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* INDEPENDENT AUDITOR’S REPORT

To the Board of Directors bf _
: Appalachian Community Enterprises, Inc..

'1have audited the accompanying statement of financial position of Appalachian
Community Enterprises, Inc. (a nonprofit organization) as of December 31, 2005 and the
related statements of activities, functional expenses, and cash flows for the year then

- ended. These financial statements are the resljonsibility of the organization’s ‘
management, My respon31b111ty 18 to express an opmmn on these ﬁnanmal statements
based on my audit.

- 1 conducted my audit in accordance with auditing standards generally accepted in the
United States of America. ‘Those standards require that | 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 amounts .-
- and disclosures in the financial statements. An audit also includes assessing the .
accounting prmc:lples used and significant estimates made by management, as well as
“evaluating the overall financial statement presentatlon [ beligve that my audlt prcmdes a
reasonable basis for my opinion. : -

“In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Appalachian Community Enterprises, Inc. as of
December 31, 2005, and the changes in its net assets and its cash flows for the year then _

. ended in conformlty w1th accauntlng pnnc;lples generally accepted in the Umted States of
Amerlca ‘ -

AT

March 30, 2006 N - | " David Benfield, CPA



' APPALACHIAN COMMUNITY ENTERPRISES, INC.
STATEMENT OF FINANGIAL POSITION
'DECEMBER 31, 2005

ASSETS

Current Assets: L _
‘Cash and cash equivalents, see note 2 . o $ 254,376
" Grants receivable - ‘ 123,424
Gross loans receivable - current portion o 110813
Interest receivable =~ _ S 11,044
‘Total Current Assels. . ' _ SR i 499,657
‘Noncurrent Assets: . R :
" -Gross loans receivable - total D -k 727,478
Less current portion - o - . (110,813)
Loan loss reserves ) {110,778) 505,887
Eqmpment net of $1,665 accumu[ated _ _ o
depreciation, seenote 3 . * - © — ' . 15,751
Loan loss reserve fund, see note 2 S EERE 30,000
' Total Assets SR 51,051,205

 LIABILITIES AND NET ASSETS

Current Liabilities:

Accounts payable and accrued expenses : %8 5401 .
Current portion of long-term- debt o ' _ 20,378
Total Current Liabilites - o 2570
Noncurrent Liabilities: . : T :
. ‘Long term debt, see note 5 . - $ 569,044
Less current portion - : - o . {20,378) 548,666
. Total Liabiltes - N ) B - 574,445
Net Assets:- _ _ : _ . _ .
Unrestricted S ; _ : - . 258,081
- Temporarily restricted o B S 217,769
“Total Net Assets - ' | 476,850
" Total Liabllties and Net Assets - §1,051,206

See accompanying indepehdent accountant’s report. :
.. The accompanying notes are an integral part of these financial statements. '
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~APPALACHIAN COMMUNITY ENTERPRISES, INC.
STATEMENT OF ACTIVITIES
For The Year Ended December 31, 2005

Changes in unrestricted nét assets
Revenue, gains, and cther support
- Contributions
. Grant revenue
" Interest income:
Interest and fee income on Ioans
Interest expense
Net interest income -
. Provision for loan losses = _
_ Netinterest income after provision for loan losses

* Total support unrestricted assets
Expenses: .
Program services
Supparting services
Total expenses unrestrlcted assets

Increase in unrest_ricted net assets
Changes in ternporarlly restricted net assets

Contrlbuttons
Increase in temporarily restricted net assets
- Change in net assets
Net assets, beginning of the year

Net assets, end of the year

$ .
' (9,219)

76,193

66,874

(119,047)
. - {52,073)

3

23,700
500,155

$ 471,782

.. 308,287
- 69,230

: 377817 -

116,169

% 94,265

- 116,169

210,434

266,416

_ See accompanying independent accountant's report.
The accompanymg notes are an integral part of these financial statements S
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APPA.LACH[AN COMMUNITY ENTERFPRISES, INC.
STATEMENT OF FUNCTIONAL EXPENSES
_ For The Year Ended December 31, 2005

F’rogram _ Support _ All

Services .o Services Funds
Bank Service Charges = o $ - 8 164 $ 184
‘Depreciation ‘ ' : - - 1,665 14,665
Miscellaneous ' : - ' 608 " 608
Payroll Taxes =~ : : - 10,153 = = ' - 10,153
Professional Services ' . 128,136 46,391 174,527
Program Supplies B - 24,856 _ . - 24,856
Salaries : B 121,225 - 121,225
Supplies . - 11,275 - 11,275
~Rent & Utilities . _ : . - 2,218 : 2,218
Telephone : ' . , 6,160 ‘ 1,540 . ' 7,700
© Travel - o 17,757 5,369 23,126
Total Expense T g $ 308,287 - 5 69,230 $ 377,517

.See accompénying independent accountant's report. :
The accompanying notes are an internal part of these financial statements.
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APPALACHIAN COMMUNITY ENTERPRISES. INC.
STATEMENT OF CASH FLOWS
For The Year Ended December 31, 2005

Cash Flows from Operating Activities:
.Increase in Net Assets
Adjustments to Reconcile Change in Net Cash
~Used by Operating Activities:
(Increase) Decrease in Operatmg Assets
Depreciation
Pravision for Loan Losses
Grants and Interest Recewable
. Other Assets :
increase (Decrease) in Operating Llabllmes
-Accounts Payable

Net Cash Used by Operating Activities
_ Investmg Ac’uw’ues
Micro Loans Made
Repayment of Micro Loans
Capital Expenditures
Loan Loss Reserve Fund

Net Cash Used by Investing Activities
Flnancmg Actwltles

_ 'SBA Loan Proceads
USDA Loan Proceeds

" Net Cash'Use_d in Financing Activities
Net C.ash Used from All Activities
~ Cash, Beginning of the Year

' Cash, End of the Year

Supplementa[ Disclosure of Cash Flow Information

Cash paid during the year for interest

$ 210,434

1,665
68,464
(21,489)

1,000

' (11,688)

- § 248,376

. (451,000)
152,537
(17,416)

 {30,000)

. (345,879)

196,544

122,500

- See accompanying independent accountant's report.
The accompanylng notes are an 1ntegral part of these fi nancuai statements
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319,044

221,541

32835

' $254,376
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- APPALACHIAN COMMUNITY ENTERPRISES, I'NC.V
' NOTES TO FINANCIAL STATEMENTS o
' December31 2005 -

NOTE 1-NATURE OF ACTIVITIES AND SUMMARY OF SIGNIFICANT
' ACCOUNTENG POLICIES

* Nature of Activities _

. The Appalachian Community Enterprises, Inc. is a not- for—prot' it credit-led
‘microenterprise development organization that the U.S. Department of
-Treasury recently certified as a community development financial institution
(CDFI). In its five-year history, Appalachian Community Enterprises, inc. has
helped 75 businesses to start or expand through microloans and accompanying
technical assistance. Appalachian Community Enterprises, Inc. has provided
“business and financial education to over 400 people since 2003.

-Income Taxe’s

' The organrzatlon isa not-fornprot“ it organlzat[on that is exempt from income taxes
under Section 501( ) (3)of the Internal Revenue Code -

-Accounting Policies

The financial statements are prepared on the accrual basis of accounting. Revenues
are reported as increases in unrestricted net assets unless use of the related assets
is Iimited by donornimposed restrictions. AccordEneg, net assets are classified as:

'Ternporarrly restrlcted net assets- Net assets subject fo donor—lmposed strpu]atlon that
may or mey not be met ' L .

‘ Unrestrlcted net assets—Net assets not subject to donor—imposed stipulations.

': F’ermanently resiricted net assets Net assets subject to donor-imposed stlpu!atlons that. .
are to be maintained permanent[y

Expenses are reported decreases in unrestricted net assets. Expirations of ternporary
_restnctlons occur when the donor—stlpulated purpose has been fulfilled.

Use of Estlmates

The preparatlon of financial statements in conformity w:th generally accepted
accounting principles 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 durlng the
period. Actua! results could dlffer from those estlmates



: ‘APPALACHIAN COMMUNITY ENTERPRISES, INC. |
NOTES TO FINANCIAL STATEMENTS
_ December 31, 2005

NOTE 1- NATURE OF ACT!VITIES AND SUMMARY OF SIGNIF]CANT
ACCOUNTING PQLICIES - CONTINUED

 Use of Estimates

~ The determination of the adequacy of the loan loss reserves is based
- on estimates that are particularly susceptible to significant changes in the
. economic en\nronment and market conditions.

"~ Loans

Loans are stated at unpaid principal balances, less the allowance for loan
losses and net deferred loan fees and uneamed discounts.

Currently, loan fees and costs are not considered significant and any deferral
of the loan fees and costs would not sxgnlf cantly |mprove the fi nanmal '
reportmg of operatrons

- The accrual of interest on loans i is discontinued at the time the Ioan is
~ determined by management as delinquent beyond 90 days.

"~ In all cases, loans are placed on non-accrual or charged off at an earlier date -

if collectlon of pnnmpa] or 1nterest is con5|dered doubtful
Loan Loss Reserves

The loan loss reserves are maintained at a level which, in management's

~ judgment, is adequate to absorb credit losses inherent in the loan portfolio.

- The amount of the reserve is based on management's evaluation of the

. collectibility of the loan portfalio, including the nature of the portfolio, credit

- concentrations, trends in historical loss experience, specific impaired loans,
economic conditions, and other risks inherent in the portfolio. Allowances for
impaired loans are generally determined based.on collateral values or the
present value of estimated cash flows. Although management uses available
information to recognize losses on loans, because of uncertainties
associated with local economic conditions, collateral values, and future cash

- flows on impaired loans, it is.reasonably possible that a material change
could occur in the allowance for loan losses in the near term. However, the
amount of the charge that is reasonably possible cannot be estimated. The
‘allowance is increased by a provision for loan losses, which is charged to
expense and reduced by charge-offs, net of recoveries. Changes in the

" reserves relating to impaired loans are charged or credited to the provision
for loan losses. Past due status is determined based on contractual terms.



APPALACHIAN COMMUNITY ENTERPRISES, INC.
e NOTES TO FINANCIAL STATEMENTS
: December 31, 2005 '

NOTE 1 - NATURE OF ACTIVITIES AND SU OF SIGNIFICANT
o A \CCOUNTING POLICIES - CONTINUED

Statement of C_esh Flows -

- The co'moany considers all cash and amounts due from depository
“institutions, interest-bearing deposits in banks to be cash equivalents for
.purposes of the statements of cash ﬂows

NOTE 2 - CASE NDCS EQUIVALENTS

“Cash and cash equivalents totaled $254,376 at December 31, 2005.
Interest earned for the caleridar year on account balances was $368.
As part of a donor imposed restriction, a cash balance of $30,000 is
being maintained in a separate bank savmgs account and is not
lncluded in the current asset section. :

- NOTE3- FIXED ASSE!S

: Property and equipment are recorded at cost. Depreciation is provided on.
the straight-line method over the useful lives of the respective assets. -

- Maintenance and repairs are charged to expense as incurred; major
‘renewals and betterments are capitalized. When items of property and

. equipment are sold or retired, the related cost and accumuiated depreciation

- are removed from the accounts and any gain or loss is included in income. :
Depreciation for the year ended December 31, 2005 was $1,665.

~ As a grant stiputation, equipment will revert back to grantor if not used
as part of the micro !endlng process. The depreciable lives of property are

as follows
Lives
Fixtures - 7-12 years

Equipment 3-7 years

NOTE 4 - GRANTS RECEIVABLE

" In connection with working to provide loans to targeted areas and groups
and providing other services, Appalachian Community Enterprises, Inc is
due to receive $123,424 from outside agencies-as of December 31, 2005.
The receivables amount have not been discounted due to their short term

. status. Contracts are recognized as revenue, as allowed by generally

. accepted accounting principles, as soon as contract conditions are met.
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APPALACHIAN COMMUNITY ENTERPRISES INC..
NOTES TO FINANCIAL STATEMENTS
December 31, 2005

NOTE 5 - LONG TE MDEBT

o in 2003 Appalachlan Communlty Enterprises, Inc. started working with
the Federal Home Loan Bank of Atlanta to increase available funds for
loans. Under this agreement, Appalachian Community Enterprises, Inc.
~ borrows funds at 2.75% and repayment of these funds are not due until - -
- March 2013. - - : -

In 2005, Appalachian Community Enterprises, Inc. started working with

the United States Department of Agriculture to increase available funds for
- loans. Under this agreement, Appalachlan Communlty Enterpnses inc.
borrows funds at 1%. -

“In 2005, Appa!achian Community Enterprises, Inc. started working with
- the US Small Business Administration to increase available funds for
joans. Under this agreement, Appalachian Community Enterprises, Inc.
borrows funds at 1.875% and makes monthly payments based ona variable
- rate startlng at $2,048.66 per month :

.' _ Future _scheduled maturltles ef [ong-te_rm d_ebt are as follows:

2006 '$ 20,378

- 2007 oo 20820
2008 N © 21475

- 2009 . 22048
 Thereafter- I 484 225

$ 569,044

' NOTES DONATED SERVICES

| From tlme to tlme professmnal services are prov:ded from Appalachlan
Consulting Group, Inc. There were no donated services for the year 2005. -

NOTE 7 - C_ONCENTRATI_ON RISKS

.. The Appalachian Community Enterprises, Inc. has a potential risk
associated with the concentration of support received from governmental
agencies. Any change in finding future funding could have an adverse
impact on the Appaiachlan Communtty Enterpnses Inc.. ‘
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