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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of Project Return, Inc.
Nashville, Tennessee

We have audited the accompanying statements of financial position of Project Return, Inc. (the
“Agency”) as of June 30, 2005 and 2004, and the related statements of activities, cash flows and
functional expenses for the years then ended. These financial statements are the responsibility of the
Agency’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Project Return, Inc. as of June 30, 2005 and 2004, 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.

Hpepone T

Nashville, Tennessee
October 13, 2005
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PROJECT RETURN, INC.

STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2005 AND 2004

2005 2004
ASSETS
Cash and cash equivalents $ 26381 $ 12,738
State grant receivable 44,550 56,633
Contributions receivable - Note 2 151,893 -
Prepaid expenses 2,545 1,519
Furniture and equipment, net - Note 3 14,034 15,066
TOTAL ASSETS $ 239403 § 85,956
LIABILITIES AND NET ASSETS

LIABILITIES

Accounts payable $ 4585 $ 21,430
Accrued expenses 28,127 29,487
Obligation under line of credit - Note 4 47,585 -
TOTAL LIABILITIES 80,297 50,917
COMMITMENTS AND CONTINGENCIES - Notes 6 and 7

NET ASSETS

Unrestricted (deficit) (22,978) 17,833
Temporarily restricted - Note 5 182,034 17,206
TOTAL NET ASSETS 159,106 35,039
TOTAL LIABILITIES AND NET ASSETS $ 239,403 § 85,956

The accompanying notes are an integral part of the financial statements.
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PROJECT RETURN, INC.

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2005 AND 2004

2005 2004
OPERATING ACTIVITIES
Change in net assets $ 124,067 % (43,124)
Adjustments to reconcile change in net assets to net cash

used in operating activities:

Depreciation 3,232 3,289
(Increase) decrease n:
State grant receivable 12,083 (41,815)
Contributions receivable (151,893) -
Prepaid expenses (1,026) 10,079
Increase (decrease) m:

Accounts payable and accrued expenses (18,205) 20,847
TOTAL ADJUSTMENTS (155,809) (1,600)
NET CASH USED IN OPERATING ACTIVITIES (31,742) (44,724)
NET CASH USED IN INVESTING ACTIVITIES
Additions to property and equipment (2,200) (4,207)
NET CASH PROVIDED BY FINANCING ACTIVITIES
Proceeds from line of credit borrowings 47,585 -
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 13,643 (48,931)
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 12,738 01,669
CASH AND CASH EQUIVALENTS - END OF YEAR $ 26381 § 12,738
OTHER CASH FLOW INFORMATION
Interest expense paid $ 409 $ 82

The accompanying notes are an integral part of the financial statements.
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PROJECT RETURN, INC.

NOTES TO FINANCIAL STATEMENTS

JUNE 30. 2005 AND 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General
Project Return, Inc. (the “Agency”) is a Tennessee not-for-profit corporation which provides
counseling and the teaching of job skills to prisoners in conjunction with their release from
institutional custody and return to society. The Agency is supported primarily through an

appropriation from the State of Tennessee, state and local grants, and private contributions.

Cash and Cash Equivalents

Cash and cash equivalents consist principally of checking and savings account balances with
financial institutions.

Contributions and Support

Contributions received are recorded as unrestricted, temporarily restricted, or permanently
restricted support, depending on the existence and/or nature of any donor restrictions.

Contributions are considered to be available for unrestricted use unless specifically restricted by
the donor. Amounts received that are designated for future periods or restricted by the donor for
specific purposes are reported as temporarily restricted or permanently restricted support that
increases those net asset classes. When a restriction is fulfilled (that is, when a stipulated time
restriction ends or purpose restriction is accomplished), temporarily restricted net assets are
reclassified to unrestricted and reported in the Statement of Activities as net assets released from
restrictions. However, if a restriction is fulfilled in the same time period in which the contribution
is received, the support is reported as unrestricted.

The Agency had no permanently restricted net assets at June 30, 2005 and 2004.
The State of Tennessee Bridges grant revenue is recognized in the period at liability is incurred

for eligible expenditures under the terms of the grant. Grant funds received prior to expenditure
are recorded initially as deferred revenue.



PROJECT RETURN, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30. 2005 AND 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Contributions receivable

Unconditional promises to give that are expended to be collected within one year are recorded as
contributions receivable at their net realizable value. Unconditional promises to give that are
expected to be collected in future years are recorded at the present value of estimated future cash
flows. The discount on those amounts is computed using a risk-free interest rate applicable to the
year in which the promise is received (4% in 2005; not applicable in 2004). Amortization of the
discount is recognized on the interest method over the term of the gift and is included in
contributions revenue. Conditional promises to give are not included in support until such time as
the conditions are substantially met. Cash collections on previously recognized promises to give
are shown as releases of temporarily restricted net assets if there are no other purpose restrictions
to be fulfilled.

An allowance for uncollectible amounts has not been provided on contributions receivable since,
in management’s opinion, the receivable amount is fully collectible, based on past history.

Income Taxes

The Agency is exempt from federal income taxes under Section 501(c)(3) of the Internal Revenue
Code. Accordingly, no provision for income taxes has been made.

Furniture and Equipment

Furniture and equipment purchases in excess of $500 are capitalized and stated at acquisition cost,
or at estimated fair value at the time of the gift if donated. Depreciation on furniture and
equipment is calculated by the straight-line method over an estimated useful life of five to ten
years.

Program and Supporting Services

The following program and supporting services are included in the accompanying financial
statements:

Program services - consist of an Adult program and a Youth program, both of which provide
direct referrals to employment sources, educate the public regarding criminal justice issues,
and support successful transitions back into the community through life skills training.

Management and general - includes the functions necessary to ensure an adequate working
environment and costs not identifiable with a single program. Includes costs associated with
providing coordination and articulation of the Agency’s program strategy, business
management, fundraising, general record keeping, budgeting, and related purposes.




NOTE 1 -

NOTE 2 -

PROJECT RETURN. INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2005 AND 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Program and Supporting Services (continued)

Fundraising - includes costs of activities directed toward appeals for financial support,
including special events. Other activities include the cost of solicitations and creation and
distribution of fundraising materials.

Allocation of functional expenses

Expenses that can be directly attributed to a particular function are charged to that function.
Certain costs have been allocated among more than one program or activity based on objectively
evaluated financial and nonfinancial data or reasonable subjective methods determined by
management.

Donated Goods and Services

The value of contributed services meeting the requirements for recognition in the financial
statements was not material and has not been recorded.

Use of Estimates in the Preparation of Financial Statements

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

CONTRIBUTIONS RECEIVABLE

Contributions receivable consist of the following at June 30:

2005 2004
Due in less than one year $ 60,000 S -
Due in one to five years 100,000 -
Total contribution receivable 160,000 -
Less discount to net present value (8,107) -
Contributions receivable - net $ 151,893 § -




PROJECT RETURN. INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2005 AND 2004

NOTE 3 - FURNITURE AND EQUIPMENT

Furniture and equipment consist of the following at June 30:

2005 2004
Furniture and equipment $ 41,924 § 39,725
Less accumulated depreciation (27,890) (24,059)
Furniture and equipment - net $ 14034 § 15,0066

The Agency had fully depreciated assets with an original cost of approximately $18,000 as of
June 30, 2005 and 2004.

NOTE 4 - REVOLVING LINE OF CREDIT

The Agency has a $65,000 open end revolving line of credit with a bank, that is payable on
demand. Interest is payable monthly on the outstanding principal balance at the bank’s index rate
plus 1%. The credit line is secured by substantially all assets of the Agency, and the Agency has
granted a security interest in all deposits maintained by the Agency with the bank.

NOTE 5 - TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets, consisting of contributions received or receivable whose use is
subject to time or program restrictions, are as follows at June 30:

2005 2004
Unconditional promises to give for subsequent year’s programs:
Next year’s operations $ 17,891 § 17,206
Youth programs 164,193 -

$ 182,084 § 17,206




PROJECT RETURN, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30. 2005 AND 2004

NOTE 6 - OPERATING LEASE
The Agency leases its offices under a non-cancelable operating lease agreement, expiring June 30,
2007. Future minimum lease payments required under the agreement as of June 30, 2005, are as

follows:

Year Ending June 30

2006 $ 40,800
2007 42,000
$ 82,800

Total rent expense recognized under the lease was $39,600 for the year ended June 30, 2005, and
$38,400 for the year ended June 30, 2004.

NOTE 7 - CONCENTRATION OF CREDIT RISK

Financial instruments that potentially subject the Agency to concentrations of credit risk consist
principally of contributions receivable. Contributions receivable represent a concentration of
credit risk as the entire receivable is from one source.

Support and grants from the State of Tennessee comprise 72% and 89% of the Agency’s revenue
and support for the years ended June 30, 2005 and 2004, respectively. In addition, a multi-year
pledge from one donor comprises 19% of the Agency’s revenue and support for the year ended
June 30, 2005 ($0 in 2004). A reduction in the level of funding from the State of Tennessee, if
this were to occur, could have a significant impact on the Agency’s activities.
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