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' INDEPE_NDENT.A_UD[TOR’S REPORT

To the Board of Directors of
His Branches, Inc.

We have audited the accompanying financial statements of His Branches, Inc. (a nonprofit organization), which comprise
the statement of financial position as of June 30, 2016 and 2015, and the related statements of activities, functional
expenses, and cash flows for the year 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 misstatements, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit 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.

‘An audit involves performing procedures to cbtain 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

His Branches, Inc. as of June 30, 2016 and 2015, and the changes in its net assets and its cash flows for the year ended in
accordance with accounting principles generally accepted in the United States of America.

Main Office . Geneva Office
1892 S. Winton Road, Suite 180 - : , 24 Tillman Street |
Rochester, New York 14618 ' Geneva, New York 14456
585.544.1040 | Fax 585.544.5949 315,789.3310 | Fax 315.789.5437

wwww.PetrellaPhillips.com
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Report on Summarized Comparative Information

We have previously audited the Ifis Branches, Inc., 2015 financial statements, and we expressed an unmodified audit

opinion on those audited financial statements in our report

dated January 12, 2016. In our opinion, the summarized

comparative information presented herein as of and for the year énded June 30, 2015, is consistent, in all material _‘ '
respects, with the audited financial statements from which it has been derived. '

Rochester, New York
December 13, 2016

www.PetrellaPhillips.com




bl

HIS BRANCHES, INC.
STATEMENTS OF FINANCIAL POSITION
AS OF JUNE 30, 2016 AND 2015

Exhibit A

2016 2015
ASSETS
Current assets
Cash and cash equivalents $ 39,052 $ 72,445
Patient revenue receivable, net of allowance for
doubtful accounts: $114,294 for 2016 and $179,927 for 2015 08,148 105,861
Grants and pledges receivable, net of allowance for
doubtfut accounts of $6,586 for 2016 and $4,300 for 2015 108,844 72,078
Accounts receivable - trade - 10,464
Prepaid expenses 20,108 15,627
Total current assets 266,152 276,475
Property and eguipment
Land, building and equipment 517,716 500,437
Accumulated depreciation (321,810} {293,708)
Net property and equipment 195,906 206,729
Mortgage acquisition costs, net of accumulated amortization
of $523 for 2016 and $341 for 2015 3,168 3,352
TOTAL ASSETS $ 465,226 $ 486,556
LIABILITIES AND NET ASSETS
LIABILITIES
Current portion - Mortgage payable - Bank $ 7,234 $ 6,849
Accounts payable 12,479 6,366
Credit card liabilities 1,769 -
Accrued salaries 53,229 48,017
Total current liahilities 74,711 61,232
Note payable to provider, including interest in arrears 49,165 48,201
Mortgage payable - Bank 153,082 166,309
Total long-term liabilities 202,247 214,510
TOTAL LIABILITIES 276,958 275,742
NET ASSETS
Unrestricted 78,779 150,366
Temporarily restricted 109,489 60,448
Permanently restricted - -
TOTAL NET ASSETS 188,268 210,814
TOTAL LIABILITIES AND NET ASSETS 465,226 486,556

The accompanying independent auditors’ report and footnotes are an integral part of these financial statements.

2

B i e



Exhibit B
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HIS BRANCHES, INC.
STATEMENT OF ACTIVITIES
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Temporarily Total Total
Unrestricted Restricted 2016 2015 ;
REVENUES, GAINS AND OTHER SUPPORT
Donations received $ 139,450 $ 7.895 $ 147,345 $ 128,660
Donated services 3,000 - 3,000 25,190
Grants and medicat incentive payments 228,050 - 228,050 227,397
Program fees - patient revenue
and medical workshops 673,774 - 673,774 690,375
Recovery of {provision for) bad debft  (12,189) - (12,189) {60,513)
Rental income and personnel
service reimbursements 2,721 - 2,721 61,873
Net assets released from
resirictions:
Restrictions satisfied
by payments {41,146) 41,146 - -
Total Revenues, gains and
other support 003,660 49,041 1,042,701 1,072,982
EXPENSES (Exhibit D)
Program services 798,260 - 798,260 723,113
Supporting services 233,829 - 233,829 262,598
Fund raising expenses 33,158 - 33,158 20,856
Total Expenses 1,065,247 - 1,085,247 1,006,567
CHANGE IN NET ASSETS (71,587) 49,041 {22,546) 66,415
Net Assets at Beginning of Year 150,366 60,448 210,814 144,399

oAl

NET ASSETS AT END OF YEAR

$ 78779 $ 109489 § 188,268

$ 210,814

The accompanying independent auditors' report and footnotes are an integral part of these financial statements.
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HIS BRANCHES, INC.
STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Exhibit C

2016 201
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets $ (225468) 5 66,415
Adjustments to reconcile change in net assets
to net cash provided by operating activities;
Amortization 185 185
Depreciation 28,102 26,369
Increase (decrease) in allowance for doubtful accounts (63,347} 55,238
Interest accrued on note payable to provider 964 945
Changes in operating assets and liabilities:
Decrease (increase) in receivables 44 758 (54,224)
Decrease {increase) in prepaid expenses (4,481) 25,524
Increase (decrease} in accounts payable 7,882 (37,294)
Increase (decrease} in accrued expenses 5,212 13,261
Net cash provided by operating activities {3,271) 97,119
CASH FLOWS FROM INVESTING ACTIVITIES
Capital acquisitions (17,280) (31,755)
Net cash used by investing activities (17,280) {31,755)
CASH FLOWS FROM FINANCING ACTIVITIES
Payments on provider notes payable - (49,000)
Mortgage principal payments (12,842) {12,172}
Net cash used by financing activities {12,842) {61,172)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (33,303) 4,192
CASH AND CASH EQUIVALENTS - BEGINNING OF PERIOD 72,445 68,253
CASH AND CASH EQUIVALENTS - END OF PERIOD $ 39,052 $ 72,445

Supplemental Cash Flow Disclosures
Non-cash donations received and expensed

b 3,000

b 25,190

Interest paid b 1,218

q
$ 11,179

The accompanying independent auditors’ repert and footnotes are an integral part of these financial statements.

4

T EE AT (it S



JEURUIUUTS PO I | MR PN IR [IPRUSI P W) PR R S TR o P | : T

S .
‘SjUBLLBYEIS [BIDUBRULY 2saLg Jo Wed [eibsjul ue ale S210Wa0) pue pBodal siolpne wapuadepu BuiAuedwooaoe ay |

%00°001 %LL'E %S6°LE %l %NlOVL sesuadx3 [euonound [ej0] Jo ebejusdied
IP2'990°L § 8Sl'ee $  6C8¢€ET $ 628'C $ Ler'sel $ g LI9IHX3 - SASN3dX3 13N
GZ8 - SZ8 - - s09) Buljy
Zcl'cl - ZZl'eL - - Bunnsuoo pue Buiunoooe ‘|efian
Zol‘eg Ll 6£E'S Ll 18¥°22 uojetaldaq
Gel 3 e i erl uoieziMowy
2ev'ls 282 0160l 182 1€6'GY asuadxa Aouednooo pue aoeds
2821 - eLLL - 1745 1s243)U|
15142 8¥. - - - asuadxe Buisies pung
000 - 000’ - - S2IAISS |BUOISSS)0.d pajeuop jo anjeA Jiej
vel'e 182 1€6 Le G/8°L uonensidde Jesjunjoa pue Ajolqnd ‘sUsga
vi8'ol - £0¢'E - Lev'el uonesIuNWWod pue suoydsis |
474 ard - gLe 144 8L1°C suonduosgns pue ses) ‘sanq
9.8 - 9.8 - - asuadxs sanelsiuiwpe ued Juswalneoy
80v've (R z88'v - G80°ZL ABojouLos) uoneuwoju)
Al A (A Sar'g - G8Y'e asuadxa pue salddns ao1Q
zse'L 0Lt') Lr6'e - L¥6'e uononpoudas pue bunuid ‘ebejsod
Yy r A - 112 - - SJUaWasINg WISl O 15U Bullig |eoipay
1189 12> 619 e 0619 siuued pue sesusol
£E0'¥e 0zl £9L°C 0z 0£9'1e 9oUBINSUI $SBUISNY [2IaUss)
£18°1E 90L €E9°L ] 8¢CeT sjijeuaq ashojdwy
ors'6l 98 782’ 98 Z60°91 Buiuten; pue uopeonps ‘sBunesil ‘|aABI ],
S8¥'6L. Z99'91 602'291 561 6L¥'9EG soxe) jjoJAed pue sss} Jepiroid ‘saleeg
4898 zie's - - Giv'e JusAa Buisied punj

PUE UDIEDNDS PAUIGWIO? JO SIS0 JUlop
2192 § 6L - $ 006°L $ 269l § sasuadxs weiboud pue sjueis
SASNIAdIX3
9102 ~ buisiey aAlBASIUuIWPY SEISISAD) [B207
221X R pun puE |eJsusn) SBOIAIDS AHUNUWILIOT) PUE [EJIPSH

_ 9102 ‘0¢ ANNF A3ANT UVIA IHL HO4
: S3ISNIdX3 TVNOILONNA J4C LNIJNALVLS
"ONI ‘SIHONVYS SIH

I 7 ,i?J%




S S R} T ] L LR

9
‘SJULLS)ES |BIoUEUY 9S8Y] 10 Led jeifisiul ue ae Sej0U)00) pue podal sJojpne juspuadepu) Bufuedwoose ay|

%00°001 %L0°C %6092 %EE 0 %LG 1L sesuadx3 [euofouny [e)o] jo sbejusolod
196900°L $ 95802 $ 865C9C $ glz'e $ geR'6LL $ g LIgHX3 - S3ISN3IdX3 13N
S/ - S/ - - ‘ sa8) Buiy
§16'G - 515°G - - Bunnsuoa pue Bununoosoe ‘lebat
89¢'0Z zel 0L0‘S Zel G60'LE uopepaidad
G381 L Ge L 214" uojeZIIoWY
£vp'oz el ¥20°G A GGlL'Le asuadxe Aouednooo pue soedg
6LL'L1 €l 80’2 o5 zo0's 1s2191U|
9l 9l - - - asuadxa Buisies pun4
06l°'6z - 061°GZ - - $80IAJOS |BUOISSD}04d paleuop JO anjeA Jie4
0zZe'e 662 966 £e 266°L uoneioaidde esjunioa pue Aylgnd *slisga
209l - 90Z'c - 9z8¢l UOIEDIUNWIWIOY pue ducydale |
GLL'L - 091 8i 166} suoiduiosgns pue saay ‘'sang
oLe'L - alLZ’L - - asuadxe aAlelsIuILpPE ue|d Juswaiey
80161 L¥6°L Z88't - G8s'el ABojouyos) uopeulojut
069'6l ge6'e 9/8'/ - 9/8'1 asusdxs pue saljddns 8210
266'6 866°| 166 - 166°¢ uonanpoides pue Buuud ‘ebejsod
Qze's - Qz7E'S - - gJUSLLSSINGLUISI JO 18U Bulig jeoipspy
el 6 GGl ] BYS L sywuad pue sasuaoly
L6g'9¢ el 90¢'? Lel £99'ce |oueInsul sssulsng [edauan)
19Z'st zTs ¥SL' 1L vl 126'2E sjyouaq ssfojdwg
96€°L rAN 9zz') A 9019 Buiules) pue uoijeanpe ‘sBufjsew ‘lpAeI L
6E¥'€99 088°, GTA AR L2 £9%°/6¥ sexe) ||0JAed pue sesy Japiroid ‘seleles
€629 ZsL'e - - L0S°C juane Buisiel puny

pue UolESNPS paulguuIo? Jo S1S02 JLIof
FAR vt B - ¢ - $ 0052 S ZI6'19 § sasuadxo weliboid pue sjueig)
S3ISNIAXE
; SL02 buisiey SAEJSILIWPY SEOSIOND) |ED0
“ 210 L pund puUB [BJBUDL) S90IAISS AJIUNWII0Y) pue [BaIpa

S10Z ‘0€ INNF G3IANT ¥VIA JHL 404
SASNILX3 TYNOLLONNG 4O LNIWILVYLS
"ONI ‘SIHONVYE SIH
{panunuod)
a Hqiyx4

T i T T TR T T T e - T T
T 1 Ll ' I I 1 1 | ! i s




HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Note A - Summary of Significant Accouniing Policies

Method of Accounting and Change of Accounting Period
The Organization maintains its books and prepares its financial statements on the accrual
basis of accounting with a fiscal year ending on June 30.

Basis of Presentation

Financial statement presentation follows the recommendations of the Financial
Accounting Standards Board in its Statement of Financial Accounting Standards ASC
958, Financial Statements of Not-for-Profit Organizations. Under that standard, the
Organization is required to report information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, temporarily restricted
net assets, and permanently restricted net assets. The Organization has only
unrestricted and temporarily restricted net assets.

Revenue Recognition

The largest portion of the Organization’s revenue is from fees for patient services. These
revenues are recognized when services are provided, without regard to whether the fees
are collectible. Therefare, the provision for bad debts related to these billings has been
presented as a direct deduction in the revenue section of the Statement of Activities, in
accordance with the accounting standards update issued by the FASB, ASC 958.

Contributions

The Organization has adopted FASB ASC 958-605, Accounting for Contributions
Received and Contributions Made. Under ASC 958-605, contributions received are
recorded as unrestricted, temporarily restricted, or permanently restricted support
depending on the existence or nature of any donor restrictions. The collectible portion of
unconditional promises-to-give is to be recorded as receivable on the Statement of
Position and as revenue on the Statement of Activities in the year a promise is received.

Resfricted Revenue

Gifts of cash and other assets, which are received with donor stipulations that limit the
use of these assets, are reported as increases in temporarily restricted net assets. When
a donor restriction expires or a purpose restriction is accomplished, temporarily restricted
net assets are reclassified to unrestricted net assets and reported in the statement of
activities as net assets released from restrictions. :

Donated Services

Under generally accepted accounting practices, donated specialized services which
would under other circumstances be purchased, and those services which increase the
value of a non-financial asset, are to be recognized as non-cash donations on the
Statement of Activities and charged as an expense or capitalized as appropriate. Unpaid
volunteers and directors carry on a substantial part of the Organization’s work. The value
of these services is not reflected in the accompanying financial statements since they do
not meet the criteria for quantified recognition under FASB ASC 958-605, Accounting for
Contributions Received and Contributions Made).

The accompanying independent auditors’ report is an integral part of these financial statements.
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HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Note A - Summary of Significant Accounting Policies (continued)

Cash and Cash Equivalents
Cash and cash equivalents include time deposits, certificates of deposit, and all highly

liquid debt instruments with original maturities of three months or less. The Organization
maintains cash and cash equivalents at financial institutions, which periodically could
exceed federally insured amounts. The Organization had no cash or cash equivalent
balances in excess of federally insured amounts at June 30, 2016 and 2015.

Patient Revenue Receivable and Allowance for Doubtful Accounts

Patient revenue receivable includes amounts due from third parties (insurance
companies) as well as co-insurance and self-pay receivables. Accounts receivable are
reduced by an allowance for doubtful accounts. In evaluating the collectability of
accounts receivable, the Organization analyzes its past history and identifies trends for
each of its major payer sources of revenue to estimate the appropriate allowance for
doubtful accounts and provision for bad debts.

Management regularly reviews data about these sources in evaluating the sufficiency of
the allowance for doubtful accounts. For receivables associated with services provided to
patients who have third-party coverage, the Organization reduces the amounts billed to
the contractually due amounts, and then further analyzes and provides an aliowance for
doubtful accounts and a provision for bad debis, if necessary.

For receivables associated with self-pay patients (those without insurance and those with
deductible and copayment balances due for which third-party coverage exists for part of
the hill), the Organization records a significant provision for bad debts in the period of
service on the basis of its past experience, which indicates that many patients are unable
or unwilling to pay the portion of their bili for which they are financially responsible. The
difference between the standard or discounted billings and the amounts actually collected
after all reasonable collection efforts have been exhausted, is charged off against the
allowance for doubtful accounts.

Property, Equipment and Depreciation
Property and equipment are carried at cost, or if donated, at the approximate fair value on
the date of donation. The depreciation of building and equipment is computed using the
straight-line method over the following useful lives:

Equipment 5to 7 years
Improvements 7 to 39 years
Building 15 years

All acquisitions of property and equipment, and any expenditures for repairs and
maintenance which materially prolong the useful lives of assets, are capitalized. The cost
of equipment that is retired or otherwise disposed of, and the related accumulated
depreciation, are removed from the accounts. Any gain or loss is reported as other
income.

Mortgage Acquisition Costs
Mortgage acquisition costs are amortized over the term of the refinanced mortgage.

The accompanying independent auditors’ report is an integral part of these financial statements.
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HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Note A - Summary of Significant Accounting Policies (continued)

Subsequent Events

Management has evaluated events and transactions for potential recognition or
disclosure in the financial statements through December 13, 2016 (the date the financial
statements were available to be issued).

Use of Estimates

The preparation of financial statements in conformity with 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 expense during the reporting period. Actual results can differ from those estimates.

Income Taxes

The Organization is exempt from income taxes under Section 501(c) 3 of the Internal
Revenue Code. The Organization is not classified as a private foundation for tax
purposes.

FASB ASC 740 Accounting for Income Taxes requires organizations to determine
whether tax benefits claimed or expected to be claimed on a tax return should be
recorded in the financial statements. For tax-exempt entities, the tax exempt status itself
is deemed to be an uncertainty, since events could potentially ocour to jeopardize tax-
exempt status. The Organization believes it has no uncertain tax positions that will
significantly increase or decrease in twelve months after the balance sheet date. The
Organization has not been subject to federal or state income tax examinations by tax
authorities and its open tax periods are 2015, 2014 and 2013.

Note B - Scope of Business

During the year 1999, the Organization filed a restated certificate of incorporation with the
state of New York, containing a mission statement which is similar to its historical purpose
statement, but more accurately reflects the Organization’s direct involvement in its medical
and counseling ministries. These ministries were carried out by employees as well as
professionals and groups under contract with the Organization through December 31, 2011;
thereafter the providers became employees.

The statement of purpose states that His Branches, Inc is formed and operated exclusively
for religious and charitable purposes under Section 501(c)(3) of the Internal Revenue Code
to foster intelligent intercessory prayer on behalf of the human community, both locally and
beyond, to enable and assist Christian physicians, including licensed diagnostic and
treatment centers and other individuals and groups who believe in the sanctity of all human
life from conception to natural death, and who desire to develop and sponsor workshops,
outreach programs, and family oriented ministries of guidance and inspiration, hope and
encouragement, spiritual and religious instruction, and health and weliness care for persons
who live in underserved neighborhoods in the Rochester, NY area and elsewhere.

Such services are made available to persons in need regardless of religious affiliation or

denomination and without discrimination against any individual on the basis of age, gender,
race, ethnicity, creed, lifestyle or socioeconomic status, ability to pay, or insurance coverage.

The accompanying independent auditors’ report is an integral part of these financial statements.
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HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Note C - Local Activity

During the year ended June 30, 2016, the organization's facility was used primarily by the
medical ministry described in Note B, and by Embracing Options, a pregnancy care center
offering free informational and counseling services to women in crisis pregnancy situations,
primarily in the Sector 4 area of Rochester. A second pregnancy care center is operated in
Webster, NY. The expenses for this activity are included with the other local ministries
under Medical and Community Services on the Statement of Functional Expenses.

His Branches, operating as His Branches Health Services, also had provided medical and
billing services to Joy Family Medicine (JFM), which was a separate and independent
medical center on North Goodman Street in the city of Rochester. These services were
reimbursed by JFM at cost and the activities of that medical center were not included in the
financial statements for the year ended June 30, 2015.

As of July 1, 2015, the operations of JFM have been merged into His Branches; and it is
now another branch of the organization.

During the year ended June 30, 2012, Rochester Youth Qutreach, a ministry to
neighborhood youth, became part of His Branches. Since this activity has been almost
inactive during the years presented, its revenue and expense are not material, but the
revenue is included under Unrestricted Donations on the Statement of Activities and the
expense is included in the Local column of the Statement of Functional Expenses.
Rochester Youth Outreach activity was discontinued on June 30, 2016.

His Branches Community, formerly known as Arnett Block Association is an activity of His
Branches. Its revenue is inciuded under Unrestricted Donations on the Statement of
Activities and the expense is included in the Local column of the Statement of Functional
Expenses. :

Note D - Receivables

Grants and pledges receivable at June 30, 2016 and 2015 were $108,844 and $72,078
respectively. These receivables have been reduced to reflect the amounts expected to be
collected.

Patient revenue receivable consists of amounts due from patients and third party insurance
carriers, less an allowance for the uncollectibie portion based on past collection experience.
Amounts due from third parties (insurance companies) are first reduced from the amounts
billed to the contractually due amounts, and then an allowance for doubtful accounts is
provided. The allowance for doubtful accounts also covers receivables associated with self-
pay patients (those without insurance and those with deductible and copayment balances
due for which third-party coverage exists for part of the bill). This provision for bad debts
was about 54% of receivables at June 30, 2016 and about 63% at June 30, 2015.

The Organization has not changed its charity care policy or its sliding scale of fees during

the fiscal years presented. See also Note A, Patient Revenue Receivable and Allowance for

Doubtful Accounts.

The accompanying independent auditors' report is an integral part of these financial statements.
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HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Note E - Property and Equipment
Land, building and equipment consisted of the following at June 30:

2016 2015
Buiiding $ 40,000 $ 40,000
Improvements, Arnett Blvd 323,930 323,930
Equipment and long-term software 132,151 114,871
496,081 478,801
Less: accumulated depreciation and amortization 321,810 293,708
174,271 185,093
Add: Land 21,636 21,636
Net property and equipment $195,807 $206,729

Depreciation expense for the years ended June 30, 2016 and 2015 amounted to $28,102
and $26,369, respectively.

The building and contents are listed as collateral security in the refinanced mortgage as
described in note J.

Note F — Morigage Acquisition Costs

Total costs incurred to refinance the mortgage in August 2013 were $3,693, and this amount
was recorded as an amortizable asset. Cumulative amortization at June 30, 2016 was $525.
Previously recorded mortgage acquisition costs related to the prior mortgage and Line of
Credit were written off at the time of refinancing..

Note G — Note Payable o bank

In conjunction with the refinancing transaction in August 2013, a new line of credit of
$60,000 was negotiated with the organization’s bank. There is no outstanding liability on
this line of credit as of June 30 2016 or 2015.

Note H — Accrued Salaries

Accrued salaries of $53,229 at June 30, 2016 and $48,017 at June 30, 2015, include the
liabilities for employees’ cumulative unused vacation time, $30,071 and $30,635
respectively, accrued according to the Organization’s policy.

The accompanying independent auditors’ report is an integral part of these financial statements.
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HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Note [ - Accrued Interest and Notes Payable to Providers

Prior to November 2008, three practitioners had agreed to carry out the Organization’s
stated purpose, collecting their own patient revenues and reimbursing the Organization for
its overhead: the cost of the administrative services as well an additional amount for the
space provided. Thereafter, ali patient revenues are assigned to His Branches and the
practitioners were paid as independent contractors until December 31, 2011, during which
His Branches became an Article 28 Diagnostic and Treatment Center under the laws of New
York. The continuing providers then became employees of the organization.

Therefore, in November 2008, promissory notes were issued to the three formerly
independent practitioners for their supplies and for the patient revenues receivable as of that
date, less an allowance for the uncollectible portion.

Under the terms of the notes payable, 48 monthly payments of principal and interest were to
have been paid, and interest of 8.25% per annum began to accrue on these obligations on
January 1, 2007. However, the Organization has paid off two of the obligees at a discounted
rate during the year ended June 30, 2015. The obligation to the remaining note holder was
renegotiated at the same time to be continued at the rate of 2%, per annum, and interest has
been accrued at that rate on these financial statements. This remaining note holder is the
organization's founder and continuing principal physician in the medical ministry. The entire
obligation is treated as due within one year.

The remaining note payable consisted of the following at June 30, 2007 $ 28,996

Interest accrued and added to principal through June 30, 2015 19,205
Combined principal and interest due as of June 30, 2015 48,201
Interest accrued at 2% for the year ended June 30, 2016 964
Principal and interest balance due as of June 30, 2016 49,1

The accompanying independent auditors’ report is an integral part of these financial statements.
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HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Note J - Mortgage Payable

The organization’s mortgage on its building and its existing Line of Credit obligation were
consolidated and refinanced in a new mortgage in August 2013. The proceeds fotaled
$195,000, consisting of $63,676 to pay off the prior mortgage balance, $79,759 to eliminate the
prior note payable on the prior Line of Credit, and the additional proceeds of approximately
$49,000 (net of closing costs) were used for major repairs and improvements to the
organization’s property on Arnett Boulevard.

The new mortgage carries a fixed rate of 5.49% per annum for a five year term, after which it
may vary within stated parameters. Monthly instaliments of $1,349 including principal and
interest are payable over the term of ten years. A prohibitive penaity fee applies if the
mortgage is fully prepaid within the first five years; however, the organization has been
paying additional amounts against the principal since inception. The bank has a collateral
security interest in the mortgaged real property. '

Mortgage payable consisted of the following at June 30, 2016 $ 160,316
Less: amount due within cne year (7,234)
Amount due after one year $ 153,082

Annual maturities of long-term debt at June 30, 2016 are as follows:

Year ended June 30 Amount

2017 7,234
2018 7,641
2019 8,072
2020 8,600
2021 and thereafter 128,769
Total 160,316

Accrued interest at June 30, 2016 and 2015 was zero on both dates, since inferest had been
paid through the end of the month.

Note K — Lease and Space-sharing Arrangements

In furtherance of the stated purpose of His Branches, Inc, the Organization from time to time
provides space, administrative and synergistic services to other organizations, which provide
community services in accordance with the purpose stated in Note B. However, all such
organizations have now become programs of His Branches; and their financial activities are
now included under the Local column on the Statement of Functional Expenses, with
revenue attributable to them included under Donations and grants received, on the
Statement of Activities.

The accompanying independent auditors’ report is an integral part of these financial statements.
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HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Note L — Employees’ Retirement Plan and Fringe Benefits

The organization offers health and dental insurance to all eligible empioyees; and its policy
is to provide a stated percentage of the current premium cost of a plan with single individuat
coverage.

Eligible empioyees may also elect to defer a portion of their compensation to a retirement
plan established under Section 401 (k) of the Internal Revenue Code. The organization has
elected to make no employer contributions to the plan during the years presented.

Note M — Related Party

The medical and counseling services described in Note C are provided by practitioners who
also donate a significant portion of their time to the patients and to the Organization. The
leading physician is also the founder of His Branches, Inc., and served as its president until
June 30, 2006. The donated portion of the providers’ services does not meet the criteria for
reporting as revenue and expense on the Statement of Activities.

Note N — Affiliations and Membkerships

The Organization is a member in good standing of the Evangelical Council for Financial
Accountability, a voluntary national association of not-for-profit organizations which annually
reviews the financial statements and provides accountability in fund raising methods and
public disclosure issues. Membership requirements include adherence to a statement of
faith, a code of ethics, organizational structure guidelines, and the engagement of an annual
audit by a Certified Public Accountant.

Note O — Commitments and Contingencies

The organization has been granted status as an Article 28 Diagnostic and Treatment Center
by the State of New York. Because of the transition to clinic status, the structure of the
organization has changed significantly: patient fees are now reported as revenue of His
Branches and the providers are now employees of the organization.

His Branches is committed to provide contact, support, oversight, and accountability for a
missionary to Lebanese refugees in Israel. Restricted Net Assets on the Statement of
Financial Condition includes $645 and $870 for the years ended June 30, 2016 and 2015,
designated by donors for this ministry.

His Branches, operating as His Branches Health Services, also provided medical and billing
services to Joy Family Medicine (JFM), a separaie and independent medical practice on
North Goodman Street in the city of Rochester. This entity has been brought under His
Branches oversight as of June 30, 2015; the two medical ministries to be known collectively
as His Branches Health Services. During the year ended June 30, 2015, services toc Joy
Family Medicine were reimbursed at cost and the activities of that medical practice were not

included in the financial statement for that fiscal year. See also Note P, Subsequent Events.

The Medical Community Christian Fellowship also is an immaterial activity of His Branches;
and its activities are included in these financial statements.

The accompanying independent auditors’ report is an integral part of these financial statements,
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HIS BRANCHES, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

Noie P - Subsequent Events

Subsequent to the year ended June 30, 2018, the organization has applied for recognition
as a Federally Qualified Health Center (FQHC). If accepted into this program, the medical
ministry’s revenue should increase significantly, but the financial recording system may be
restricted and enhanced to conform to FQHC standards.

Note Q — Disclosures and Report Modifications Related to Prior Year Summarized
Information

The financial statements include certain prior-year summarized comparative information in
total but not by net asset class. Accordingly, such information should be read in conjunction
with the Organization’s financial statements for the year ended June 30, 2015, from which
the summarized information was derived.

The accompanying independent auditors’ report is an integral part of these financial statements.
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