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1. 

 
INDEPENDENT AUDITOR’S REPORT 

 
 
 
The Board of Directors 
Center for AIDS Research, Education and Services - Sacramento  
Sacramento, California 
 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of Center for AIDS Research, Education, and 
Services – Sacramento (Cares), which comprise the statements of financial position as of December 31, 2014 
and 2013, and the related statements of activities, cash flows and functional expenses for the years then 
ended, and the related notes to the financial statements. 
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these 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 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 financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free from 
material misstatement.  
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the 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 financial 
statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 



 

 
 

 
2. 

Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Center for AIDS Research, Education, and Services – Sacramento as of December 31, 
2014 and 2013, and the changes in its net assets and its cash flows for the years then ended in conformity 
with accounting principles generally accepted in the United States of America. 
 
Other Matter  
 
Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.  
The accompanying schedule of expenditure of federal awards as required by U.S. Office of Management 
and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations is 
presented for purposes of additional analysis 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 
other 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 expenditure of federal awards is fairly 
stated, in all material respects, in relation to the financial statements as a whole. 
 
Report on Other Legal and Regulatory Requirements 
 
In accordance with Government Auditing Standards, we have also issued our report dated April 29, 2015 on 
our consideration of Cares' 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 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 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 Cares’ internal control over financial reporting and compliance. 
 
 
 
 
 
 Crowe Horwath LLP 
 
Sacramento, California 
April 29, 2015 



 

 
See accompanying notes to financial statements. 

 
3. 

CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES – SACRAMENTO 

STATEMENTS OF FINANCIAL POSITION 
December 31, 2014 and 2013 

 
 
 
       2014   2013  
ASSETS 
Current assets: 
 Cash and cash equivalents $ 4,484,487 $ 5,526,477 
 Investments (Notes 3 and 4)  18,708,804  13,470,197 
 Interest receivable   38,769  24,772 
 Contracts and grants receivable (Note 5)  506,973  532,532 
 Receivables, net   4,148,969  2,942,243 
 Inventories   771,074  419,415 
 Prepaid expenses   223,660  151,915 
  
   Total current assets  28,882,736  23,067,551 
 
Noncurrent assets:   
 Security deposit   2,793  1,930 
 Fixed assets, net (Note 6)  9,989,142  9,911,485 
  
   Total assets  $ 38,874,671 $ 32,980,966 
 
LIABILITIES AND NET ASSETS 
Current liabilities: 
 Accounts payable and accrued expenses $ 2,828,395 $ 2,532,474 
 Deferred revenue   114,464  100,481 
 Loan payable (Note 11)  180,965  48,065 
  
   Total current liabilities  3,123,824  2,681,020 
 
Noncurrent liabilities: 
 Loan payable, excluding current portion (Note 11)  2,083,235  2,880,000 
  
   Total liabilities   5,207,059  5,561,020 
 
Commitments, contingencies and concentrations (Note 7) 
 
Net assets, unrestricted   33,667,612  27,419,946 
 
   Total liabilities and net assets $ 38,874,671 $ 32,980,966 
 
 



 

 
See accompanying notes to financial statements. 

 
4. 

CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES – SACRAMENTO 

STATEMENTS OF ACTIVITIES 
For the Years Ended December 31, 2014 and 2013 

 
 
 

  2014   2013 
   
Revenue: 
 Revenue, grants and other support: 
  Contracts and other grants $ 251,446 $ 454,041 
  Grants with federal government  4,359,094  3,811,896 
  Contributions  102,909  2,175,907 
  Net ancillary outpatient revenue, net  1,879,878  1,032,632 
  Net unrealized gains on investments (Note 4)  55,386  643,775 
  Investment income (Note 4)  704,391  427,028 
  Other revenue  95,909  114,150 
   
   Total revenue, grants and other support  7,449,013  8,659,429 
 
 Pharmacy revenue, net of contractual allowance  37,232,611  34,764,300 
 Cost of goods sold  (21,720,730)  (18,693,239) 
 
   Net pharmacy revenue  15,511,881  16,071,061 
 
   Total revenue  22,960,894  24,730,490 
 
Expenses: 
 Medical  5,598,902  4,523,192 
 Pharmacy  2,614,304  2,134,382 
 Behavioral Health  2,086,673  1,941,278 
 Dental  1,003,777  946,221 
 Social services  426,714  311,693 
 Outreach  724,337  1,145,352 
 
  Total program expenses  12,454,707  11,002,118 
 
 Management and general  4,257,021  3,889,632 
  
   Total expenses  16,711,728  14,891,750 
 
   Change in net assets from operations  6,249,166  9,838,740 
 
Non-operating revenue (expense): 
 Rental income  524,895  330,084 
 Rental expense  (526,395)  (299,557) 
 
   Total non-operating revenue  (1,500)  30,527 
 
Change in net assets  6,247,666  9,869,267 
 
Unrestricted net assets, beginning of year  27,419,946  17,550,679 
 
Unrestricted net assets, end of year $ 33,667,612 $ 27,419,946 
 
 



 

 
See accompanying notes to financial statements. 

 
5. 

CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES – SACRAMENTO 

STATEMENTS OF CASH FLOWS 
For the Years Ended December 31, 2014 and 2013 

 
 
 
  2014   2013 
Cash flows from operating activities: 
 Change in net assets $ 6,247,666 $ 9,869,267 
 Adjustments to reconcile change in net assets to 
  net cash provided by operating activities: 
   Depreciation and amortization  510,133  415,198 
   Unrealized gains on investments  (55,386)  (643,775) 
   Increase in contracts and grant receivables  25,559  1,181,071 
   Increase in receivables, net  (1,220,723)  (687,160) 
   Increase in inventories  (351,659)  (2,124) 
   Decrease (increase) in prepaid expenses  (71,745)  19,482 
   Increase in security deposit  (863)  (1,450) 
   Increase in accounts payable and accrued 
    expenses  295,921  396,710 
   Decrease in deferred revenue  13,983  23,831 
 
    Net cash provided by operating activities  5,392,886  10,571,050 
 
Cash flows from investing activities: 
 Acquisition of property and equipment  (587,790)  (7,727,712) 
 Purchase of investments  (16,937,403)  (8,665,304) 
 Proceeds from sale of investments  11,754,182  6,381,944 
  
    Net cash used in investing activities  (5,771,011)  (10,011,072) 
 
Cash flows from financing activities: 
 Payment of long-term debt  (663,865)  (71,935) 
 Issuance of long-term debt  -  3,000,000 
 
    Net cash (used in) provided by financing activities  (663,865)  2,928,065 
 
    Net (decrease) increase in cash and cash equivalents  (1,041,990)  3,488,043 
 
Cash and cash equivalents, beginning of the year  5,526,477  2,038,434 
 
Cash and cash equivalents, end of the year $ 4,484,487 $ 5,526,477 
 
Supplemental cash flow disclosures: 
 Interest paid $ 63,541 $ 30,536 
 
  



 

 
(Continued) 

 
6. 

CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES – SACRAMENTO 
STATEMENTS OF FUNCTIONAL EXPENSES 

For the Year Ended December 31, 2014 
 
 
 
                    Management 
        Behavioral      Social      and 
  Medical   Pharmacy   Health   Dental   Services   Outreach   General   Total  
 
Expense: 
 Wages and benefits $ 2,496,396 $ - $ 1,310,806 $ 478,950 $ 234,265 $ 463,710 $ 2,867,028 $ 7,851,155 
 Doctors  1,404,513  -  403,662  18  8  -  -  1,808,201 
 Pharmacy staff  171,083  2,230,747  -  -  -  -  -  2,401,830 
 Other professional fees  296,405  27,506  101,389  353,418  2,479  -  664,233  1,445,430 
 Emergency financial assistance  7,235  -  8,915  1,408  170,280  (1,705)  - 186,133  
 Medical supplies  406,077  4  28,260  48,430  43  -  -  482,814 
 Laboratory fees  194,989  -  -  49,421  1,038  -  -  245,448 
 Telephone and utilities  11,124  1,648  3,631  1,222  1,028  2,712  98,815  120,180 
 Insurance  75,805  250  4,162  110  -  -  29,731  110,058 
 Repairs and maintenance  1,538  -  860  19,379  -  -  129,800  151,577 
 Computer hardware/software support  124,500  43,877  21,450  4,927  2,182  2,788  140,501  340,225 
 Depreciation and amortization  8,812  60,556  6,454  1,535  680  -  230,194  308,231 
 Fundraising expense  -  -  -  -  -  -  1,506  1,506 
 Other costs/transfers  400,425  249,716  197,084  44,959  14,711  256,832  95,213  1,258,940 
 
  Total expense $ 5,598,902 $ 2,614,304 $ 2,086,673 $ 1,003,777 $ 426,714 $ 724,337 $ 4,257,021 $ 16,711,728 
 
 
 
 
 



 

 
See accompanying notes to financial statements. 

 
7. 

CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES - SACRAMENTO 
STATEMENTS OF FUNCTIONAL EXPENSES 

For the Year Ended December 31, 2013 
 
 
 
                    Management 
        Behavioral      Social      and 
  Medical   Pharmacy   Health   Dental   Services   Outreach   General   Total  
 
Expense: 
 Wages and benefits $ 1,858,047 $ - $ 1,185,231 $ 490,848 $ 71,826 $ 610,819 $ 2,386,372 $ 6,603,143 
 Doctors  1,251,205  -  401,626  19  12  29  -  1,652,891 
 Pharmacy staff  72,459  1,808,408  -  -  -  -  -  1,880,867 
 Other professional fees  151,943  8,902  140,944  255,520  44,515  34,522  579,463  1,215,809 
 Emergency financial assistance  6,241  -  638  -  162,913  14,554  -  184,346 
 Medical supplies  387,307  18,713  42,141  60,948  33  183  -  509,325 
 Laboratory fees  263,624  -  38  65,103  2,119  -  -  330,884 
 Telephone and utilities  10,170  1,984  4,940  1,148  1,527  4,642  115,643  140,054 
 Insurance  78,271  250  -  -  -  -  46,205  124,726 
 Repairs and maintenance  1,604  -  682  3,244  -  -  134,742  140,272 
 Computer hardware/software support  74,979  56,703  17,127  33,420  3,579  13,695  300,323  499,826 
 Depreciation and amortization  8,370  73,950  5,018  1,685  1,048  2,602  322,525  415,198 
 Fundraising expense  -  -  -  -  -  -  4,359  4,360 
 Other costs/transfers  392,142  165,472  142,893  34,286  24,121  464,306  84,331  1,307,551 
 
  Total expense $ 4,556,362 $ 2,134,382 $ 1,941,278 $ 946,221 $ 311,693 $ 1,145,352 $ 3,856,462 $ 14,891,750 
 
 
 



CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES – SACRAMENTO 

NOTES TO FINANCIAL STATEMENTS 
December 31, 2014 and 2013 
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8. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Organization and Operation: In 1989, Center for AIDS Research, Education and Services – Sacramento 
(d.b.a. Cares Community Health) (Cares) was developed to medically assist individuals who had acquired 
the Human Immunodeficiency Virus or Acquired Immune Deficiency Syndrome (AIDS).   In 2013, Cares 
Board of Directors made the decision to expand its services to encompass all medically underserved 
individuals. 
 
To accomplish this new mission, Cares applied to Health Resources and Services Administration (HRSA) 
to become a Federally Qualified Health Center Look Alike (FQHC-LA).  Acquiring this status allows Cares 
to bill for services of qualified Medicare and Medi-Cal insured patients at an enhanced fee that comes 
closer to covering the true cost of primary care visits.  Cares acquired FQHC-LA status in July 2014. 
 
Medical billing, grants and contracts, contributions and pharmacy operations primarily support Cares. 
 
Support and Expenses: Contributions received and unconditional promises to give are measured at their 
fair values and are reported as an increase in net assets.  Cares reports gifts of cash and other assets as 
restricted support if they are received with donor stipulations that limit the use of the donated assets, or if 
they are designated as support for future periods.  When a donor restriction expires, temporarily restricted 
net assets are reclassified to unrestricted net assets and reported in the statement of activities as net 
assets released from restrictions.  Cares did not have any temporarily or permanently restricted net 
assets for the year ended December 31, 2014 and 2013. 
 
Cares reports gifts of goods and equipment as unrestricted support unless explicit donor stipulations 
specify how the donated assets must be used.  Gifts of long-lived assets with explicit restrictions that 
specify how the assets are to be used and gifts of cash or other assets that must be used to acquire long-
lived assets are reported as restricted support.  Absent explicit donor stipulations about how long those 
long-lived assets must be maintained, Cares reports expirations of donor restrictions when the donated or 
acquired long-lived assets are placed in service.  Expenses are recorded when incurred in accordance 
with the accrual basis of accounting. 
 
Federal Grants: Revenue from federal grants is recognized when qualified expenses have been incurred. 
 
Cash, Cash Equivalents and Investments: Cash and cash equivalents includes highly liquid investments with 
an original maturity of three months or less.  Cares maintains funds on deposit with other federally insured 
financial institutions under correspondent banking agreements. Cash balances held in banks are insured up to 
$250,000 by the Federal Deposit Insurance Corporation (FDIC) and are collateralized by the respective 
financial institution.  At December 31, 2014, Cares had deposits with a carrying amount of $3,638,962 and 
bank balances of $3,682,948, of which $250,000 was insured and $3,432,948 was uninsured.  At 
December 31, 2013, Cares had deposits with a carrying amount of $2,371,816 and bank balances of 
$2,436,622, of which $250,000 was insured and $2,186,622 was uninsured. 
 
Investments held in brokerage firms are insured up to $500,000 by the Securities Investor Protection 
Corporation (SIPC).  SIPC insures Cares ' investments from risk of loss in the event the brokerage firms 
go out of business.  SIPC insurance does not provide insured coverage related to economical 
performance of individual investment securities.  Additionally, UBS Financial Services (UBS), Cares ' 
investment broker, has purchased supplemental protection.  The maximum amount payable to all of UBS' 
clients collectively under the supplemental policy is $500 million.  At December 31, 2014 and 2013, Cares 
had deposits and securities with carrying amounts of $801,539 and $3,154,661, respectively, all of which 
was fully insured. 



CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES – SACRAMENTO 

NOTES TO FINANCIAL STATEMENTS 
December 31, 2014 and 2013 
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9. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Investments can consist of certificates of deposit, short-term commercial paper, managed accounts, U.S. 
Government treasury notes, U.S. Government agency asset-backed securities, U.S. Corporate bonds 
and equity securities.  Investments are stated at fair value.  Realized gains and losses are reflected in the 
statement of activities.  Investments that mature over one year from the statement of financial position are 
classified as long-term investments. 
 
Uncollectible Receivables: Cares provides an allowance for doubtful accounts receivable and contractual 
allowance based upon estimates of the collectible balance of accounts receivable.  The balance of 
receivables is net of the allowance for doubtful accounts and contractual allowance at December 31, 
2014 and 2013 of $4,055,302 and $2,553,469, respectively.  The activity in the allowance account during 
the years ended December 31, 2014 and 2013 is as follows: 
  

    2014   2013  
 

Beginning balance $ 2,553,469 $ 375,759 
Change in provision for doubtful accounts and  
 contractual allowance  1,501,833  2,177,710 
Write-off of doubtful accounts  -  - 
 
Ending balance $ 4,055,302 $ 2,553,469 

 
Inventories: Inventories consist of both medical supplies and pharmaceuticals and are stated at the lower 
of cost (first in - first out method) or market.  Because of its status as a federal grantee, Cares' pharmacy 
is eligible to participate in the federal 340B drug program.  The program allows pharmaceuticals sold to 
eligible clients to be purchased at significant discounts.  The pharmacy cost of goods sold reflects these 
discounts. 
 
Fixed Assets: Fixed assets purchased or acquired, with an original cost of $5,000 or more, are stated at 
acquisition cost or fair value on the date of purchase or donation, respectively, net of accumulated 
depreciation.  Major additions which extend the asset's useful life are capitalized.  The cost and 
accumulated depreciation of fixed assets sold or otherwise retired is removed from the accounts and the 
gain or loss on disposition is reflected in the financial statements. 
 
Depreciation is provided on a straight-line basis over the lesser of the estimated useful life of the assets 
or the lease term for assets under capital leases and leasehold improvements as follows: 

 
Building 25 years 
Leasehold improvements 7-15 years 
Furniture and fixtures 10 years 
Computer equipment 5 years 

 
Impairment of Long-Lived Assets: Cares evaluates long-lived assets for impairment whenever events or 
changes in circumstances indicate that the carrying amount of an asset may not be recoverable.  Upon 
such an occurrence, recoverability of assets to be held and used is measured by comparing the carrying 
amount of an asset to forecasted undiscounted future net cash flows expected to be generated by the 
asset.  If the carrying amount exceeds its estimated future cash flows, an impairment charge is 
recognized by the amount by which the carrying amount of the assets exceeds the fair value of the asset.  
Once an impairment charge is recorded, the carrying amount cannot be increased.  There was no 
impairment recorded for the years ended December 31, 2014 and 2013. 



CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES – SACRAMENTO 

NOTES TO FINANCIAL STATEMENTS 
December 31, 2014 and 2013 
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10. 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Deferred Revenue: Revenue from Federal, State and local sources is recognized when earned.  Funds 
received but not earned are recorded as deferred revenue until earned. 
 
Advertising: Cares expenses advertising costs when incurred.  Total advertising costs charged to various 
activities during the years ended December 31, 2014 and 2013 was $199,649 and $49,171, respectively, 
and is included in other costs on the Statements of Functional Expenses. 
 
Net Ancillary Outpatient Revenue: Ancillary outpatient revenue is recorded at Cares' established billing 
rates with contractual adjustments and allowances deducted to arrive at net ancillary outpatient revenue.  
 
CARES participates in Medicare, Medi-Cal and other insurance programs, which provide reimbursement.   
Additionally, as a FQHC-LA, Cares now participates in the Prospective Payment System (PPS) for 
Medicare and Medi-Cal. 
 
The laws and regulations under which all Medicare and Medi-Cal programs operate are complex, subject 
to frequent change and to interpretation. As part of operating under the Medicare and Medi-Cal programs, 
there is a possibility that governmental authorities may review Cares' compliance with these laws and 
regulations. Such governmental review may result in adjustments made to Medicare and Medi-Cal 
reimbursement previously received.   Cares could be subject to fines and penalties.  Although no 
assurances can be given, management believes they have complied with the requirements of the 
Medicare and Medi-Cal programs.  
 
Net amount due from government health insurance programs included in accounts receivable were 
$1,925,767 and $212,249 at December 31, 2014 and 2013, respectively. 
 
Income Taxes: Cares has been granted tax-exempt status by the Internal Revenue Service pursuant to 
code section 501(c)(3) and also by the California Revenue and Tax Code Section 23701d.  Cares is 
exempt from income taxes under Internal Revenue Code Section 501(c)(3) and California Revenue and 
Tax Code Section 23701d.  Accordingly, no provision for income taxes has been included in the 
accompanying financial statements.  However, Cares files informational returns annually with federal and 
state taxing authorities. 
 
Unrelated Business Income – During 2013, Cares purchased an office building adjacent to the parking lot 
of their primary facility.  This property is fully occupied with Cares occupying approximately 4,200 square 
feet. Expenses associated with its own occupancy are charged to operations.  Expenses associated with 
the operation of the building including interest, depreciation and taxes are allocated against the building’s 
rental income. Total unrelated business income taxes for the years ended December 31, 2014 and 2013 
was $23,500 and $0, respectively. 
 
Current accounting standards require Cares to disclose the amount of potential benefit or obligation to be 
realized as a result of an examination performed by a taxing authority.  For the year ended December 31, 
2014 and 2013, management has determined that Cares does not have any tax positions that result in 
any uncertainties regarding the possible impact on the Cares’ financial statements.  Cares is no longer 
subject to examination by taxing authorities for years before 2011.  Cares does not expect the total 
amount of unrecognized tax benefits to significantly change in the next 12 months.  Cares recognizes 
interest and/or penalties related to income tax matters in income tax expense.  Cares did not have any 
amounts accrued for interest and penalties at December 31, 2014 or 2013. 
 
Functional Expenses: Program services comprise all expenses directly associated with promoting Cares' 
purpose.  Management and general expenses are those expenses not directly associated with a specific 
program. 
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EDUCATION AND SERVICES – SACRAMENTO 

NOTES TO FINANCIAL STATEMENTS 
December 31, 2014 and 2013 
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11. 

NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
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.  These estimates and assumptions affect the reported amounts of assets and liabilities at 
the date of the financial statements and the reported amounts of revenues and expenses during the 
reporting period.  Actual results could differ from these estimates. 
 
Reclassifications:  Certain prior year balances have been reclassified to conform with current year 
financial statement presentation.   
 
 
NOTE 2 – FEDERAL QUALIFIED HEALTH CENTER LOOK-ALIKE DESIGNATION 
 
In 2014, the Health Resources and Services Administration (HRSA) designated Cares as a Federal 
Qualified Health Qualified Health Center Look-Alike (FQHC-LA) with the designation period of July 1, 
2014 to June 30, 2017. The designation has allowed Cares to enroll in the 340B program so that all its 
patients’ prescriptions are eligible for 340B pricing. 
 
 
NOTE 3 – FAIR VALUE MEASUREMENTS 
 
Cares applies the guidance FASB ASC 820, Fair Value Measurements, for all financial assets and 
liabilities that are recognized or disclosed at fair value in the financial statements on a recurring basis (at 
least annually).  FASB ASC 820 defines fair value, establishes a framework for measuring fair value, and 
enhances disclosures about fair value measurements.  Fair value is defined as 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 and in the principal or most advantageous market for the asset or liability. The 
fair value should be calculated based on assumptions that market participants would use in pricing the 
asset or liability, not on assumptions specific to the entity.  In addition, the fair value of liabilities should 
include consideration of non-performance risk including Cares’ own credit risk. 
 
In addition to defining fair value, the standard expands the disclosure requirements around fair value and 
establishes a fair value hierarchy for valuation inputs.  The hierarchy prioritizes the inputs into three levels 
based on the extent to which inputs used in measuring fair value are observable in the market.  Each fair 
value measurement is reported in one of the three levels, which is determined by the lowest level input 
that is significant to the fair value measurement in its entirety.  These levels are: 
 
Level 1 – Quoted prices are available in active markets for identical assets or liabilities as of the 
measurement date.  Financial assets in Level 1 include domestic and international equities, corporate 
bonds and exchange-traded managed accounts. 
 
Level 2 – Pricing inputs are based on quoted prices for similar instruments in active markets, quoted 
prices for identical or similar instruments in markets that are not active, and model-based valuation 
techniques for which all significant assumptions are observable in the market or can be corroborated by 
observable market data for substantially the full term of the assets or liabilities.  Financial assets in this 
category generally include certificates of deposit, short-term commercial paper, government agencies and 
municipal bonds, asset-backed securities and corporate bonds. 
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12. 

NOTE 3 – FAIR VALUE MEASUREMENTS (Continued) 
 
Level 3 – Pricing inputs are generally unobservable for the assets or liabilities and include situations 
where there is little, if any, market activity for the investment.  The inputs into the determination of fair 
value require management's judgment or estimation of assumptions that market participants would use in 
pricing the assets or liabilities.  The fair values are therefore determined using factors that involve 
judgment including private and public comparables, third party appraisals, discounted cash flow models, 
and fund manager estimates.  Financial assets in this category include alternative investments. 
 
Assets Recorded at Fair Value: The following tables present information about Cares' assets measured at 
fair value on a recurring basis as of December 31, 2014: 

   
    Quoted 

    Prices  
    in Active   Significant 
    Markets for   Other   Significant   Total 
    Identical   Observable   Unobservable      Balance at 
    Instruments   Inputs   Inputs    December 31, 

 Description   (Level 1)   (Level 2)   (Level 3)   2014  
 

Managed accounts,  
 primarily fixed income $ 5,595,647 $ - $ - $ 5,595,647 
U.S. Government treasury         
 notes  -  2,608,028  -  2,608,028 
U.S. Government agency  
 asset-backed securities  -  180,221  -  180,221 
Equity securities – common stock  10,324,908  -  -  10,324,908 

 
  $ 15,920,555 $ 2,788,249  $ - $ 18,708,804 

 
The following tables present information about Cares' assets measured at fair value on a recurring basis 
as of December 31, 2013: 

  
    Quoted 

    Prices  
    in Active   Significant 
    Markets for   Other   Significant   Total 
    Identical   Observable   Unobservable     Balance at 
    Instruments   Inputs   Inputs    December 31, 

 Description   (Level 1)   (Level 2)   (Level 3)   2013  
 

Certificates of deposit and 
 short-term commercial 
 paper $ - $ 566,322 $ - $ 566,322 
Managed accounts,  
 primarily fixed income  4,389,786  -  -  4,389,786 
U.S. Government treasury 
 notes  -  1,370,611  -  1,370,611 
U.S. Government agency  
 asset-backed securities  -  226,231  -  226,231 
Equity securities – common stock  6,917,247  -  -  6,917,247 
 
    $ 11,307,033 $ 2,163,164  $ - $ 13,470,197 
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13. 

NOTE 3 – FAIR VALUE MEASUREMENTS (Continued) 
 
There were no assets or liabilities measured at fair value on a nonrecurring basis as of December 31, 2014 
and 2013. 
 
During the years ended December 31, 2014 and 2013, there were no significant transfers in or out of 
Levels 1 and 2.  Cares' policy is to recognize transfer in and out as of actual date of the event or change 
in circumstances that caused the transfer. 
 
As of December 31, 2014 and 2013, the Level 2 instruments listed in the fair value hierarchy table above 
use the following valuation techniques and inputs: 
 
Certificates of Deposit and Short-Term Commercial Paper: The fair value of certificates of deposit and 
short-term commercial paper classified as Level 2 is primarily determined by the market approach using a 
multi-dimensional relational model significant observable inputs include benchmark yields, reported 
trades, broker/dealer quotes, issuer spreads, two-sided markets, benchmark securities, bids, offers and 
reference data including market research publications. 
 
U.S. Government Treasury Notes: The fair value of U.S. Government treasury notes classified as Level 2 
is primarily determined by the market approach using broker feeds and Electronic Communication 
Networks (ECNs).  Significant observable inputs include benchmark yields, reported trades, broker/dealer 
quotes, issuer spreads, two-sided markets, benchmark securities, bids, offers, reference data including 
market research publications and vendor trading platform data. 
 
U.S. Government Agency Asset-Backed Securities: The fair value of U.S. Government agency asset-
backed securities classified as Level 2 is primarily determined by the market approach using multi-
dimensional, collateral specific spread/prepayment speed tables.  Significant observable inputs include 
benchmark yields, reported trades, broker/dealer quotes, issuer spreads, two-sided markets, benchmark 
securities, bids, offers, reference data including market research publications, new issue data, monthly 
payment information and collateral performance. 
 
 
NOTE 4 – INVESTMENTS 

 
Investments at December 31 consisted of the following: 

 
    2014   2013  
 

Certificates of deposit and short-term  
 commercial paper $ - $ 566,322 
Managed accounts, primarily fixed income   5,595,647  4,389,786 
U.S. Government treasury notes  2,608,028  1,370,611 
U.S. Government agency asset-backed   
 securities  180,221  226,231 
Equity securities – common stock  10,324,908  6,917,247 
 
Total   $ 18,708,804 $ 13,470,197 

 



CENTER FOR AIDS RESEARCH, 
EDUCATION AND SERVICES – SACRAMENTO 

NOTES TO FINANCIAL STATEMENTS 
December 31, 2014 and 2013 

 
 
 

 
(Continued) 

 
14. 

NOTE 4 – INVESTMENTS (Continued) 
 
Investments are carried at fair value; therefore, realized and unrealized gains and losses are reflected in 
the statement of activities in the year incurred.  Investment income for the year ended December 31 was 
as follows: 
 

    2014   2013  
 

Net realized gains on sale of securities $ 371,947 $ 197,783 
Interest and dividends, net of fees of $93,907 
 and $74,455  332,444  229,245 
 
   $ 704,391 $ 427,028 

 
 
NOTE 5 – CONTRACTS AND GRANTS RECEIVABLE 
 
Contracts and grants receivable include contract revenue earned but not received from the Sacramento 
County Health Department.  The gross contracts receivable from the County Health Department were 
$728,100 and $737,954 at December 31, 2014 and 2013, respectively, and are included in contracts and 
grants receivable.  Management has determined that no allowance was needed as of December 31, 2014 
and 2013. 
 
 
NOTE 6 – FIXED ASSETS 
 
Fixed assets consisted of the following at December 31: 

 
    2014   2013  
 

Land  $ 2,609,000 $ 2,609,000  
Building   7,462,162  7,462,162  
Leasehold improvements  1,808,005  1,694,412  
Furniture and equipment  1,947,827  1,473,630  
 
Total cost  13,826,994  13,239,204  
 
Less accumulated depreciation  (3,837,852)  (3,327,719) 
 
Fixed assets, net $ 9,989,142 $ 9,911,485  

 
Depreciation expense totaled $472,132 and $368,651 and amortization expense totaled $38,001 and $46,547 
for the years ended December 31, 2014 and 2013, respectively. 
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15. 

NOTE 7 – COMMITMENTS, CONTINGENCIES AND CONCENTRATIONS 
 

Operating Leases: Cares leases certain equipment under operating leases.  The leases expire on various 
dates through 2017 and have various renewal options.  The total amount of the payments is being 
charged to expense using a straight-line method over the term of the lease.  Future minimum lease 
payments are as follows: 
 

  Year Ending 
  December 31, 2014  
 

  2015  $ 85,998  
  2016   85,998  
  2017   85,998  
 

    $ 257,994 
 
Rental expense included in management and general expenses totaled $85,998 and $85,998 for the 
years ended December 31, 2014 and 2013, respectively. 
 
Contingencies: Cares is subject to legal proceedings and claims which arise in the ordinary course of 
business.  In the opinion of management, the amount of ultimate liability with respect to such actions will 
not materially affect the financial position or results of operations of Cares. 
 
Cares has received federal funds for specific purposes that are subject to review and audit by the grantor 
agency.  Although such audits could generate expenditure disallowances under the terms of the grant, 
management believes that any required reimbursements will not be material. 
 
Concentrations: A substantial amount of Cares' income is received from federal and state governments.  
A significant reduction in the level of this revenue, if it were to occur, could have an impact on Cares' 
ability to provide services to its clients.  Additionally, if federal legislation were to change the structure of 
the 340B drug program, there could be a significant reduction of net pharmacy revenues. 
 
 
NOTE 8 – RELATED-PARTY TRANSACTIONS 
 
During 2014, Cares entered into the following transactions with CARES Foundation: 

   
Revenue: 
 
 Reimbursement of Expense/Management Fees  
 (CARES Foundation) $ 23,955 
 
 Sponsorship of Cares’ 25th Anniversary Dinner $ 31,000 
 

During 2014, Cares entered into the following transactions with the employers of various board members: 
 
Expenses: 
 
 EAP Services (Magellan) $ 3,087 
 
 Contracted medical provider expense (Sutter 
  Medical) $ 7,414 
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16. 

NOTE 8 – RELATED-PARTY TRANSACTIONS (Continued) 
 
During 2013, Cares entered into the following transactions with CARES Foundation: 

   
Revenue: 
 
 Contribution towards purchase of 2000 O St.  
 (CARES Foundation) $ 2,100,000 
 
 Reimbursement of Expense/Management Fees  
 (CARES Foundation) $ 22,277 
 

During 2013, Cares entered into the following transactions with the employers of various board members: 
 
Expenses: 
 
 EAP Services (Magellan) $ 3,087 
 
 Contracted medical provider expense (Sutter 
  Medical) $ 8,063 
 
 

NOTE 9 – EMPLOYEE BENEFIT PLAN 
 
The Cares 401(k) Savings Plan commenced July 1, 2004 and is available to employees who have 
completed 90 days of employment and have attained the age of 18.  Under the Plan, eligible employees 
are able to defer a selected percentage of their annual compensation.  For employees who have 
completed one year of eligible service and are 18 or older, Cares will make a matching contribution to the 
Plan equal to the participant's contribution up to a maximum of 4% of the employee's compensation.  
Cares' contribution to the plan totaled $105,383 and $90,676 for the years ended December 31, 2014 and 
2013, respectively. 
 
 
NOTE 10 – CARES FOUNDATION 
 
The CARES Foundation (the “Foundation”) was established in 2011 by the Cares Board.  The mission of 
the Foundation is to support and promote organizations that engage in activities that directly or indirectly 
further the prevention of HIV/AIDS and/or provide services to or improve the welfare of individuals with 
HIV/AIDS in the Sacramento region. 
 
Cares, under a management agreement with the CARES Foundation, provides management services to 
the Foundation.  This agreement is subject to renewal on an annual basis.   
 
During 2014 and 2013, the Foundation paid $23,955 and $22,277, respectively, in management fees and 
rent. 
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17. 

NOTE 11 – LONG-TERM DEBT 
 
In May 2013, Cares took out a loan to finance the purchase of land and building. The total amount of the 
loan was $3,000,000. The loan has an interest rate of 3.75% with the maturity date of 6/1/2028. One 
provision of the loan is that Cares can make additional principle payments without penalty. In 2014, Cares 
made an additional principle payment of $500,000. At December 31, 2014, the balance of the loan was 
$2,264,200. Future payments are as follows: 
 

  Year Ending 
  December 31, 2013  
 

  2015  $ 262,783 
  2016   262,783 
  2017   262,783 
  2018   262,783 
  2019   262,783 
  2020-2024   1,313,918 
  2025-2028   111,098 
 
Total payments    2,738,931 
 
Less amount representing interest  (474,731) 
 

    $ 2,264,200 
 
 
NOTE 12 – SUBSEQUENT EVENTS 
 
Cares has reviewed all events occurring from December 31, 2014 through April 29, 2015, the date the 
financial statements were available to be issued and no additional subsequent events occurred requiring 
accrual or disclosure. 
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    Federal   Federal 
 Federal Grantor/Pass-Through   CFDA   Expend- 
 Grantor/Program or Cluster Title   Number   itures  
 
Pass-Through from the County of Sacramento: 
 HIV Emergency Relief Project Grants 93.914 $ 2,780,207  
 Homeless Prevention Activities (HOPWA) Targeted 
  Housing and Assistance, Shelter Plus Care 14.231  186,299 
  
    Subtotal passed through the County of Sacramento   2,966,506 
 
U.S. Department of Health and Human 
 Services: 
  Grants to Provide Outpatient Early Intervention 
   Services with Respect to HIV Disease 93.918  446,382 
  Center for Substance Abuse and Treatment (CSAT) 93.243  284,519 
  HIV Prevention Activities Non-Governmental 
   Organization Based 93.939  305,949 
  Ryan White Part D 93.153  355,738 
 
    Subtotal direct awards   1,392,588 
      
     Total Federal Expenditures  $ 4,359,094 
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NOTE 1 - BASIS OF PRESENTATION 
 
The Schedule of Expenditures of Federal Awards includes the Federal grant activity of Center for AIDS 
Research, Education and Services - Sacramento, and is presented on the accrual basis of accounting.  The 
information in this schedule is presented in accordance with the requirements of OMB Circular A-133, Audits 
of States, Local Governments, and Non-Profit Organizations. 
 



 
Crowe Horwath LLP 
Independent Member Crowe Horwath International 
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INDEPENDENT AUDITOR’S 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 
 
 
 
The Board of Directors 
Center for AIDS Research, Education and Services – Sacramento 
Sacramento, California 
 
 
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 Center for AIDS 
Research, Education and Services – Sacramento (Cares), which comprise the statement of financial 
position as of December 31, 2014, and the related statements of activities, cash flows and functional 
expenses for the year then ended, and the related notes to the financial statements, and have issued our 
report thereon April 29, 2015. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered Cares’ internal control 
over financial reporting (internal control) to determine 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 Cares’ internal control. Accordingly, we do not 
express an opinion on the effectiveness of Cares’ 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. 
 
 



 

 
 
 

21. 

Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether Cares’ financial statements are free of 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 
determination of financial statement amounts. 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. 
 
Purpose of this Report 
 
The purpose of this 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 internal control 
over financial reporting 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. 
 
 
 
 
 
 Crowe Horwath LLP 
 
Sacramento, California 
April 29, 2015 
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR  
PROGRAM; REPORT ON INTERNAL CONTROL OVER COMPLIANCE 

 
 
 
The Board of Directors 
Center for AIDS Research, Education  
  and Services - Sacramento 
Sacramento, California 
 
 
Report on Compliance for Each Major Program 
 
We have audited Center for AIDS Research, Education and Services - Sacramento compliance with the 
types of compliance requirements described in the OMB Circular A-133 Compliance Supplement that 
could have a direct and material effect on each of Center for AIDS Research, Education and Services - 
Sacramento's major federal programs for the year ended December 31, 2014.  Center for AIDS 
Research, Education and Services - Sacramento's major federal programs are identified in the summary 
of auditor's results section of the accompanying schedule of findings and questioned costs.   
 
Management’s Responsibility 
 
Management is responsible for compliance with the requirements of laws, regulations, contracts, and 
grants applicable to its federal programs. 
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion on compliance for each of Center for AIDS Research, 
Education and Services - Sacramento’s major federal programs based on our audit of the types of 
compliance requirements referred to above. We conducted our audit of compliance in accordance with 
auditing standards generally accepted in the United States of America; the standards applicable to 
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the 
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to 
obtain reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program occurred. An 
audit includes examining, on a test basis, evidence about Center for AIDS Research, Education and 
Services - Sacramento’s compliance with those requirements and performing such other procedures as 
we considered necessary in the circumstances. 
 
We believe that our audit provides a reasonable basis for our opinion on compliance for each major 
federal program. However, our audit does not provide a legal determination of Center for AIDS Research, 
Education and Services - Sacramento’s compliance. 
 
 



 

 
 
 

23. 

Opinion on Each Major Federal Program 
 
In our opinion, Center for AIDS Research, Education and Services - Sacramento complied, in all material 
respects, with the types of compliance requirements referred to above that could have a direct and 
material effect on each of its major federal programs for the year ended December 31, 2014. 
 
Report on Internal Control Over Compliance 
 
Management of Center for AIDS Research, Education and Services - Sacramento is responsible for 
establishing and maintaining effective internal control over compliance with the types of compliance 
requirements referred to above.  In planning and performing our audit of compliance, we considered Cares’ 
internal control over compliance with the types of requirements that could have a direct and material effect 
on each major federal program to determine the auditing procedures that are appropriate in the 
circumstances for the purpose of expressing an opinion on compliance for each major federal program and 
to test and report on internal control over compliance in accordance with OMB Circular A-133, but not for the 
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we 
do not express an opinion on the effectiveness of Center for AIDS Research, Education and Services - 
Sacramento’s 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 first 
paragraph of this section and was not designed to identify all deficiencies in internal control over 
compliance that might be material weaknesses or significant deficiencies. We did not identify any 
deficiencies in internal control over compliance that we consider to be material weaknesses. However, 
material weaknesses may exist that have not been identified. 
 
Purpose of this Report 
 
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 
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose. 
 
 
 
 
 
 Crowe Horwath LLP 
 
Sacramento, California 
April 29, 2015
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24. 

SECTION I - SUMMARY OF AUDITORS' RESULTS 
 
FINANCIAL STATEMENTS 
 
Type of auditors' report issued: Unmodified 
 
Internal control over financial reporting: 
 Material weakness(es) identified?    Yes  X  No 
 Significant deficiency(ies) identified not considered 
  to be material weakness(es)?    Yes  X  None reported 
 
Noncompliance material to financial statements 
 noted?    Yes  X  No 
 
FEDERAL AWARDS 
 
Internal control over major programs: 
 Material weakness(es) identified?    Yes  X  No 
 Significant deficiency(ies) identified not considered 
  to be material weakness(es)?    Yes  X  None reported 
 
Type of auditors' report issued on compliance for 
 major programs: Unmodified 
 
Any audit findings disclosed that are required to be 
 reported in accordance with Circular A-133, 
 Section .510(a)?    Yes  X  No 
 
Identification of major program: 
 

 CFDA Number(s)   Name of Federal Program or Cluster  
 
93.914 HIV Emergency Relief Project Grants 
93.939 HIV Prevention Activities Non-Governmental 

Organization Based 
 
 
Dollar threshold used to distinguish between Type A 

and Type B programs: $ 300,000  
 
Auditee qualified as low-risk auditee?  X  Yes    No 
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25. 

No matters were reported. 
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26. 

No matters were reported. 


