of the fund are not reflected in the
Agency’s financial statements unless and until distributed. The fair value of these third-party contributions held
for the benefit of the Agency, but not recorded on the statement of financial position, was approximately
$1,760,000 as of September 30, 2022. The Agency does receive grants from time to time, based on endowment
earnings each year.

Note 9 - Defined Contribution Plan

The Agency maintains a defined contribution 403(b) plan known as the 403(b) Plan for Employees of Spaulding
for Children. Under the terms of the plan the Agency is obligated to contribute 7% of eligible employee wages to
the plan. Eligible employees are employees of the Agency that have reached the age of twenty-one and have
completed six months of service. Previous employment in a non-profit, health, hospital, or social services field
within the three years of the date of employment with the Agency will qualify as service for the purpose of
eligibility. Benefits for employees are fully vested when a plan participant has completed two years of service.
Approximately 45 individuals were participants in or beneficiaries of the plan, although not all of these persons
had yet earned the right to receive benefits. Contributions for the year ending September 30, 2022, to retirement
plans were approximately $199,000.
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Spaulding for Children

Notes to the Financial Statements
September 30, 2022

Note 10 - Contributed Nonfinancial Assets

Contributed nonfinancial assets for the year ended September 30, 2022 were as follows:

Revenue Utilization in Donor
Category Recognized Programs/Activities  Restrictions Valuation Techniques and Inputs
Spaulding for Children estimated the fair
No associated value on the basis of estimates of wholesale
Child and family donor values that would be received for selling
Other supplies 9,942 services restrictions similar products in the United States.
Spaulding for Children estimated the fair
No associated value on the basis of estimates of wholesale
Holiday wishlist Child and family donor values that would be received for selling
gifts 25,305  services restrictions similar products in the United States.
No associated
Child and family donor Criteria for recording revenue are not met;
Volunteer services . services restrictions approximately 300 hours were donated
S 35,247

Note 11 - Operating Leases

The Agency has one operating lease for occupancy of its administrative offices, which became effective in
September 2019. The lease requires monthly payments of $21,635 through August 2024. The lease does not
include any renewal options. Rental expense was approximately $260,000 for the year ended September 30,
2022.

The Agency has entered into several other office equipment leases expiring through March 2024.

Approximate future minimum lease payment under these agreements are as follows, as of September 30:

Years
Ending Office Space Equipment Total
2023 $ 259,724 $ 23,427 $ 283,151
2024 238,080 21,964 260,044
2025 - 20,501 20,501
2026 - 3,417 3,417
$ 497,804 $ 69,309 $ 567,113
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Spaulding for Children
Notes to the Financial Statements
September 30, 2022

Note 12 - Concentrations and Contingencies

Bank Deposits

The Agency deposits cash balances with major banks within the State of Michigan and generally maintains
balances that exceed federally insured limits. As of September 30, 2022, $1,075,372 of cash and cash
equivalents was in excess of the amount insured by the FDIC. The Agency has not experienced any losses in
such accounts, and management believes the Agency is not exposed to any unusual credit risk on cash and
cash equivalents.

Other Concentrations
During the year ended September 30, 2022, approximately 90% of revenue was generated through grant
agreements with two funding streams: The State of Michigan and the federal government.

Grant Activities

Substantially all grants received by the Agency are subject to financial and compliance audits by the grantors or
their designated agents. Failure to comply with the terms of a grant may result in the requirements of the Agency
to repay the grantor.
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Spaulding for Children
Michigan Department of Human Services
Adoption Program Expenses
For the Year Ended September 30, 2022

Adoption
Salaries $ 170,953
Employee benefits 31,279
Payroll taxes 13,383
Total salaries and related expenses 215,615
Professional fees 925
Computer network 4,047
Office supplies 260
Program meeting costs 550
Equipment rental 1,758
Telephone 2,910
Postage and shipping 208
Occupancy 18,908
Travel and local transportation 1,733
Conference training 263
Insurance 2,871
Membership 481
Miscellaneous expense 6,707
Total expenses $ 257,236
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Spaulding for Children
Michigan Department of Human Services
Foster Care Program Expenses
For the Year Ended September 30, 2022

Foster Care

Social
Services Maintenance

Salaries $ 968,923 $ -
Employee benefits 191,298 -
Payroll taxes 77,232 -
Total salaries and related expenses 1,237,453 -
Professional fees 14,912 -
Consultant fees 977 -
Computer network 12,553 -
Office supplies 2,118 -
Program meeting costs 1,339 -
Equipment rental 11,533 -
Telephone 15,554 -
Postage and shipping 1,868 -
Occupancy 95,444 -
Advertising 2,465 -
Travel and local transportation 12,882 -
Conference training 1,792 -
Family and client assistance 6,499 -
Foster parent payments - 1,254,349
Insurance 17,286 -
Membership 2,425 -
Special events 9,488

Other project costs 33,727 -
Miscellaneous expense 2,916 -
Depreciation 4,981 -
Total expenses $ 1,488,212 $ 1,254,349
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Report on Internal Control Over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

Independent Auditors’ Report

Management and the Board of Directors
Spaulding for Children
Southfield, Michigan

We have audited, in accordance with the 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, the financial statements of Spaulding for Children , as of and for the
year ended September 30, 2022 and the related notes to the financial statements, which collectively comprise
Spaulding for Children’s basic financial statements, and have issued our report thereon dated January 19, 2023.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Spaulding for Children’s internal
control over financial reporting (internal control) as a basis for designing the audit procedures that are appropriate
in the circumstances for the purpose of expressing our opinion on the financial statements, but not for the purpose
of expressing an opinion on the effectiveness of Spaulding for Children’s internal control. Accordingly, we do not
express an opinion on the effectiveness of Spaulding for Children’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected, on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Spaulding for Children’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
financial statements. However, providing an opinion on compliance with those provisions was not an objective
of our audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances
of noncompliance or other matters that are required to be reported under Government Auditing Standards.
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Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

Bw éfjw) L.c.

Auburn Hills, Michigan
January 19, 2023
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Report on Compliance for Each Major Federal Program; Report on Internal
Control Over Compliance Required by the Uniform Guidance; and Report on
Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

Independent Auditors’ Report

Management and the Board of Directors
Spaulding for Children
Southfield, Michigan

Report on Compliance for Each Major Federal Program
Opinion on Each Major Federal Program

We have audited Spaulding for Children’s compliance with the types of compliance requirements identified as
subject to audit in the OMB Compliance Supplement that could have a direct and material effect on each of
Spaulding for Children’s major federal programs for the year ended September 30, 2022. Spaulding for
Children’s major federal programs are identified in the summary of auditors’ results section of the accompanying
schedule of findings and questioned costs.

In our opinion, Spaulding for Children’s complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on each of its major federal programs for the year
ended September 30, 2022.

Basis for Opinion on Each Major Federal Program

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America (GAAS); the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States; and the audit requirements of Title 2 U.S.
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Our responsibilities under those standards and the
Uniform Guidance are further described in the Auditors’ Responsibilities for the Audit of Compliance section of
our report.

We are required to be independent of Spaulding for Children and to meet our other ethical responsibilities, in
accordance with relevant ethical requirements relating to our audit. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion on compliance for each major federal
program. Our audit does not provide a legal determination of Spaulding for Children’s compliance with the
compliance requirements referred to above.

Responsibilities of Management for Compliance
Management is responsible for compliance with the requirements referred to above and for the design,
implementation, and maintenance of effective internal control over compliance with the requirements of laws,

statutes, regulations, rules, and provisions of contracts or agreements applicable to Spaulding for Children’s
federal programs.
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Auditors’ Responsibilities for the Audit of Compliance

Our objectives are to obtain reasonable assurance about whether material noncompliance with the compliance
requirements referred to above occurred, whether due to fraud or error, and express an opinion on Spaulding
for Children’s compliance based on our audit. Reasonable assurance is a high level of assurance but is not
absolute assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS,
Government Auditing Standards, and the Uniform Guidance will always detect material noncompliance when it
exists. The risk of not detecting material noncompliance resulting from fraud is higher than for that resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Noncompliance with the compliance requirements referred to above is considered material if
there is a substantial likelihood that, individually or in the aggregate, it would influence the judgment made by a
reasonable user of the report on compliance about Spaulding for Children’s compliance with the requirements
of each major federal program as a whole.

In performing an audit in accordance with GAAS, Government Auditing Standards, and the Uniform Guidance,
we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

¢ |dentify and assess the risks of material noncompliance, whether due to fraud or error, and design and
perform audit procedures responsive to those risks. Such procedures include examining, on a test basis,
evidence regarding Spaulding for Children’s compliance with the compliance requirements referred to
above and performing such other procedures as we considered necessary in the circumstances.

¢ Obtain an understanding of Spaulding for Children’s internal control over compliance relevant to the audit
in order to design audit procedures that are appropriate in the circumstances and to test and report on
internal control over compliance in accordance with the Uniform Guidance, but not for the purpose of
expressing an opinion on the effectiveness of Spaulding for Children’s internal control over compliance.
Accordingly, no such opinion is expressed.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and any significant deficiencies and material weaknesses in internal control
over compliance that we identified during the audit.

Report on Internal Control over Compliance

A deficiency in internal control over compliance exists when the design or operation of a control over compliance
does not allow management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, noncompliance with a type of compliance requirement of a federal program on a
timely basis. A material weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility that material
noncompliance with a type of compliance requirement of a federal program will not be prevented, or detected
and corrected, on a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the Auditors’
Responsibilities for the Audit of Compliance section above and was not designed to identify all deficiencies in
internal control over compliance that might be material weaknesses or significant deficiencies in internal control
over compliance. Given these limitations, during our audit we did not identify any deficiencies in internal control
over compliance that we consider to be material weaknesses, as defined above. However, material weaknesses
or significant deficiencies in internal control over compliance may exist that were not identified.
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Our audit was not designed for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, no such opinion is expressed.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of
internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

We have audited the financial statements of Spaulding for Children as of and for the year ended September 30,
2022, and have issued our report thereon dated January 19, 2023, which contained an unmodified opinion on
those financial statements. Our audit was conducted for the purpose of forming an opinion on the financial
statements as a whole. The accompanying schedule of expenditures of federal awards is presented for purposes
of additional analysis as required by the Uniform Guidance and is not a required part of the 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 financial statements. The information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the schedule of expenditures of federal awards is fairly stated in all material respects in relation to the
financial statements as a whole.

jw #jw] P.c.

Auburn Hills, Michigan
January 19, 2023
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Spaulding for Children
Schedule of Expenditures of Federal Awards
For the Year Ended September 30, 2022

Federal Grantor Federal Pass-Through
Pass-Through Grantor AL Contract Current Year Subrecipient
Program Title Grant Number Number Number Expenditures Expenditures
U.S. Department of Health and
Human Services
Direct awards:
Adoption Opportunities
National QIC Program 93.652 90C01122-05 $ 134,947 $ -
National Training Development 93.652 90C0O1134-05 2,241,569 712,513
HBASS Program 93.652 90C01135-01 42,294 1,273
QIC Engaging Youth 93.652 90C01142-02 2,465,052 1,009,059
Adoption Exchange Association
AdoptUSKids Program 93.652 90-CO1133-04 432,796 82,000
Total Adoption Opportunities 5,316,658 1,804,845
MaryLee Allen Promoting Safe and
Stable Families Program 93.556 90CW1148-02 386,846 54,897
Total U.S. Department of Health
and Human Services $ 5703504 § 1,859,742

See Accompanying Notes to the Schedule of Federal Awards
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Spaulding for Children
Notes to the Schedule of Expenditures of Federal Awards
September 30, 2022

Note 1 - Basis of Presentation

The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal award activity
of Spaulding for Children under programs of the federal government for the year ended September 30, 2022.
The information in this Schedule is presented in accordance with the requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Because the Schedule presents only a selected portion of the operations
of Spaulding for Children, it is not intended to and does not present the financial position, changes in net assets,
or cash flows of Spaulding for Children.

Note 2 - Summary of Significant Accounting Policies

Expenditures

Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such expenditures are
recognized following, as applicable, the cost principles contained in the Uniform Guidance where certain types
of expenditures are not allowable or are limited as to reimbursement.

Indirect Cost Rate

Spaulding for Children has elected not to use the 10 percent de minimis indirect cost rate as allowed under the
Uniform Guidance.

Note 3 - Relationship to Basic Financial Statements

The following schedule is a reconciliation between the government contract revenue reported on the statement
of activities and the schedule of federal awards:

Government contracts

Adoption Opportunities program $ 5,703,504
Other contract revenues and grants 149,800
Total government contracts per the financial statements 5,853,304
Less: non-federal government awards (149,800)
Total federal revenues per the schedule of federal awards $ 5,703,504
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Spaulding for Children
Schedule of Findings and Questioned Costs
September 30, 2022

Section | — Summary of Auditors’ Results
Financial Statements

Type of report the auditor issued on whether the financial statements were prepared in accordance with
Generally Accepted Accounting Principles: Unmodified

Internal control over financial reporting:
o Material weakness(es) identified? yes X no
o Significant deficiency(ies) identified yes X none reported

Noncompliance material to financial
statements noted? yes X __no

Federal Awards

Internal control over major federal programs:

e Material weakness(es) identified? yes X no

e Significant deficiency(ies) identified yes X none reported
Type of auditors’ report issued on compliance for major federal programs: Unmodified

Any audit findings disclosed that are

required to be reported in accordance

with 2 CFR 200.516(a)? yes X no

Identification of major federal programs:

AL Number(s) Name of Federal Program or Cluster
93.652 Adoption Opportunities

Dollar threshold used to distinguish

between type A and type B programs: $ 750,000

Auditee qualified as low-risk auditee? X yes no
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Spaulding for Children
Schedule of Findings and Questioned Costs
September 30, 2022

Section Il - Government Auditing Standards Findings

There were no findings related to the financial statements which were required to be reported in accordance with
generally accepted Government Auditing Standards for the year ended September 30, 2022.

Section lll — Federal Awards Findings

There were no findings or questioned costs for Federal Awards for the year ended September 30, 2022.
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Spaulding for Children
Summary Schedule of Prior Audit Findings
September 30, 2022

Government Auditing Standards Findings

There were no findings related to the financial statement which are required to be reported in accordance with
generally accepted Government Auditing Standards for the year ended September 30, 2021.

Federal Awards Findings

Finding 2021-001
Finding Type:
CFDA Number:
CFDA Title:

Name of Federal
Agency:

Criteria/Condition:

Current Status:

Transparency Sub-award Reporting Requirements
Compliance and significant deficiency in internal control
93.652

Adoption Opportunities

U.S. Department of Health and Human Services

The Federal Funding Accounting and Transparency Act (FFATA) requires grant and
cooperative agreement recipients to register in the Federal Funding Accountability and
Transparency Sub-award Reporting System (FSRS) and report first tier subaward data
through FSRS.

The Agency did not report required first tier subaward information in compliance with the
FFATA. Five subawards were subject to the reporting requirement for the year ended
September 30, 2021.

Immediately upon notification of the compliance requirement, management took

immediate steps to establish a process to ensure first tier subaward information is reported
in accordance with the FFATA. No similar findings were noted in the 2022 audit.
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