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REPORT OF INDEPENDENT AUDITORS

Board of Directors
Centerstone of America, Inc.
Bloomington, Indiana

Report on the Financial Statements

We have audited the accompanying financial statements of Centerstone Foundation, Inc.
(Foundation) which comprise the statements of financial position as of June 30, 2013 and
2012, and the related statements of activities and cash flows 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. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.




Board of Directors
Centerstone of America, Inc.
Bloomington, Indiana

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.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Foundation as of June 30, 2013 and 2012, and the
results of its activities and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Blue L Co.,LLC

Indianapolis, Indiana
November 20, 2013




CENTERSTONE FOUNDATION, INC.

STATEMENTS OF FINANCIAL POSITION
JUNE 30, 2013 AND 2012

ASSETS

Current assets
Cash and cash equivalents
Due from affiliated entities
Unconditional promises to give, net
Total current assets

Property and equipment
Less accumulated depreciation
Property and equipment, net
Beneficial interest
Assets whose use is limited
Unconditional promises to give, net

Total assets

LIABILITIES AND NET ASSETS

Current liabilities
Accounts payable
Accrued payroll, benefits and taxes
Due to affiliated entities

Total current liabilities
Agency liabilities
Total liabilities
Net assets
Unrestricted
Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

2013 2012

$ 1,806,286 3,423,995
-0- 737,140

533,001 611,044
2,339,287 4,772,179
10,612 5,112

2,642 1,619

7,970 3,493
1,262,322 -0-
6,796,670 -0-
1,292,709 1,553,363

$ 11,698,958 6,329,035
$ 2,000 213
15,014 94,027
1,536,427 -0-
1,553,441 94,240
513,477 3,452,222
2,066,918 3,546,462
868,405 (281,168)
3,118,528 3,063,741
5,645,107 -0-
9,632,040 2,782,573

$ 11,698,958 $ 6,329,035

See accompanying notes to financial statements.
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CENTERSTONE FOUNDATION, INC.

STATEMENTS OF ACTIVITIES AND CHANGE IN NET ASSETS
YEARS ENDED JUNE 30, 2013 AND 2012

Unrestricted revenues
Contributions

Unrestricted expenses
Salary and fringe benefits
Printing and postage
Travel, meals and entertainment
Professional fees
Depreciation
Contribution
Other

Total unrestricted expenses
Operating loss

Nonoperating revenues
Investment income, net
Realized gains on investments
Unrealized gains on investments

Total nonoperating revenues

Excess of revenue over expenses

Other changes in unrestricted net assets
Equity transfer of Centerstone Endowment Trust
Contributions to supported affiliates
Net assets released from restrictions

Total other changes in unrestricted net assets

Change in unrestricted net assets

Temporarily restricted net assets
Contributions
Net assets released from restrictions
Equity transfer of Centerstone Endowment Trust
Change in value of beneficial interest

Change in temporarily restricted net assets

Permanently restricted
Equity transfer of Centerstone Endowment Trust

Change in permanently restricted net assets
Change in net assets

Net assets
Beginning of year
End of year

2013 2012
$ 194,277 501,941
592,403 573,431
8,600 14,901
27,416 38,500
83,037 44,042
1,023 1,619
245,000 10,356
294,868 72,594
1,252,347 755,443
(1,058,070) (253,502)
145,002 -0-
92,322 -0-
544,901 -0-
782,225 -0-
(275,845) (253,502)
7,830 -0-
(15,029) (614,952)
1,432,617 614,952
1,425,418 0-
1,149,573 (253,502)
594,813 577,989
(1,432,617) (614,952)
806,513 -0-
86,078 -0-
54,787 (36,963)
5,645,107 -0-
5,645,107 -0-
6,849,467 (290,465)
2,782,573 3,073,038
$ 9,632,040 $ 2,782,573

See accompanying notes to financial statements.
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CENTERSTONE FOUNDATION, INC.

STATEMENTS OF CASH FLOWS

YEARS ENDED JUNE 30, 2013 AND 2012

Operating activities
Change in net assets
Adjustments to reconcile change in net assets
to net cash flows from operating activities

Depreciation
Loss on disposition of property and equipment

Provisions for uncollectible and discount to net present

value on promises to give
Unrealized gain on assets whose use is limited
Realized gain on sale of assets whose use is limited
Change in beneficial interest
Equity transfer with Centerstone Endowment Trust

Restricted contributions and pledges
Changes in operating assets and liabilities
Unconditional promises to give, net
Due to/from affiliates
Accounts payable
Accrued payroll, benefits and taxes
Net cash flows from operating activities

Investing activities
Purchase of property and equipment
Proceeds from the sale or maturity of investments
Purchases of investments
Transferred assets whose use is limited, net
Change in agency liabilities
Net cash flows from investing activities

Financing activities
Equity transfer of Centerstone Endowment Trust
Restricted contributions and pledges
Net cash flows from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents

Beginning of year
End of year

Noncash financing activities
Equity transfer of Centerstone Endowment Trust

2013 2012
$ 6,849,467 $ (290,465)
1,023 1,619

-0- 7,000
(393,018) (178,632)
(544,901) -0-
(92,322) -0-
(1,262,322) -0-
(6,459,450) -0-
(594,813) (577,989)
731,715 1,617,429
2,273,567 (315,651)
1,787 213
(79,013) 7,549
431,720 271,073
(5,500) (752)
244,216 -0-
(379,551) -0-
(6,024,112) -0-
(2,938,745) (251,558)
(9,103,692) (252,310)
6,459,450 -0-
594,813 577,989
7,054,263 577,989
(1,617,709) 596,752
3,423,995 2,827,243
$ 1,806,286 $ 3,423,995
$ 6,459,450 $ -0-

See accompanying notes to financial statements.
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CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

1. SIGNIFICANT ACCOUNTING POLICIES

Organization

Centerstone Foundation, Inc. (Foundation) was organized to serve as a supporting
organization to Centerstone of Indiana, Inc., Centerstone of Tennessee, Inc.,
Centerstone Research Institute, Inc., and various other entities (collectively referred
to as “the Supported Organizations”) under the holding company, Centerstone of
America, Inc. The primary purposes are to; promote and support the interests and
purposes of the the Supported Organizations; to support fundraising for the
Supported Organizations from the public, to receive, maintain, and administer funds
and expend principal and income therefrom in interest of the Supported
Organizations; to collect contributions from the general public in the name of the
Supported Organizations; and to develop, support, promote and/or conduct
educational programs and other charitable activities in interest of the Supported
Organizations.

The accompanying financial statements include only the financial position, changes
in net assets and cash flows of the Foundation.

The Foundation is part of an affiliated group of entities and is included in the
reporting entity of Centerstone of Indiana, Inc., as Centerstone of Indiana, Inc. is the
sole member of the Foundation.

Centerstone of Indiana, Inc. is a not-for-profit Community Mental Health Center
(CMHC) with various locations in Indiana. Centerstone of America, Inc. is a not-for-
profit organization and serves as a holding company and sole member providing
management and administrative functions to those organizations under its control
which primarily provide behavioral healthcare services. Centerstone of Tennessee,
Inc. is a not-for-profit CMHC with various locations in Tennessee. Centerstone
Research Institute, Inc. is a not-for-profit benchmarking and information technology
company which works in conjunction with the Centerstone family.

Use of Estimates

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




CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

Basis of Accounting

The Foundation’s financial statements are prepared in conformity with accounting
principles generally accepted in the United States of America for not-for-profit
organizations. Accordingly, the Foundation’s accounts are stated on the accrual
basis of accounting, whereby revenues are recorded as earned and expenses are
recorded as incurred.

Cash and Cash Equivalents

The Foundation considers all highly liquid debt instruments purchased with an
original maturity date of three months or less to be cash equivalents.

Contributions and Pledge Receivables

The Foundation 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. When a
donor restriction expires (that is, when a stipulated time restriction ends or a purpose
restriction is accomplished), temporarily restricted net assets are reclassified as
unrestricted net assets and reported in the statement of activities and changes in net
assets as net assets released from restrictions. Donor-restricted contributions whose
restrictions are met within the same year as received are reflected as unrestricted
contributions.

Unconditional pledges receivable that are expected to be collected within one year
are recorded at net realizable value. Unconditional promises to give that are
expected to be collected in future years are recorded at the present value of their
estimated future cash flows. The allowances offset against pledges receivable
represent management’s estimate of expected losses to be realized, and are based
on historical experience, current economic conditions, and other relevant factors.
Amortization of the discounts is included in contribution revenue. Conditional
pledges are recognized when the conditions on which they depend are substantially
met.




CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

Assets Whose |Is Use Limited

During fiscal year 2013, Centerstone Foundation received the trusteed assets in
Centerstone Endowment Trust through an equity transfer, to provide additional
oversight functions only after receiving approval from the Tennessee Attorney
General. Originally, Centerstone of Tennessee, Inc. established the Centerstone
Endowment Trust for the purpose of serving as a charitable endowment fund for the
support of the Centerstone of Tennessee, Inc.’s mission and operations funded by
an initial gift from the Dede Wallace Foundation. As of June 30, 2012, Centerstone
of Tennessee, Inc. was the sole trustee of the Trust. After the approved transfer,
Centerstone Foundation became the sole trustee to coordinate the support to the
mission of the communities served by all Centerstone parties.

The terms of the trust require annual distributions to supported entities of an amount
equal to 4.5% of the average of the net fair market values of the underlying assets
as determined at the end of the three most recently completed calendar years. The
fair value of the related assets whose use is limited as of June 30, 2013 was
approximately $6,797,000.

Basis of Presentation

Financial statement presentation follows the recommendations outlined in the
Financial Accounting Standards Board Accounting Standards Codification (FASB
ASC) for Non-Profit Entities.




CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

Net Asset Classifications

The financial statements have been prepared in accordance with the Not-For-Profit
Organizations Topic of the Statement of Financial Accounting Standards, Financial
Statements of Not-For-Profit Organizations. The topic requires, among other things,
that the financial statements report the changes in and total of each of the net asset
classes, based upon donor restrictions, as applicable. The following classes of net
assets are maintained:

Unrestricted Net Assets

Unrestricted net assets are resources available to support operations. The
only limits on the use of unrestricted net assets are the broad limits resulting
from the nature of the Corporation, the environment in which it operates, the
purposes specified in its corporate documents and its application for tax-
exempt status, and any limits resulting from contractual agreements with
creditors and others that are entered into in the course of its operations.
Unrestricted net assets were at a positive amount of approximately $868,000
as of June 30, 2013 and a deficit of approximately $281,000 as of June 30,
2012, respectively.

Temporarily Restricted Net Assets

The Foundation’s temporarily restricted net assets consist of contributions
and investment activity where the use of the funds is restricted by the donor
and investment policy. Temporarily restricted net assets were approximately
$3,119,000 and $3,064,000 as of June 30, 2013 and 2012, respectively.

Permanently Restricted Net Assets

The Center’s permanently restricted net assets consist of gifts where the use
of the funds is restricted by the terms of the gift. The corpuses of the gifts are
restricted in perpetuity. Permanently restricted net assets were approximately
$5,645,000 and $-0- as of June 30, 2013 and 2012, respectively.




CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

Public Support, Revenue and Net Assets

Unconditional promises to give cash and other assets to the Foundation are reported
at fair value at the date the promise is received. Conditional promises to give and
indications of intentions to give are reported at fair value at the date the gift is
received. The Foundation 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.
Permanently restricted net assets are those that the donor has requested to be held
in perpetuity. In accordance with the donor stipulation, certain investment income
earned on permanently restricted net assets can be used for other than the donor-
restricted purpose. Accordingly, such income is recorded in the unrestricted net
asset class as it is earned and expended. Temporarily restricted net assets are
those that are restricted as to time or purpose. When the restriction expires, the net
assets are reclassified to unrestricted net assets and are reported in the statement
of activities as net assets released from restriction. Absent any donor-imposed
restrictions, gifts of cash and other assets are recorded as unrestricted net assets.

Contributions of donated services that create or enhance nonfinancial assets or that
require specialized skills, are provided by individuals possessing those skills, and
would typically need to be purchased if not provided by donation, are recorded at
their fair values in the period received.

Property and Equipment

Expenditures for property and equipment and items, which substantially increase the
useful lives of existing assets, are capitalized at cost. The Foundation provides for
depreciation on the straight-line method at rates designed to depreciate the costs of
assets over estimated useful lives as follows:

Description Range of Useful Lives
Furniture and equipment 3-10
Leasehold improvements 10
Buildings 18-30
Building and land improvements 5-20

Gifts of long-lived assets such as land, buildings and equipment are reported as
unrestricted support unless explicit donor stipulations specify how the assets are to
be used. The gifts of cash and other assets that must be used to acquire long-lived
assets are reported as temporarily restricted support. Absent explicit donor
stipulations about how long-lived assets must be maintained, expirations of donor
restrictions are reported when the donated acquired long-lived assets are placed in
service.
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CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

Concentration of Credit Risk

The Foundation maintains its cash in accounts, which at times, may exceed federally
insured limits. The Foundation has not experienced any losses in such accounts.
The Foundation believes that it is not exposed to any significant credit risk on cash
and cash equivalents.

Advertising

The Foundation uses advertising to promote its programs and activities among the
general public. The advertising costs are expensed as incurred. Advertising costs
for the Foundation totaled approximately $15,000 and $7,000 for 2013 and 2012,
respectively.

Performance Indicator

The consolidated statements of activities and changes in net assets include a
performance indicator, excess of revenue over expenses. Changes in unrestricted
net assets which would be excluded from the performance indicator include equity
transfers from affiliated parties, net assets released from released from restriction,
and contributions to supported entities.

Income Taxes

The Foundation is a not-for-profit corporation, as described under Code Section
501(c)(3) of the Internal Revenue Code. As such, the Foundation is generally
exempt from income taxes. However, the Foundation is required to file Federal Form
990 — Return of Organization Exempt from Income Tax which is an informational
return only.

Accounting principles generally accepted in the United States of America require
management to evaluate tax positions taken by the Foundation and recognize a tax
liability if the Foundation has taken an uncertain position that more likely than not
would not be sustained upon examination by various federal and state taxing
authorities. Management has analyzed the tax positions taken by the Foundation,
and has concluded that as of June 30, 2013 and 2012, there are no uncertain
positions taken or expected to be taken that would require recognition of a liability or
disclosure in the accompanying financial statements. The Foundation is subject to
routine audits by taxing jurisdictions; however, there are currently no audits for any
tax periods in progress.

11



CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

The Foundation filed its federal and state income tax returns for periods through
June 30, 2012. These income tax returns are generally open to examination by the
relevant taxing authorities for a period of three years from the later of the date the
return was filed or its due date (including approved extensions).

Functional Allocation of Expenses

The costs of providing various supporting programs and other activities are
summarized on a functional basis, herein. Accordingly, certain costs have been
allocated among program, general and administrative, and fundraising
classifications. Although the methods of allocation were considered appropriate,
other methods could produce different results.

Subsequent Events

The Foundation evaluates events or transactions occurring subsequent to statement
of financial position date for recognition and disclosure in the accompanying financial
statements through the date the financial statements are available to be issued
which is November 20, 2013.

. AFFILIATED ENTITIES AND RELATED PARTY TRANSACTIONS

The Foundation entered into certain working capital, administrative and general
transactions with its supported organizations as disclosed in Note 1. The Foundation
has recorded a related net payable in the amount of approximately $1,536,000 as of
June 30, 2013 and a net receivable of approximately $737,000 as of June 30, 2012.
For the years ended June 30, 2013 and 2012, the Foundation did not incur affiliated
management fees for services provided by Centerstone of America, Inc.

The Foundation acts as the agent for various supported organizations. The balance
in the related agency liability as of June 30, 2013 and 2012 is approximately
$513,000 and $3,452,000, respectively.

12



CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

3. BENEFICIAL INTEREST

During the fiscal year ending June 30, 2005, Centerstone of Tennessee, Inc. (the
Center) transferred $1,000,000 to the Community Foundation of Middle Tennessee
(Community Foundation) to establish an investment in an Agency Endowment Fund
that specifies the Center as the beneficiary. On July 1, 2012, the Center transferred
the Agency Endowment Fund to Centerstone Foundation, Inc. for additional
oversight function after receiving appropriate approval from the Tennessee Attorney
General. Centerstone Foundation, Inc. became the trustee of the beneficial interest
in the Community Foundation of Middle Tennessee subsequent to the transfer. The
intended use of the Agency Endowment Fund is to support the mission of serving
the needy for Centerstone affiliates. Variance power has been granted to the
Community Foundation to make distributions from the fund in accordance with the
Community Foundation’s Articles of Incorporation and in accordance with the
Foundation’s expressed intent. Centerstone Foundation, Inc. has the right and
responsibility to recommend distributions of principal and income, but those
recommendations are advisory in nature. The beneficial interest is reported at fair
value for the years ended June 30, 2013.

The following schedule summarizes the investment expenses and earnings and its
classification in the statement of activities and changes in net assets.

2013
Beneficial interest in Community Foundation $ -0-
of Middle Tennessee, beginning of year
Transfer from Centerstone of Tennessee, Inc. 1,176,244
Investment expenses (5,201)
Investment gain 153,139
Grants paid out (61,860)
Beneficial interest in Community Foundation
of Middle Tennessee, end of year $1,262,322

Fair value of the beneficial interest is estimated as the net asset value of the
underlying shares in the Community Foundation’s investment pool. Fair value is
determined in this manner because there are no observable market transactions for
assets similar to the beneficial interest in the Agency Endowment Fund. Because
there is no observable market transactions, Centerstone Foundation, Inc., can only
redeem the resources at net asset value for its own use subject to the approval of
the governing board of the Community Foundation, this fair value measure is a level
3 measure as defined in FASB ASC 820, Fair Value Measurement

13



CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

4. PLEDGES RECEIVABLE

The Foundation has pledge commitments outstanding from donors. These pledges
are due in varying amounts through approximately 2017. Pledges are adjusted to the
present value of the estimated future cash flows using a discount rate of 6% and
also include an allowance for estimated uncollectible pledges.

As of June 30, 2013 and 2012, pledges receivable consist of the following:

2013 2012
Pledges receivable $ 2,323,507 $ 2,873,024
Net present value discount (294,940) (368,511)
Allowance for uncollectible pledges (202,857) (340,106)

$ 1,825,710 $ 2,164,407

Amounts due in:
Less than one year $ 533,001 $ 611,044
One to five years 1,292,709 1,553,363
$ 1,825,710 $ 2,164,407

5. ASSETS WHOSE USE IS LIMITED

The composition of assets limited as to use at June 30, 2013 is set forth in the
following table:

2013
Cash and cash equivalents $ 67,879
Equities 2,050,981
Exchange traded funds 643,949
Mutual funds 4,033,861
$ 6,796,670

Investment income consists of the following for June 30, 2013:

2013
Interest and dividend income $ 145,002
Unrealized gain on investments 544,901
Realized gain on investments 92,322
$ 782,225

14



CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

6. TEMPORARILY RESTRICTED NET ASSETS

The Foundation’s temporarily restricted net assets were comprised of the following
as of June 30, 2013 and 2012:

2013 2012
Dede Wallace Campus $ 2,583,004 3 2,409,885
Research 535,524 653,856

$ 3118528 $ 3,063,741

7. PERMANENTLY RESTRICTED NET ASSETS

The Foundation’s permanent restricted net assets were comprised of the following
as of June 30, 2013:

2013
Permanent Endowments $ 4,645,107
Beneficial Interest in
Community Foundation
Of Middle Tennessee 1,000,000
$ 5,645,107

8. ENDOWMENT FUNDS

The Foundation’s endowment consists of a fund established for a specific purpose.
The endowment includes only donor-restricted funds to function as an endowment.
Net assets associated with the endowment fund are classified and reported based
on the existence or absence of donor-imposed restrictions.

The objective is to meet or exceed the market index, or blended market index,
selected and agreed upon by the Foundation or provide an acceptable return with
lower volatility or credit risk. In order to meet its needs, the investment strategy of
the Foundation is to emphasize total return; that is, the aggregate return from capital
appreciation and dividend and interest income.

Specifically, the primary objective in the investment management for endowment
fund assets shall be long-term growth of capital and to emphasize long-term growth
of principal while avoiding excessive risk. Short-term volatility will be tolerated in as
much as it is consistent with the volatility of a comparable market index.

15



CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

The board of directors has interpreted the relevant law as requiring prudent
preservation of the fund and evaluates the amounts of unrestricted income and the
unrealized gains and losses periodically. The Foundation has a policy of
appropriating for distribution an amount of earned income based upon a stipulated
formula.

The endowment net assets composition by type of fund as of June 30, 2013 and
2012:

Permanently restricted net assets

Donor-restricted endowment funds $4,645,107
Beneficial Interest 1,000,000
Total endowment funds $5,645,107

The Foundation incurred the following changes in endowment net assets for the year
ended June 30, 2013:
2013

Endowment and Beneficial Interest
net assets, beginning of year $ -0-

Equity transfer from Centerstone Endowment Trust 5,645,107

Endowment and Beneficial Interest
net assets, end of year $5,645,107

The Foundation 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 qift date of the donor-restricted endowment funds absent explicit donor
stipulations to the contrary. As a result of this interpretation, the Foundation
classifies as permanently restricted net assets (a) the original value of gifts donated
to the permanent endowment, (b) the original value of subsequent gifts to the
permanent endowment, and (c) accumulations to the permanent endowment made
in accordance with the direction of the applicable donor gift instrument at the time
the accumulation is added to the fund.

The remaining portion of the donor-restricted endowment fund that is not classified
in permanently restricted net assets is classified as temporarily restricted net assets
until those amounts are appropriated for expenditure by the Foundation in a manner
consistent with the standard of prudence prescribed by law.

16



CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

In accordance with the law, the Foundation considers the following factors in making
a determination to appropriate or accumulate donor-restricted endowment funds: (1)
the duration and preservation of the various funds, (2) the purposes of the donor-
restricted endowment funds, (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 Foundation, and (7) the
Foundation's investment policies.

. FAIR VALUE OF FINANCIAL INSTRUMENTS

The framework for measuring fair value provides a fair value hierarchy that
prioritizes the inputs to valuation techniques used to measure fair value. The
hierarchy gives the highest priority to unadjusted quoted prices in active markets for
identical assets or liabilities (level 1) and the lowest priority to unobservable inputs
(level 3). The three levels of the fair value hierarchy are described as follows:

e Level 1: Inputs to the valuation methodology are unadjusted quoted prices for
identical assets or liabilities in active markets that the Foundation has the
ability to access.

e Level 2: Inputs to the valuation methodology include quoted prices for similar
assets or liabilities in active markets; quoted prices for identical or similar
assets or liabilities in inactive markets; inputs other than quoted prices that
are observable for the asset or liability; inputs that are derived principally from
or corroborated by observable market data by correlation or other means. If
the asset or liability has a specified (contractual) term, the level 2 input must
be observable for substantially the full term of the asset or liability.

e Level 3: Inputs to the valuation methodology are unobservable and significant
to the fair value measurement.

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

Following is a description of the valuation methodologies used for assets measured
at fair value. There have been no changes in the methodologies used at June 30,
2013.

e Equity securities: Valued at the closing price reported on the active market
on which the individual securities are traded.

17



CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

Exchange traded funds: Valued at the daily closing price as reported by the
fund on an active market on which the exchange-traded funds are traded.
Exchange-traded funds are generally valued at their net asset value (NAV),
although shares may trade at a premium or discount to the NAV depending
on the liquidity of the underlying securities, market volatility, and other factors.

Mutual funds: Valued at the daily closing price as reported by the fund.
Mutual funds held by the Plan are open-end mutual funds that are registered
with the Securities and Exchange Commission. These funds are required to
publish their daily net asset value (NAV) and to transact at that price. The
mutual funds held by the Foundation are deemed to be actively traded.

Beneficial interest in outside trust: Valued at fair value as reported by the
trustee, which represents the Foundation’s pro rata interest in the net assets
of the trust, substantially all of which are valued on a mark-to-market basis.

18



CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

If the inputs used fall within different levels of the hierarchy, the categorization is
based upon the lowest level input that is significant to the fair value measurement.
Assets and liabilities measured at fair value on a recurring basis as of June 30, 2013
and 2012 are as follows:

June 30, 2013

Assets Whose Use Is Limited Total Level 1 Level 2 Level 3
Equities
Energy $ 143,536 $ 143,536 $ -0- $ -0-
Industry 421,554 421,554 -0- -0-
Consumer Discretionary 268,610 268,610 -0- -0-
Consumer Staples 274,400 274,400 -0- -0-
Healthcare 192,830 192,830 -0- -0-
Financials 86,536 86,536 -0- -0-
Information Technology 255,675 255,675 -0- -0-
Telecommunication 42,160 42,160 -0- -0-
Foreign Common & ADR 365,680 365,680 -0- -0-
Exchange Traded Funds
Growth 145,940 145,940 -0- -0-
Index 347,823 347,823 -0- -0-
Value 150,186 150,186 -0- -0-
Mutual Funds
Blend 994,154 994,154 -0- -0-
Growth 1,055,963 1,055,963 -0- -0-
Value 344,683 344,683 -0- -0-
Real Estate Investment Trusts 72,704 72,704 -0- -0-
Fixed Income 1,566,357 1,566,357 -0- -0-
6,728,791 $ 6,728,791 $ -0- $ -0-
Cash and Cash Equivalents 67,879
_$_ 6796670
Beneficial Interest $ 1,262,322 $ -0- $ -0- $ 1,262,322
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CENTERSTONE FOUNDATION, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013 AND 2012

10.

11.

FUNCTIONAL EXPENSES

As noted in the policies, the Foundation provides supporting services to the
Supported Organizations. Expenses related to providing these services are broken
down between program, general and administrative, and fundraising as follows for
the years ended June 30, 2013 and 2012:

2013 2012
Program services $ 990,208 $ 582,306
Special event - fundraising 11,670 22,048
Administrative and general 250,469 151,089

$ 1,252,347 $ 755,443

COMMITMENTS AND CONTINGENCIES

Self-Insurance

The Foundation has elected to act as a self-insurer, through its Parent, for certain
costs related to employee health, dental and accident benefit programs. Expenses
resulting from claims experience are recorded as incurred including an estimate of
claims incurred but not reported. The related expense for the years ended June 30,
2013 and 2012 aggregated approximately $49,000 and $17,000, respectively. The
Foundation has purchased insurance, which limits its exposure on a per individual
basis to $135,000, with no annual aggregate basis stop loss provision.

Compensated Absences

Employees of the Foundation are entitled to paid time off depending on the length of
service. The estimated value of accumulated paid time off as of June 30, 2013 and
2012 was approximately $3,000 and $-0-, respectively.
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