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Independent Auditors’ Report

To the Board of Directors
‘Texas Pregnancy Care Network:

We have audited the accompanying statements of financial position of Texas Pregnancy Care Network (a
nonprofit organization) as of August 31, 2007 and 2006, and the related statements of activities and cash
flows for the year ended August 31, 2007 and for the period October 1, 2005 (Inception) through August 31,
2006. These financial statements are the responsibility of Texas Pregnancy Care Network’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 and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free 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 Texas Pregnancy Care Network as of August 31, 2007 and 2006, and the changes in its net assets
and its cash flows for the year ended August 31, 2007 and for the period October 1, 2005 (Inception) through
August 31, 2006 in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated November 15,
2007, on our consideration of Texas Pregnancy Care Network’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and important for assessing the results of our
audit.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The Supplemental Schedule - Reconciliation of Cash Received by Texas Pregnancy Care Network to
Statement of Functional Expenses is presented for purposes of additional analysis and is not a required part
of the basic financial statements of Texas Pregnancy Care Network. The Schedule of Expenditures of
Federal Awards is presented for purposes of additional analysis as required by the U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is also not a required part of the basic financial statements of Texas Pregnancy Care
Network.
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Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion,.is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

PYB Holin Dovisvore ., L
Austin, Texas '
November 15, 2007





TEXAS PREGNANCY CARE NETWORK
Statements of Financial Position
As of August 31, 2007 and 2006

Assets 2007
Cash and cash equivalents 775,332
Accounts receivable, net -
Inventory 23,678 .
Prepaid expenses 9,081
Property and equipment, net 46,835
Totals assets 854,926
Liabilities and Net Assets
Accounts payable 156,279
Accmed expenses 46,620
Deferred revenue 552,265
Total liabilities 755,164
Net assets:
Unrestricted net assets 99,205
Temporarily restricted net assets 557
Permanently restricted net assets -
Total net assets 99,762
Total liabilities and net assets 854,926

See accompanying notes to financial statements.

2006

259,621
20,801
7,135
64,762

352,319

14,603
38,157
222,239

274,999

77,320

77,320

352,319






TEXAS PREGNANCY CARE NETWORK
Statements of Financial Position
As of August 31, 2007 and 2006

Unrestricted Temporarily Permanently ‘
Funds Restricted Restricted Total
Revenue, gains and support:
HHSC contract revenue b 1,947,735 - - 3 1,947,735
Contributions, net 2,250 1,000 - 3,250
Other income and support 30,120 - - 30,120
Net assets released from restrictions:
Satisfaction of restrictions 443 (443) - -
Total revenue, gainsg and support 1,980,548 557 - 1,981,105
Expenses and losses:
Program services:
Client services 1,040,028 - - 1,040,028
Information outreach and referral 536,076 - - 536,076
Total program services 1,576,104 - - 1,576,104
Supporting services:
Project administration 376,747 - - 376,747
Management and general 5,812 - - 5,812
" Total supporting services 382,559 - - 382,559
Total expenses and losses 1,958,663 - - 1,958,663
Changes in net assets 21,885 557 - 22,442
Net assets, beginning of period 77,320 - - 77,320
Net assets, end of period $ 99,205 557 - $ 99,762

See accompanying notes to financial statements.
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TEXAS PREGNANCY CARE NETWORK
Statements of Financial Position
As of August 31, 2007 and 2006

Revenue, gains and support:
HHSC contract revenue
Contributions, net
Other income and support
Net assets released from restrictions:
Satisfaction of restrictions

Total revenue, gains and support

Expenses and losses:
Program services:
Client services
Information outreach and referral

Total program services

Supporting services:
Project administration
Management and general

Total supporting services
Total expenses and losses
Changes in net assets

Net assets, beginning of period
Net assets, end of period

Unrestricted Temporarily  Permanently

Funds Restricted Restricted Total
416,703 - - § 416,703
47,000 - - 47,000
158 - - 158
463,861 - - 463,861
8,087 - - 8,087
45,239 - - 45,239
53,326 - - 53,326
295,715 - - 295,715
37,500 - - 37,500
333,215 - - 333,215
386,541 - - 386,541
77,320 - - 77,320
77,320 - - % 77,320

See accompanying notes to financial statements.





TEXAS PREGNANCY CARE NETWORK
Statements of Financial Position
As of August 31, 2007 and 2006

2007 2006

Cash Flow from Operating Activities
Changes in net assets $ 22,442 5 77,320
Adjustments to reconcile changes in net assets

to cash provided by operations:

Depreciation expense 19,077 3,156
Changes in assets and liabilities: -

Accounts receivable 20,801 (20,801)
Inventory (23,678) -
Prepaid expenses (1,946) (7,135)
Accounts payable and accrued expenses : 150,139 52,760
Unearned revenue and other liabilities 330,026 222,239
Cash provided by operating activities 516,861 327,539

Cash Flow from Investing Activities
Purchase of property and equipment {1,150) (67,918)

Cash used in investing activities (1,150) (67,918)

Cash Flow from Financing Activities - -

Net increase in cash and cash equivalents 515,711 259,621
Cash and cash equivalents balance, beginning of year 259,621 -
Cash and cash equivalent balance, end of year $ 775,332 $ 259,621

Supplemental disclosure:
Cash paid for interest expense $ - 5 -

See accompanying notes to financial statements.
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TEXAS PREGNANCY CARE NETWORK
Notes to Financial Statements
August 31, 2007

Note 1 - Organization and Summary of Significant Accounting Policies
Organization

Texas Pregnancy Care Network (TPCN) was organized in August 2005 as a Texas not for profit corporation
and became an autonomous non-profit institution exempt from federal income taxes under Internal Revenue
Code 501(c)(3) and qualifies as a public charity under 170(b)(1). Texas Pregnancy Care Network assists
women facing unplanned pregnancies with realistic alternatives to abortion services by administering funding
to pro-life social service agencies, pregnancy centers, maternity homes, and adoption agencies in Texas.

Summary of Significant Accounting Policies

Financial Statements - Texas Pregnancy Care Network has adopted Statement of Financial Accounting
Standards (SFAS) No. 117, Financial Statements of Not-for-Profit Organizations. Under SFAS No. 117,
Texas Pregnancy Care Network 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. Temporarily restricted net assets exist if the donor states the principal must
be used for a specific purpose, or must not be used until a specific time. Texas Pregnancy Care Network
reports all temporarily restricted gifts as increases in temporarily restricted net assets, even those in which
Texas Pregnancy Care Network meets restrictions in the same reporting period. Permanently restricted net
assets exist if the donor states the principal must never be used, but must be maintained, as in an endowment.

Basis of Accounting - Texas Pregnancy Care Network prepares its financial statements on the accrual basis of
accounting. Texas Pregnancy Care Network recognizes contributions as revenue when pledged or received,
whichever comes first and recognizes all other revenue when earned. Texas Pregnancy Care Network
recognizes expenses when incurred, even if not yet paid. Expenses paid before incurred are classified as
prepaid. Expenses incurred, but not paid at year end, are classified as accounts payable.

Cash and cash eguivalents - Texas Pregnancy Care Network records considers all highly liquid investments
with an original maturity of three months or less, purchased for use primarily in operations, to be cash
equivalents.

Property and Equipment - Texas Pregnancy Care Network records property and equipment at cost (or
estimated market value if donated). Texas Pregnancy Care Network depreciates its property and equipment
over their estimated useful lives (ranging from five to forty years) using the straight-line method. Upon
retirement or disposition of the assets, Texas Pregnancy Care Network reports related gains or losses in the
statement of activities.

Contributions — In accordance with SFAS No. 116, Accounting for Contributions Received and Contributions
Made, contributions received are recorded as unrestricted, temporarily restricted, or permanently restricted
support depending on the existence or nature of any donor restrictions.

During the current year ended August 31, 2007, the value of contributed services meeting the requirements
for recognition in the financial statements was not material and has not been recorded.





TEXAS PREGNANCY CARE NETWORK
Notes to Financial Statements
August 31, 2007

Note 1 - Organization and Summary of Significant Accounting Policies (continued)

Contributions are recognized when the donor makes a promise to give to Texas Pregnancy Care Network that
is, in substance, unconditional. All donor-restricted contributions are reported as increases in temporarily or
permanently restricted net assets depending on the nature of the restrictions. When a restriction expires,
temporarily restricted net assets are reclassified to unrestricted net assets.

Texas Pregnancy Care Network uses the allowance method to determine uncollectible unconditional promises
receivable. The allowance is based on prior years® experience and management’s analysis of specific promises
made.

Contracts - Texas Pregnancy Care Network entered into an agreement with the Texas Health and Human
Services Commission (HHSC) for program and administrative services using TANF federal funding to
promote childbirth rather than abortion. During the year ended August 31, 2007, the Texas Pregnancy Care
Network received $2,500,000 from HHSC. As of August 31, 2007, approximately $552,265 was recorded as
deferred grant revenue. The Texas Pregnancy Care Network defers the recognition of revenue when received
in advance of when the amounts are earned. The deferred revenues are included in the statement of financial
position.

Compensated Absences — Texas Pregnancy Care Network accrues for compensated absences. As of August
31, 2007 and 2006, accrued compensated absences amounted to $5,929 and $3,285, respectively.

Advertising Costs - Advertising costs are expensed as incurred. Advertising expenses for the year ended
August 31, 2007 and October 1, 2005 (inception) through August 31, 2006 were $350,785 and $2,321,
respectively, and are included in program services.

Functional Expenses - Texas Pregnancy Care Network reports its expenses on its statement of activities by
function rather than by type. Texas Pregnancy Care Network allocates certain indirect operational expenses
(insurance, maintenance, utilities, depreciation) between program and supporting services.

Income Taxes - Texas Pregnancy Care Network is exempt from federal income taxes under Section 501(c)(3)
of the Internal Revenue Code, except with respect to any unrelated business income:

Use of Estimates - The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Examples of management’s
use of estimates and assumptions include, but are not limited to, the allowance for doubtful accounts, fixed
asset depreciation and useful life estimates.

Note 2 - Cash and Cash Equivalents

The composition of Texas Pregnancy Care Network’s cash and cash equivalents as of August 31, 2007 is as
follows:

Cash and demand deposits $ 306,830
Money market accounts 468,502
Total cash and cash equivalents b 775,332





TEXAS PREGNANCY CARE NETWORK
Notes to Financial Statements
August 31, 2007
Note 2 - Cash and Cash Equivalents {continued)

Texas Pregnancy Care Network had approximately $293,250 in deposits in excess of the Federal Deposit
Insurance Corporation limit as of August 31, 2007.

Note 3 - Property and Equipment

As of August 31, 2007, property and equipment are as follows:

August 31, August 31,
2006 Additions Disposals 2007
Equipment $ 55,918 695 - $ 56,613
Fumiture 12,000 455 - 12,455
Total 67,918 1,150 - 69,068
Less: accumulated depreciation (3,156) (19,077) - (22,233)
Net property and equipment $ 64,762 (17,927) - $ 46,835

As of August 31, 2006, property and equipment are as follows:

October 1,
2005 Angust 31,

(Inception) Additions Disposals 2006
Equipment $ - 55,918 - 8§ 55918
Furniture - 12,000 - 12,000
Total - 67,918 - 67,918
Less: accumulated depreciation - (3,156) - (3,156)
Net property and equipment 3 - 64,762 - h3 64,762

Note 4 - Operating Lease Commitment

On May 31, 2006, Texas Pregnancy Care Network entered into a thirty-nine month operating lease for its
office facility requiring rent of approximately $36,000 annually. Future minimum rental payments due
under the lease which have initial or remaining terms in excess of one year are as follows:

2008 ' $ 35,960
2009 37,410
Total $ 73,370

Rent expense for the year ended August 31, 2007 and for the period of Qctober 1, 2005 (inception)
through August 31, 2006 was $32,984 and $9,407, respectively.






TEXAS PREGNANCY CARE NETWORK

Notes to Financial Statements
August 31, 2007

Note 5 - Functional Expenses

For the year ended August 31, 2007, functional expenses are as follows:

Compensation and benefits
Consulting

Supplies

Professional fees
Training
Reimbursement

Rent

Insurance

Utilities

Depreciation

Travel and entertainment
Advertising

Other

Program Services

Supporting Services

Information,
Client Outreach and Project Management

Services Referral Administration and General Total
b - 140,629 215,587 2,183 § 358,399
- 2,744 70,918 - 73,662
- - 933 560 1,493
- - 11,524 - 11,524
9,652 23,011 - - 32,663
1,029,776 - - - 1,029,776
- - 32,984 - 32,984
- - 4,109 - 4,109
- 6,635 6,549 381 13,565
- - 19,014 62 19,076
- 12,272 1,192 2,583 16,047
- 350,785 - - 350,785
600 - 13,937 43 14,580
$1,040,028 536,076 376,747 5,812 §1,958,663

For the period October 1, 2005 (Inception) through August 31, 2006, functional expenses are as follows:

Compensation and benefits
Consuiting

Supplies

Professional fees
Training

Reimbursement

Rent

Insurance

Utilities

Depreciation

Travel and entertainment
Advertising

Other

Program Services Supporting Services
Information,
Client Outreach and Project Management
Services Referral Administration and General Tatal

$ - 32,823 48,504 - 5 81,327
- - 194,386 35,547 229,933
- - 6,870 - 6,870
- - 5,400 - 5,400
2,817 - 1,867 - 4,684
3,270 - - - 5,270
- - 9,407 - 9,407
- 2,678 4,107 - 6,785
- 1,453 702 58 2,213
- - 3,156 - 3,156
- 2,187 16,022 - 18,209
- 198 2,123 - 2,321
- 5,900 3,171 1,895 10,966
3 8,087 45,239 295,715 37,500  § 386,541

10
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TEXAS PREGNANCY CARE NETWORK
Notes to Financial Statements
August 31, 2007

Note 6 — Related Parties and Concentrations

During the period ending August 31, 2007, Texas Pregnancy Care Network received restricted
contributions of $1,000 from board members.

Texas Pregnancy Care Network entered into a two-year agreement with the Texas Health and Human
Services Commission on March 16, 2006, for program and administrative services to implement a
statewide program for females focused on pregnancy support services that promote childbirth.
Approximately 98% of Texas Pregnancy Care Network’s revenues were a result of this agreement.

Note 7 - Commitments and Contingencies

At August 31, 2007, there were no significant outstanding legal actions or claims against Texas
Pregnancy Care Network. Texas Pregnancy Care Network is subject to various claims and liabilities in
the ordinary course of business. Texas Pregnancy Care Network maintains various forms of insurance
that Texas Pregnancy Care Network’s management believes are adequate to reduce the exposure to such
risks to an acceptable level.

11






TEXAS PREGNANCY CARE NETWORK

Supplemental Schedule - Reconciliation of Cash Received by
Texas Pregnancy Care Network to Statement of Functional Expenses

For the Year Ended August 31, 2007

Cash received from Texas Health

and Human Services Commission

Amount classified as deferred revenue
Revenue recognized from the Texas Health
and Human Services Commission

Report of federal expenses to the Texas Health
and Human Services Commission
Audit adjustments
Total expenditures of federal awards
Reconciling items:
Depreciation
Property and equipment
Inventory
Prepaid expenses
Interest expense
Deferred rent expense
Management and general expenses
Total adjustments
Total functional expenses

12

$

$ 2,500,000

(552,265)

$ 1,947,735

$ 1,942,385

5,350

1,947,735
19,076
(395)
(23,655)
(6,182)
9,450
6,384
5,750

10,928

$ 1,958,663
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

To the Board of Directors
Texas Pregnancy Care Network:

We have audited the financial statements of Texas Pregnancy Care Network as of and for the year ended
August 31, 2007, and have issued our report thereon dated November 15, 2007. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Texas Pregnancy Care Network’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Texas Pregnancy Care Network’s internal control over financial reporting, Accordingly, we do not
express an opinion on the effectiveness of the Texas Pregnancy Care Network’s internal contro]l over
financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the organization’s ability to initiate, authorize, record, process,
or report financial data reliably in accordance with generally accepted accounting principles, such that
there is more than a remote likelihood that a misstatement of the organization’s financial statements that
is more than inconsequential will not be prevented or detected by the organization’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the organization’s internal control,

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Texas Pregnancy Care Network’s financial
statements are [ree of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on

FRIB HELIH DONDVAN, LLF - A MEMBER OF RUSSELL BEOFORE ik FERNATIONAL

SAN FRARCISCO, CALIFORNIA ORANGE COUNTY, CALIFORNIA AUSTIN, TEXAS HOUSTON, TEXAS

50 Francisco Street, Suite 120 18301 Von Karman Avenue, Suite 430 5918 West Courtyard, Suite 400 5847 San Felipe, Suite 3210
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J

o

PMB-~HelinDonovan

compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of management and Board of Directors of Texas
Pregnancy Care Network and federal awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.
PMB HELIN DONOVAN, LLP

PYNE Holen .dem ., 42X

November 15, 2007
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REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Directors
Texas Pregnancy Care Network:

Compliance

We have audited the compliance of Texas Pregnancy Care Network with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to its major federal program for the year ended August 31,
2007. Texas Pregnancy Care Network’s major federal program is identified in the summary of auditor’s
results section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts, and grants applicable to its major federal program is the
responsibility of Texas Pregnancy Care Network’s management. Qur responsibility is to express an
opinion on Texas Pregnancy Care Network’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about Texas
Pregnancy Care Network’s compliance with those requirements and performing such other procedures as
we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion. Our audit does not provide a legal determination of Texas Pregnancy Care Network’s
compliance with those requirements,

In our opinion, Texas Pregnancy Care Network complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal program for the year ended August 31,
2007. However, the results of our auditing procedures disclosed an instance of noncompliance with those
requirements, which is required to be reported in accordance with OMB Circular A-133 and which is
described in the accompanying schedule of findings and questioned costs as item 2007-01.

Internal Control Over Compliance

The management of Texas Pregnancy Care Network is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts, and
grants applicable to federal programs. In planning and performing our audit, we considered Texas
Pregnancy Care Network’s internal control over compliance with the requirements that could have a
direct and material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of Texas Pregnancy Care Network’s internal control over compliance.

PAIS FIELI DONGVAN. LLP - A MENBER OF RUSSELL BEDFORD INYERNATIONAL

SAN FRANCISCO, CALIFORNIA ORANGE COUNTY, CALIFORNIA AUSTIN, TEXAS HOUSTON, TEXAS

50 Francisco Street, Suite 120 18301 Von Karman Avenue, Suite 430 5918 West Courtyard, Suite 400 5847 San Felipe, Suile 3210
San Francisco, CA 54133 Irvine, CA 92612 Austin, TX 78730 Houstan, TX 77057

tel (415) 399-1330 tel (949) 724-9564 tel (512) 2589670 el (713) 426-3500

fax (415) 399-9212 fax (949) 724-9860 fax (512) 2685895 , fax (713) 426-3553
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A control deficiency in an entity’s internal control over compliance exists when the design or operation of
a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity’s ability to administer a federal program such that there is more than a
remote likelihood that noncompliance with a type of compliance requirement of a federal program that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity’s internal control.

Qur consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might
be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control
over compliance that we consider to be material weaknesses, as defined above.

Texas Pregnancy Care Network’s response to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit Texas Pregnancy Care
Network’s response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management and Board of Directors of Texas
Pregnancy Care Network and federal awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.

PMB HELIN DONOVAN, LLP

November 15, 2007
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TEXAS PREGNANCY CARE NETWORK
Notes to Schedule of Expenditures of Federal Awards
Year Ended August 31, 2007

(1) Summary of Significant Accounting Policies

(a)

(b)

(c)

Reporting Entity

The Schedule of Expenditures of Federal Awards (the “Schedule”) includes the activity of all
programs administered by the Texas Pregnancy Care Network,  The Texas Pregnancy Care
Network’s organization is defined in Note I of Texas Pregnancy Care Network’s basic financial
statements.

Basis of Presentation
The Schedule presents total awards expended for each individual program in accordance with the
OMB A-133, 4udits of States, Local Governments, and Non-Profit Organizations.

Basis of Accounting

The expenditures for the federal financial assistance programs are presented on the accrual basis
of accounting, which is defined in Note 1 of Texas Pregnancy Care Network’s basic financial
statements.

2 Relationship to Financial Reports

The amounts reported in the financial reports do not necessarily agree with the amounts reported in the
accompanying Schedule which js prepared on the basis explained in Note 1 of Texas Pregnancy Care
Network’s financial statements. The following provides a reconciliation of the federal expenses reporied
to Texas Health and Human Services Commission (HHSC) to the Schedule of Expenditures of Federal

Awards.
Report to HHSC $ 1,942,385
Audit adjustments 5,350

Total federal expenditures of federal awards g 1,947,735
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TEXAS PREGNANCY CARE NETWORK

Schedule of Findings and Questioned Costs
Year Ended August 31, 2007

Section 1 - Summary of Auditors’ Results

A

Financial Statements
Type of auditors’ report issued:

Internal control over financial reporting:

Unqualified opinion

» Material weakness(es) identified? No
¢ Significant deficiency(ies) identified that are not
considered to be material weaknesses? None reported
Noncompliance material to financial statements noted? No
Federal Awards
Internal control over compliance:
e Material weakness(es) identified? No
» Significant deficiency(ies) identified that are not
considered to be material weaknesses? None reported
Type of auditors’ report issued on compliance
for major programs: Unqualified
Any audit findings disclosed that are required to be
reported in accordance with section 510(a) of
Circular A-1337 Yes
Identification of major federal programs:
CFDA
Number Name of Federal Program or Cluster
93.558 Temporary Assistance for Needy Families
Dollar threshold used to distinguish programs: $300,000
Auditee qualified as low-risk auditee: No
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TEXAS PREGNANCY CARE NETWORK
Schedule of Findings and Questioned Costs
Year Ended August 31, 2007

Section IT - Financial Statement Findings

None reported

Section III — Federal Award Findings and Questioned Costs

This section identifies significant deficiencies, material weaknesses, and instances of
noncompliance, including questioned costs, as required by the Office of Management and
Budget Circular A-133, Section .510(a).

Reference 2007-01
Cash Management

Temporary Assistance for Needy Families
CFDA 93.558
Type of Finding — Compliance

Texas Pregnancy Care Network received 12 monthly Questioned Cost: $9,000
advance payments totaling $2.5 million of federal awards in

fiscal year 2007. When federal funds are advanced, Texas Health and Human
recipients must follow procedures to minimize the time Services Commission

elapsing between the receipt of funds and disbursement. In
addition, Federal guidelines require that interest earned on advances be submitted
promptly, but at least quarterly. In contrast, the Texas Department of Health and Human
Services Commission’s contract with Texas Pregnancy Care Network requires remittance
of excess advance payments and interest after the fiscal year as the contract does not
atlow for roll over of advance payments to the next fiscal year.

Recommendation:

We recommend Texas Pregnancy Care Network coordinate the remittance of excess cash
advances and interest with the Texas Department of Health and Human Services
Commission. In addition, we recommend Texas Pregnancy Care Network explore
possible modifications of its contract with the Texas Department of Health and Human
Services Commission to achieve greater consistency with federal cash management
regulations and guidelines.

Management Response and Corrective Action Plan:

As it did upon the conclusion of fiscal year 2006, Texas Pregnancy Care Network will
remit excess cash advances plus interest to the Texas Department of Health and Human
Services(fHHSC) upon receipt of the finalized Financial Statements and Independent
Auditors” Report from PMB Helin Donovan, so as to ensure public confidence that the
proper amount is returned. HHSC has approved of TPCN’s remittance plan. TPCN
anticipates remittance will occur in December 2007.
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TEXAS PREGNANCY CARE NETWORK
Schedule of Findings and Questioned Costs
Year Ended August 31, 2007

In addition, TPCN will contact HHSC about the auditor’s recommended contractual
modifications.

Implementation Date: December 2007
Responsible Person: Vincent Friedewald ITI, Executive Director
Section IV — Summary Schedule of Prior Audit Findings

None reported in prior year.
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Independent Auditors’ Report

To the Board of Directors
Texas Pregnancy Care Network:

We have audited the accompanying statements of financial position of Texas Pregnancy Care Network
{(a nonprofit organization) as of August 31, 2008 and 2007, and the related stateinents of activities,
functional expenses, and cash flows for the years then ended. These financial statements are the
responsibility of Texas Pregnancy Care Network’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted cur audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free 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 Texas Pregnancy Care Network as of August 31, 2008 and 2007, 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. '

In accordance with Government Auditing Standards, we have also issued our report dated February 9,
2009, on our consideration of Texas Pregnancy Care Network’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audif performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The Supplemental Schedule - Reconciliation of Cash Received by Texas Pregnancy Care
Network to Statement of Functional Expenses is presented for purposes of additional analysis and is
not a required part of the basic financial statements of Texas Pregnancy Care Network. The Schedule
of Expenditures of Federal Awards is presented for purposes of additional analysis as required by the
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, and is also not a required part of the basic financial statements of Texas
Pregnancy Care Network. The two schedules identified above have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated,
in all material respects, in relation to the basic financial statements taken as a whole.

PMB HELIN DONOVAN, LLP
P /173 ;é/.éé«;’b DW ., L2

Austin, Texas
February 9, 2009

5918 W. Courtyard Dr., Suite 400 » Austin, TX 78730
tel (512) 258-9670 - fax {512) 258-5895 AUSTIN - BOSTON - CHICAGO - DALLAS - HOUSTON
PME HELIN DONOVAN, LLP + A MEMBER OF RUSSELL BEDFORD INTERNATIONAL ORANGE COUNTY - SAN FRANCISCO + SEATTLE - SPOKANE
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TEXAS PREGNANCY CARE NETWORK
' Statements of Financial Position
As of August 31, 2008 and 2007

2007

775,332

23,678
9,081
46,835

Assets 2008
Cash and cash equivalents h 68,997
Accounts receivable, net 189,193
Inventory 39,594
Prepaid expenses - 14,878
Property and equipment, net 29,286
Totals assets $ 341,948

854,926

Liabilities and Net Assets

156,279
46,620
552,265

735,164

Accounts payable $ 199,995
Accrued expenses 24,750
Deferred revenue 18,028
Total liabilities 242,773

Net assets:
Unrestricted net assets 99,175

Temporarily restricted net assets -
Permanently restricted net assets -

99,205
557

Total net assets '99,1 75

99,762

Total liabilities and net assets $ 341,948

854,926

See accompanying notes to financial statements.






TEXAS PREGNANCY CARE NETWORK
Statement of Activities
For the Year Ended August 31, 2008

Revenues and support:
HHSC contract revenue
Other income and support
Net assets released from restrictions:
Satisfaction of restrictions

Total revenues and support

Expenses:
Program services:
Client services
Information outreach and referral

Total program services

Supporting services:
Project administration
Management and general

Total supporting services
Total expenses
Changes in net assets

Net assets, beginning of period
Net assets, end of period

$

Unrestricted Temporarily Permanently
Funds Restricted Restricted Total
2,494 479 - - 8 2,494,479
42115 - - 42,115
557 (557) - -
2,537,151 (557) - 2,536,594
1,704,620 - - 1,704,620
450,041 - - 450,041
2,154,661 - - 2,154,661
341,001 - - 341,001
41,519 - - 41,519
382,520 - - 382,520
2,537,181 .- - 2,537,181
G0 (557) - (587)
99,205 557 - 99,762
99,175 - - $ 99,175

See accompanying notes to financial statements.





TEXAS PREGNANCY CARE NETWORK

Statement of Activities
For the Year Ended August 31, 2007

Unrestricted Temporarily Permanently
Funds Restricted Restricted Total
Revenues and support:
HHSC contract revenue § 1,947,735 - - 3 1,947,735
Contributions 2,250 1,000 - 3,250
Other income and support 30,120 - - 30,120
Net assets released from restrictions:
Satisfaction of restrictions 443 (443) - -
Total revenues and support 1,980,548 557 - 1,981,105
Expenses:
Program services:
Client services 1,040,028 - - 1,040,028
Information outreach and referral 536,076 - - 536,076
Total program services 1,576,104 - - 1,576,104
Supporting services:
Project administration 376,747 - - 376,747
Management and general 5,812 - - 5,812
Total supporting services 382,559 - - 382,559
Total expenses 1,958,663 - - 1,958,663
Changes in net assets 21,885 557 - 22,442
Net assets, beginning of period 77,320 - - 77,320
Net assets, end of period b 99,205 557 - 99,762

See accompanying notes to financial statements.





Compensation and benefits
Consulting

Supplies

Professional fees
Training and education
Client reimbursement
Rent

Insurance

Utilities

Depreciation

Travel and entertainment
Advertising

Other

TEXAS PREGNANCY CARE NETWORK
Statement of Functional Expenses
For the Year Ended August 31, 2008

Information,
Qutreach and Project Management
Client Services  Referral Administration and General Total

$ - 153,255 226,348 10,979 § 390,582
- 6,277 20,270 - 26,547
- - 6,321 1,877 8,198
- - 12,800 - 12,800
13,459 32,752 - 16,350 62,561
1,691,161 - - - 1,691,161
- - 33,242 - 33,242
- - 4,430 - 4,430
- 6,884 4,445 1,193 12,522
- - 19,054 312 19,366
- 21,071 822 1,026 22,919
- 229,802 - - 229,802
- .- 13,269 9,782 23,051
5 1,704,620 450,041 341,001 41,519 $2,537,181

See accompanying notes to financial statements.





Compensation and benefits
Consulting

Supplies

Professional fees
Training and education
Client reimbursement
Rent

Insurance

Utilities

Depreciation

Travel and entertainment
Advertising

Other

TEXAS PREGNANCY CARE NETWORK
Statement of Functional Expenses
For the Year Ended August 31, 2007

Information,
Qutreach and Project Management
Client Services  Referral Administration and General Total

b - 140,629 215,587 2,183 $ 358,399
- 2,744 70,918 - 73,662
- - 933 560 1,493
- - 11,524 - 11,524
9,652 23,011 - - 32,663
1,029,776 - - - 1,029,776
- - 32,984 - 32,984
- - 4,109 - 4,109
- 6,635 6,549 381 13,565
- - 19,014 63 19,077
- 12,272 1,192 2,583 16,047
- 350,785 - - 350,785
600 - 13,937 42 14,579
$ 1,040,028 536,076 376,747 5,812  $1,958,663

See accompanying notes to financial statements.





TEXAS PREGNANCY CARE NETWORK

Statements of Cash Flows

For the Years Ended August 31, 2008 and 2007

Cash Flow from Operating Activities

Changes in net assets \

Adjustments to reconcile changes in net assets
to cash (used in) provided by operations:
Depreciation expense
Changes in assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses
Accounts payable and accrued expenses
Unearned revenue and other liabilities
Cash (used in) provided by operating activities

Cash Flow from Investing Activities
Purchase of property and equipment
Cash used in investing activities

Cash Flow from Financing Activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents balance, beginning of year

Cash and cash equivalent balance, end of year $

Supplemental disclosure:

Cash paid for interest expense $
Cash paid for income taxes 3

See accompanying notes to financial statements.

2008 2007
(587) 22,442
19,366 19,077
(189,193) 20,801
(15,916) (23,678)
(5,797) (1,946)
21,346 150,139
(534,237) 330,026
(704,518) 516,861
(1,817) (1,150)
(1,817 (1,150)
(706,335) 515,711
775,332 259,621
68,997 775,332
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TEXAS PREGNANCY CARE NETWORK
Notes to the Financial Statements
August 31, 2008 and 2007

Note 1 - Organization and Summary of Significant Accounting Policies
Organization

Texas Pregnancy Care Network (TPCN) was organized in August 2005 as a Texas not for profit
corporation. TPCN is an autonomous non-profit institution exempt from federal income taxes under
Internal Revenue Code 501(c)(3) and qualifies as a public charity under 170(b}(1). TPCN assists
women facing unplanned pregnancies with realistic alternatives to abortion services by administering
funding to pro-life social service agencies, pregnancy centers, maternity homes, and adoption
agencies in Texas.

Summary of Significant Accounting Policies

Financial Statements - Texas Pregnancy Care Network has adopted Statement of Financial
Accounting Standards (SFAS) No. 117, Financial Statements of Not-for-Profit Organizations. Under
SFAS No. 117, Texas Pregnancy Care Network 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 restricied net assets. Temporarily restricted net
assets exist if the donor states the principal must be used for a specific purpose, or must not be used
until a specific time. Texas Pregnancy Care Network reports all temporarily restricted gifis as
increases in temporarily restricted net assets, even those in which Texas Pregnancy Care Network
meets restrictions in the same reporting period. Permanently restricted net assets exist if the donor
states the principal must never be used, but must be maintained, as in an endowment.

Basis of Accounting - Texas Pregnancy Care Network prepares its financial statements on the accrual
basis of accounting. Texas Pregnancy Care Network recognizes contributions as revenue when
pledged or received, whichever comes first and recognizes all other revenue when camed. Texas
Pregnancy Care Network recognizes expenses when incurred, even if not yet paid. Expenses paid
before being incurred are classified as prepaid. Expenses incurred, but not paid at year end, are
classified as accounts payable.

Cash and cash equivalents - Texas Pregnancy Care Network considers all highly liquid investments
with an original maturity of three months or less, purchased for use primarily in operations, to be cash
equivalents.

Property and Equipment - Texas Pregnancy Care Network records property and equipment at cost
(or estimated market value if donated). Property and equipment is depreciated over estimated useful
lives (ranging from five to forty years) using the straight-line method. Upon retirement or disposition
of the assets, Texas Pregnancy Care Network reports related gains or losses in the statement of
activities.

Contributions — In accordance with SFAS No. 116, Accounting for Contributions Received and
Contributions Made, contributions received are recorded as unrestricted, temporarily restricted, or
permanently restricted support depending on the existence or nature of any donor restrictions.

During the current year ended August 31, 2008, the value of contributed services meeting the
requirements for recognition in the financial statements was not material and has not been recorded.





TEXAS PREGNANCY CARE NETWORK
Notes to the Financial Statements
August 31, 2008 and 2007

Note 1 - Organization and Summary of Significant Accounting Policies (continued)

Contributions are recognized when the donor makes a promise to give to Texas Pregnancy Care
Network that is, in substance, unconditional. All donor-restricted contributions are reported as
increases in temporarily or permanently restricted net assets depending on the nature of the
restrictions. When a restriction expires, temporarily restricted net assets are reclassified to
unrestricted net assets. Texas Pregnancy Care Network uses the allowance method to determine
uncollectible unconditional promises receivable. The allowance is based on prior years’ experience
and management’s analysis of specifi¢c promises made.

Contracts - Texas Pregnancy Care Network entered into an agreement with the Texas Health and
Human Services Commission (HHSC) for program and administrative services using Temporary
Assistance for Needy Families (TANF) federal funding to promote childbirth rather than abortion.
During the year ended August 31, 2008, the Texas Pregnancy Care Network received $2,500,000
from HHSC. As of August 31, 2008, approximately $5,521 was recorded as deferred grant revenue.
The Texas Pregnancy Care Network defers the recognition of revenue when received in advance of
when the amounts are eamed. The deferred revenues are included in the statement of financial
position,

Compensated Absences — Texas Pregnancy Care Network accrues for compensated absences. As of
August 31, 2008 and 2007, accrued compensated absences amounted to $0 and $5,929, respectively.

Advertising Costs - Advertising costs are expensed as incurred. Advertising expenses for the years
ended August 31, 2008 and 2007 were $229,802 and $350,785, respectively, and are included in
program services.

Functional Expenses - Texas Pregnancy Care Network reports its expenses on its statement of
activities by function rather than by type. Texas Pregnancy Care Network allocates certain indirect
operational expenses (insurance, maintenance, utilities, depreciation} between program and
supporting services. Program services include client services and information, outreach and referral.

Income Taxes - Texas Pregnancy Care Network is exempt from federal income taxes under Section
501(c)(3) of the Internal Revenue Code, except with respect to any unrelated business income.

In June 2006, FASB issued Interpretation No. 28, Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109 (FIN 48). FIN 48 addresses the accounting for
uncertainties in income taxes recognized in an enterprise’s financial statements and prescribes a
threshold of more-likely-than-not for recognition of tax positions taken or expected to be taken in a
tax return. FIN 48 also provides related guidance on measurement, classification, interest and
penalties, and disclosure. There was no material impact to Texas Pregnancy Care Network’s
financial statements as a result of its adoption of FIN 48. No provision has been made for Federal
income taxes in the accompanying financial statements.

Use of Estimates - The preparation of financial statements in conformity with generally accepted
accounting principles in the United States of America requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying notes.
Examples of management’s use of estimates and assumptions include, but are not limited to, the
allowance for doubtful accounts, fixed asset depreciation and useful life estimates.





TEXAS PREGNANCY CARE NETWORK
Notes to the Financial Statements
August 31, 2008 and 2007

Note 2 - Cash and Cash Equivalents

The composition of Texas Pregnancy Care Network’s cash and cash equivalents as of August 31,
2008 and 2007 is as follows:

2008 2007
Cash and demand deposits 5 32,664 § 306,830
Money market accounts 36,333 468,502
Total cash and cash equivalents 3 68,997 § 775,332

Texas Pregnancy Care Network had approximately $49,000 and $293,000 in deposits in excess of the
Federal Deposit Insurance Corporation limit as of August 31, 2008 and 2007, respectively. The
deposit in excess amounts are calculated based on TPCN’s bank balances.

Note 3 - Property and Equipment

As of August 31, 2008, property and equipment are as follows:

August 31, August 31,
2007 Additions Disposals . 2008
Equipment $ 56,613 - - $ 56,613
Furniture 12,455 1,817 - 14,272
Total 69,068 1,817 - 70,885
Less: accumulated depreciation (22,233) (19,366) - (41,599)
Net property and equipment $ 46,835 (17,549) - § 29,286

As of August 31, 2007, property and equipment are as follows:

August 31, August 31,
2006 Additions Disposals 2007
Equipment $ 55,918 695 - $ 56,613
Furniture 12,000 455 - 12,455
Total 67,918 1,150 - 69,068
Less: accumulated depreciation (3,156) (19,077) - {22,233)
Net property and equipment $ 64,762 (17,927) - b 46,835

Depreciation expense was $19,366 and $19,077 for the years ended August 31, 2008 and 2007,
respectively.

Note 4 - Operating Lease Commitment
On May 31, 2006, Texas Pregnancy Care Network entered into a thirty-nine month operating
lease for its office facility requiring rent of approximately $36,000 annually. The future minimum

rental payments due under this lease, which ends on August 31, 2009, are $37,410.

Rent expense for the years ended August 31, 2008 and 2007 was $33,242 and $32,984,
respectively.
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TEXAS PREGNANCY CARE NETWORK
Notes to the Financlal Statements
August 31, 2008 and 2007

Note 5 — Related Parties and Concentrations

Texas Pregnancy Care Network entered into a two-year agreement with the Texas Health and
Human Services Commission on March 16, 2006, for program and administrative services to
implement a statewide program for females focused on pregnancy support services that promote
childbirth. Approximately 98% of Texas Pregnancy Care Network’s revenues were a result of
this agreement for the years ended August 31, 2008 and 2007.

Note 6 - Commitments and Contingencies

At August 31, 2008, there were no significant outstanding legal actions or claims against Texas
Pregnancy Care Network. Texas Pregnancy Care Network is subject to various claims and
liabilities in the ordinary course of business. Texas Pregnancy Care Network maintains various
forms of insurance that Texas Pregnancy Care Network’s management believes are adequate to
reduce the exposure to such risks to an acceptable level,

11





TEXAS PREGNANCY CARE NETWORK

Supplemental Schedule - Reconciliation of Cash Received by
Texas Pregnancy Care Network to Statement of Functional Expenses

For the Year Ended August 31, 2008

Cash received from Texas Health
and Human Services Commission
Amount classified as deferred revenue
Revenue recognized from the Texas Health
and Human Services Commission

Report of federal expenses to the Texas Health
and Human Services Commission
Current year audit adjustments
Total expenditures of federal awards
Reconciling items:
Depreciation
Property and equipment
Increase in inventory
Prior year andit adjustments
Interest expense
Management and general expenses
Total adjustments
Total functional expenses

12

5

19,366
(969)
(15,900)
(5,343)
4,341

41,207

$

2,500,000
(5,521)

2,494,479

2,494,479

2,494,479

42,702

2,537,181
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

To the Board of Directors
Texas Pregnancy Care Network:

We have audited the financial statements of Texas Pregnancy Care Network as of and for the year
ended August 31, 2008, and have issued our report thercon dated February 9, 2009. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Texas Pregnancy Care Network’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of Texas Pregnancy Care Network’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of Texas Pregnancy
Care Network’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects Texas Pregnancy Care Network’s ability to initiate,
authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles, such that there is more than a remote likelihood that a misstatement of
Texas Pregnancy Care Network’s financial statements that is more than inconsequential will not
be prevented or detected by Texas Pregnancy Care Network’s inteérnal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the organization’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Texas Pregnancy Care Network’s
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement
amounts.

5918 W. Courtyard Dr., Suite 400 - Austin, TX 78730
tel (512) 2589870 - fax (512) 258-5895 AUSTIN - BOSTON - CHICAGO - DALLAS - HOUSTON
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However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

This report is intended solely for the information and use of management and Board of Directors
of Texas Pregnancy Care Network and federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.
PMB HELIN DONOVAN, LLP _

PME Holer Dmm ., g

February 9, 2009
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REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Directors
Texas Pregnancy Care Network:

Compliance

We have audited the compliance of Texas Pregnancy Care Network with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular 4-133
Compliance Supplement that are applicable to its major federal program for the year ended
Angust 31, 2008. Texas Pregnancy Care Network’s major federal program is identified in the
summary of auditor’s results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable to
its major federal program is the responsibility of Texas Pregnancy Care Network’s management.
Qur responsibility is to express an opinion on Texas Pregnancy Care Network’s compliance
based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Orgamnizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about Texas Pregnancy Care
Network’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion. Our audit does not provide a legal determination of Texas Pregnancy Care
Network’s compliance with those requirements.

In our opinion, Texas Pregnancy Care Network complied, in all material respects, with the
requirements referred to above that are applicable to each of its major federal program for the
year. ended August 31, 2008. However, the results of our auditing procedures disclosed an
instance of noncompliance with those requirements, which is required to be reported in
accordance with OMB Circular A-133 and which is described in the accompanying schedule of
findings and questioned costs as item 2008-01.

Internal Control Over Compliance

The management of Texas Pregnancy Care Network is responsible for establishing and
maintaining effective internal control over compliance with the requirements of laws, regulations,
contracts, and grants applicable to federal programs. In planning and performing our audit, we
considered Texas Pregnancy Care Network’s internal control over compliance with the
requirements that could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance, but
not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of Texas Pregnancy
Care Network’s internal control over compliance.

5918 W. Courtyard Dr., Suite 400 - Austin, TX 78730
tel (512} 258-2670 - fax (512) 268-5885 AUSTIN : BOSTON - CHICAGO « DALLAS - HOUSTON
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A control deficiency in an entity’s internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal control.

Our consideration of infernal control over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal
contro] that might be significant deficiencies or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses, as
defined above.

Texas Pregnancy Care Network’s response to the findings identified in our audit are described in
the accompanying schedule of findings and questioned costs, We did not audit Texas Pregnancy
Care Network’s response and, accordingly, we express no opinion on it

This report is intended solely for the information and use of management and Board of Directors
of Texas Pregnancy Care Network and federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.
PMB HELIN DONOVAN, LLP

PYB Mol Dovovore ., L2P

February 9, 2009
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TEXAS PREGNANCY CARE NETWORK
Notes to Schedule of Expenditures of Federal Awards
Year Ended August 31, 2008

Summary of Significant Accounting Policies

(]

(b)

()

Reporting Entity

The Schedule of Expenditures of Federal Awards (the “Schedule™) includes the activity of all
programs administered by the Texas Pregnancy Care Network.  The Texas Pregnancy Care
Network’s organization is defined in Note 1 of Texas Pregnancy Care Network’s basic financial
statements.

Basis of Presentation
The Schedule presents total awards expended for each individual program in accordance with the
OMB A-133, Audits of States, Local Governments, and Non-Profit Organizations.

Basis of Accounting

The expenditures for the federal financial assistance programs are presented on the accrual basis
of accounting, which is defined in Note 1 of Texas Pregnancy Care Network’s basic financial
statements. '

Relationship to Financial Reports

The amounts reported in the financial reports agree with the amounts reported in the accompanying
Schedule which is prepared on the basis explained in Note 1 of Texas Pregnancy Care Network’s
financial statements.
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TEXAS PREGNANCY CARE NETWORK
Schedule of Findings and Questioned Costs
Year Ended August 31, 2008

Section 1 - Summary- of Auditors’ Results
A. Financial Statements
Type of auditors’ report issued: Ungqualified opinion
Internal control over financial reporting:
e Material weakness(es) identified? No

» Significant deficiency(ies) identified that are not
considered to be material weaknesses? None reported

Noncompliance material to financial statements noted? No
B. Federal Awards

Internal control over compliance:

s  Material weakness(es) identified? No

o Significant deficiency(ies) identified that are not
considered to be material weaknesses? None reported

Type of auditors’ report issued on compliance
for major programs: Unqualified opinion

Any audit findings disclosed that are required to be
reported in accordance with section 510(a) of
Circular A-133? Yes

Identification of major federal programs:
CFDA

Number Name of Federal Program or Cluster
93.558 Temporary Assistance for Needy Families

Dollar threshold used to distinguish programs: $300,000

Auditee qualified as low-risk auditee: No

Section IT - Financial Statement Findings

None reported
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TEXAS PREGNANCY CARE NETWORK
Schedule of Findings and Questioned Costs
Year Ended August 31, 2008

Section ITI — Federal Award Findings and Questioned Costs

This section identifies significant deficiencies, material weaknesses, and instances of
noncompliance, including questioned costs, as required by the Office of Management and Budget
Circular A-133, Section .5310(2).

Reference 2008-01
Cash Management
(Prior Year Finding 2007-01)

Temporary Assistance for Needy Families
CFDA 93.558
Type of Finding — Compliance

Texas Pregnancy Care Network received 12 monthly Questioned Cost: $4,341
advance payments totaling $2.5 million of federal awards in
fiscal year 2008. When federal funds are advanced, Texas Health and Human

recipients must follow procedures to minimize the time Services Commission

elapsing between the receipt of funds and disbursement. In
addition, Federal guidelines require that interest earned on advances be submitted
promptly, but at least quarterly. In contrast, the Texas Department of Health and Human
Services Commission’s contract with Texas Pregnancy Care Network requires remiftance
of excess advance payments and interest after the fiscal year as the contract does not
allow for roll-over of advance payments to the next fiscal year.

Recommendation:

We recommend Texas Pregnancy Care Network coordinate the remittance of excess cash
advances and interest with the Texas Department of Health and Human Services
Commission. TIn addition, we recommend Texas Pregnancy Care Network explore
possible modifications of its contract with the Texas Department of Health and Human
Services Commission to achieve greater consistency with federal cash management
regulations and guidelines.

Management Response and Corrective Action Plan:

Texas Pregnancy Care Network has coordinated the issue of excess cash advances plus
interest with the Texas Department of Health and Human Services (HFHSC). In addition,
Jollowing the recommendation of PMB Helin Donovan in 2007, TPCN explored a
contract modification with HIHSC to achieve consistency between the contracted
remittance schedule and the federal guidelines. HHSC has communicated to TPCN that
a modification will not be made at this time.

Responsible Party:

Vincent E. Friedewald III, Esq.
Executive Director

Texas Pregnancy Care Network
12885 Research Blvd., Suite 207
Austin, Texas 78750
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TEXAS PREGNANCY CARE NETWORK
Schedule of Findings and Questioned Costs
Year Ended August 31, 2008

Section IV — Summary Schedule of Prior Audit Findings

Reference 2007-01

Cash Management

Temporary Assistance for Needy Families
CFDA 93.558
Type of Finding — Compliance

Texas Pregnancy Care Network received 12 monthly Questioned Cost: $9,000
advance payments totaling $2.5 million of federal awards in
fiscal year 2007. When federal funds are advanced, Texas Health and Human

Services Commission

recipients must follow procedures to minimize the time

elapsing between the receipt of funds and disbursement. In
addition, Federal guidelines require that interest earned on advances be submitted
promptly, but at least quarterly. In contrast, the Texas Department of Health and Human
Services Commission’s contract with Texas Pregnancy Care Network requires remittance
of excess advance payments and inferest after the fiscal year as the contract does not
allow for roll-over of advance payments to the next fiscal year.

Current status:

Texas Pregnancy Care Network coordinated the remittance of ¢xcess cash advances and
interest relating to fiscal year 2007 with the Texas Department of Health and Human
Services Commission. This remittance occurred in December, 2007, subsequent to the
receipt of the audited 2007 financial statements. TPCN has been in discussions with
HHSC with regards to the contractual modifications that were recommended as part of
the fiscal year 2007 audit.

This finding is repeated for the fiscal year 2008 audit.
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CONSBULTANTS & CERTIFIED PUBLIC ACCCUNTANTS

Independent Auditors’ Report

To the Board of Directors
Texas Pregnancy Care Network:

We have audited the accompanying statements of financial position of Texas Pregnancy Care Network
(a nonprofit organization) as of August 31, 2010 and 2009, and the related statements of activities,
functional expenses, and cash flows for the years then ended. These financial statements are the
responsibility of Texas Pregnancy Care Network’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 and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit 2lso 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 Texas Pregnancy Care Network as of August 31, 2010 and 2009, 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.

In accordance with Government Auditing Standards, we have issued our report dated December 16,
2010, on our consideration of Texas Pregnancy Care Network’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The Supplemental Schedule - Reconciliation of Cash Received by Texas Pregnancy Care
Network to Statement of Functional Expenses is presented for purposes of additional analysis and is
not a required part of the basic financial statements of Texas Pregnancy Care Network. The Schedule
of Expenditures of Federal Awards is presented for purposes of additional analysis as required by the
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, and is also not a required part of the basic financial statements of Texas
Pregnancy Care Network. The two schedules identified above have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated,
in all material respects, in relation to the basic financial statements taken as a whole.

PMB HELIN DONOVAN, LLP
PYB ,é/_gé,}u DW ., L’

Austin, Texas
December 16, 2010

5918 West Courtyard Crive, Suite 500  Austip, TX 78730
tel {512) 2589670 « fax (512) 258-5895 AUSTIN - CHICAGO - DALLAS - HOUSTON
PME HELIN DONOVAN, LLP - A NIEMBER OF RUSSELL BEDFORD INTERNATIONAL SAN FRANCISCO - SEATTLE - SPOKANE
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TEXAS PREGNANCY CARE NETWORK
Statements of Financial Position
As of August 31, 2010 and 2009

Assets

Cash and cash equivalents

Accounts receivable, net

Inventory

Prepaid expenses

Property and equipment, net
Totals asscts

Liabilities and Net Assets
Accounts payable
Accrued expenscs
Deferred revenue

Total liabilities

Net assets:
Unrestricted net assets
Temporarily restricted net assets
Permanently restricted nct assets

Total net assets

Total liabilities and net assets

See accompanying notes to financial statements.

2010

2009

357,054
320,179
22,466
15,455
14,660

488.320
99
19.282
13.142
13.608

729.814

534.451

593,917
28,585

421,415
32.441

622,502

453,856

107,312

80,595

107,312

729.814






TEXAS PREGNANCY CARE NETWORK
Statement of Activities
For the Year Ended August 31, 2010

Revenues and support:
HHSC contract revenue
Other income and support
Net assets released from resirictions;
Satisfaction of restrictions

Total revenues and support

Expenses:
Program services:
Client services
Information outreach and referral

Total program services

Supporting services:
Project administration
Management and general

Total supporting services
Total expenses
Changes in net assets

Net assets, beginning of year
Net assets, end of year

Unrestricted Temporarily Permanently

Funds Restricted Restricted Total
4,000,000 - - 4,000,000
87,334 - - 87,334
4,087,334 - - 4,087,334
2,900,639 - - 2,900,639
731,499 - - 731,499
3,632,138 - - 3,632,138
365,495 ; ; 365,495
62,984 - - 62,984
428,479 - - 428,479
4,060,617 - - 4,060,617
26,717 - - 26,717
80,595 - - 80,595
107,312 - - 107,312

See accompanying notes to financial statements.





TEXAS PREGNANCY CARE NETWORK
Statement of Activitics
For the Year Ended August 31, 2009

Revenues and support:
HHSC contract revenue
Other income and support
Net assets released from restrictions:
Satisfaction of restrictions

Total revenues and support

Expenses:
Program services:
Client services
Information outreach and referral

Total program services

Supporting services:
Project administration
Management and general

Total supporting services
Total expenses
Changes in net assets

Net assets, beginning of year
Net assets, end of year

Unrestricted Temporarily Permanently
Funds Restricted Restricted Total
2,812,500 - - 2,812,500
63,337 - - 63,337
2,875,837 - - - 2,875,837
2,238,717 - - 2,238,717
285,531 - - 285,531
2,524 248 - - 2,524 248
336,376 - - 336,376
33,793 - - 33,793
370,169 - - 370,169
2,894,417 - - 2,894,417
(18,580) - - {18,580)
99.175 - - 99,175
80,595 - - 80,595

See accompanying notes to financial statements.





TEXAS PREGNANCY CARE NETWORK
Statement of Functional Expenses
For the Year Ended August 31, 2019

Information,
Qutreach and Project Management
Client Services Referral Administration and General Total
Compensation and benefits 3 - 205,170 252,418 13,252 $& 470,840
Consulting - 4,132 14,009 - 18,141
Supplies - - 8,954 881 9,835
Professional fees - - 14,370 - 14,370
Training and education 24,583 75,460 - 10,927 110,970 -
Client reimbursement 2,876,056 - - - 2,876,056
Rent - - 48,360 - 48,360
Insurance - - 4,423 - 4,423
Utilities - 6,651 9,247 216 16,114
Depreciation - - 3,423 317 3,740
Travel and entertainment - 22,601 30 148 22,779
Advertising - 397,951 25 - 397,976
Other - 19,534 10,236 37,243 67,013
$ 2,900,639 731,499 365,495 62,984 § 4,060,617

See accompanying notes fo financial statements.
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Compensation and benefits
Consulting

Supplies

Professional fees
Training and education
Client reimbursemernt
Rent

Insurance

Utilities

Depreciation

Travel and entertainment
Advertising

Other

TEXAS PREGNANCY CARE NETWORK
Statement of Functional Expenses
For the Year Ended August 31, 2009

Information,
Outreach and Project Management
Client Services Referral Administration and General Total

$ - 162,473 227,112 16,068 § 405,653
- 4,233 18,552 9,338 32,123
- - 5,337 3,292 8,629
- - 12,9210 - 12,910
3,131 53,331 - - 56,402
2,235,511 - - - 2,235,511
- - 33,244 - 33,244
- - 4,389 - 4,389
- 7.151 9,342 830 17,323
- - 16,498 324 16,822
- 17,540 105 1,155 18,800
75 40,264 - - 40,339
- 539 8.887 2,786 12,212
$ 2,233,717 285,531 336,376 33,793 § 2,894,417

See accompanying notes to financial statements.
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TEXAS PREGNANCY CARE NETWORK

Statements of Cash Flows

For the Years Ended August 31, 2010 and 2009

Cash Flow from Operating Activities

Changes in net assets $

Adjustments to reconcile changes in net assets
to cash (used in) provided by operations:
Depreciation expense
Changes in assets and liabilities:
Accounts receijvable
Inventory
Prepaid expenses
Accounts payable and accrued expenses
Unearned revenue and other liabilities
Cash (used in) provided by operating activities

Cash Flow from Investing Activities
Purchase of property and equipment
Cash used in investing activities

Cash Flow from Financing Activities

Net increase (decrease)in cash and cash equivalents
Cash and cash equivalents balance, beginning of year

Cash and cash equivalent balance, end of year $

Supplemental disclosure:

Cash paid for interest expense $
Cash paid for income taxes b

See accompanying notes to financial statements.

2009

2010
26,717 $ (18,580)
3,740 16,822
(320,080) 189,094
(3,184) 20,312
(2,313) 1,736
168,857 229,111
2110 (18,028)
(126,474) 420,467
(4,792) (1,144
(4,792) (1,144)
(131,266) 419,323
488,320 68,997
357,054 $ 488,320
- $ -
- $ -
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TEXAS PREGNANCY CARE NETWORK
Notes to the Financial Statements
August 31, 2010 and 2009

Note 1 - Organization and Summary of Significant Accounting Policies
Organization

Texas Pregnancy Care Network (TPCN) was organized in August 2005 as a Texas not for profit corporation.
TPCN is an autonomous non-profit institution exempt from federal income taxes under Internal Revenue
Code 501(c)(3) and qualifies as a public charity under 170(b)(1). TPCN assists women facing unplanned
pregnancies with realistic alternatives to abortion services by administering funding to pro-life social service
agencies, pregnancy centers, maternity homes, and adoption agencies in Texas.

Suinmary of Significant Accounting Policies

Financial Statements - TPCN 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. Temporarily restricted net assets exist if the donor states the principal must
be used for a specific purpose, or must not be used until a specific time. TPCN reports all temporarily
restricted gifts as increases in temporarily restricted net assets, even those in which TPCN meets restrictions
in the same reporting period. Permanently restricted net assets exist if the donor states the principal must
never be used, but must be maintained, as an endowment. TPCN does not have any permanently restricted
net assets as of August 31, 2010 or 2009.

Basis of Accounting - TPCN prepates its financial staternents on the accrual basis of accounting. TPCN
recognizes contributions as revenue when pledged or received, whichever comes first and recognizes all other
revenue when earned. TPCN recognizes expenses when incurred, even if not yet paid. Expenses paid before
being incurred are classified as prepaid. Expenses incurred, but not paid at year end, are classified as accounts

payable.

Cash and cash equivalents - TPCN considers all highly liquid investments with a purchased maturity of three
moenths or less, purchased for use primarily in operations, to be cash equivalents.

Property and Equipment - TPCN records property and equipment at cost (or estimated fair value if donated).
Property and equipment is depreciated over estimated useful lives (ranging from five to forty vears) using the
straight-line method. Upon retirement or disposition of the assets, TPCN reports related gains or losses in the
statement of activities.

Contributions - Coenfributions received are recorded as unrestricted, temporarily restricted, or permanently
restricted support depending on the existence or nature of any donor restrictions. During the current year
ended August 31, 2010, the value of contributed services meeting the requirements for recognition in the
financial statements was not material and has not been recorded.

Contributions are recognized when the donor makes a promise to give to TPCN that is, in substance,
unconditional. All donor-restricted contributions are reported as increases in temporarily or permanently
restricted net assets depending on the nature of the restrictions. When a restriction expires, temporarily
restricted net assets are reclassified to unrestricted net assets. TPCN uses the allowance method to determine
uncollectible unconditional promises receivable. The allowance is based on prior years’ experience and
management’s analysis of specific promises made.





TEXAS PREGNANCY CARE NETWORK
Notes to the Financial Statements
August 31, 2010 and 2009

Note 1 - Organization and Summary of Significant Accounting Policies (continued)

Contracts - TPCN entered into an agreement with the Texas Health and Human Services Commission
(HHSC) for program and administrative services using Temporary Assistance for Needy Families {TANF)
federal funding to promote childbirth rather than abortion. During the year ended August 31, 2010, the TPCN
received $4,000,000 from HHSC. As of August 31, 2010, there was no deferred grant revenue. TPCN defers
the recognition of revenue when funds are received in advance of when the amounts are earned.

Compensated Absences - TPCN accrues for compensated absences.  As of August 31, 2010 and 2009, there
were no accrued compensated absences.

Advertising Costs - Advertising costs are expensed as incurred. Advertising expenses for the years ended
August 31, 2010 and 2009 were $397,976 and $40,339, respectively, and are included in program services.

Functional Expenses - TPCN reports its expenses on its statement of activities by function rather than by
type. TPCN allocates certain indirect operational expenses (insurance, maintenance, utilities, depreciation)
between program and supporting services. Program services include client services and information, outreach
and referral.

Income Taxes - TPCN is exempt from federal income taxes under Section 501(c)(3} of the Internal Revenue
Code. TPCN adopted gnidance which addresses the accounting for uncertainties in income taxes recognized
in an enterprise’s financial statements and prescribes a threshold of more-likely-than-not for recognition of
tax positions taken or expected to be taken in a tax return. This guidance also provides related guidance on
measurement, classification, interest and penalties, and disclosure. Provisions for income taxes on unrelated
business income are made when required for income from non-exempt activities and paid during the year. No
provision has been made for Federal income taxes in the accompanying financial statenments,

Fair Value of Financial Instruments - TPCN adopted guidance which defines fair value, establishes a
framework for measuring fair value in generally accepted accounting principles (GAAP), and expands
disclosures about fair value measurements. The carrying amount of cash and cash equivalents, accounts
receivable, accounts payable and other liabilities approximated fair value at August 31, 2010 and 2009,
because of their relatively short maturity.

Use of Estimates - The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Examples of management’s
use of estimates and assumptions include, but are not limited to, the allowance for doubtful accounts, fixed
asset depreciation and useful life estimates.

Subsequent Events - TPCN evaluates events that occur subsequent to the statement of financial position
date of periodic reports, but before financial statements are issued for periods ending on such dates, for
possible adjustment to such financial statements or other disclosure. This evaluation generally occurs
through the date at which the Qrganization’s financial statements are issued. For the financial statements
as of and for the year ending August 31, 2010, this date was December 16, 2010.
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TEXAS PREGNANCY CARE NETWORK
- Notes to the Financial Statements
August 31, 2010 and 2009

Note 2 - Cash and Cash Equivalents

The composition of TPCN’s cash and cash equivalents as of August 31, 2010 and 2009 is as follows:

2010 2009
Cash and demand deposits b 353,627 % 297,697
Money market accounts 3,427 190,623
Total cash and cash equivalents $ 357,054 § 488,320

TPCN had approximately $123,398 and $0 in deposits in excess of the Federal Deposit Insurance Corporation
limit as of August 31, 2010 and 2009, respectively. The deposit in excess amounts are calculated based on
TPCN’s bank balances.

Note 3 - Property and Equipment

As of August 31, 2010, property and equipment are as follows:

August 31, August 31,
2009 Additions Disposals 2010
Equipment 5 57,212 2,571 - $ 59,783
Furniture 14,817 2,221 - 17,038
Total 72,029 4,792 - 76,821
Less: accumulated depreciation {58,421) (3,740) - {62,161)
Net property and equipment $ 13,608 1,052 - $ 14,660

As of August 31, 2009, property and equipment are as follows:

August 31, August 31,
2008 Additions Disposals 2009
Equipment $ 56613 599 - 8 57212
Furniture 14,272 545 - 14,817
Total 70,885 1,144 - 72,029
Less: accumulated depreciation (41,599) (16,822) - (58,421)
Net property and equipment b 29,286 (15,678) - 3 13,608

Depreciation expense was $3,740 and $16,822 for the years ended August 31, 2010 and 2009,
respectively.

10





TEXAS PREGNANCY CARE NETWORK
Notes to the Financial Statements
August 31, 2010 and 2009

Note 4 - Operating Lease Commitment

On September 4, 2009, TPCN entered inte a forty-seven month operating lease for its office facility
requiring rent of approximately $47,000 annually. Future minimum rental payments due under this lease
which have initial or remaining terms in excess of one year are as follows:

2011 $ 46,227
2012 47.603
2013 49032
Total 5 142,862

Rent expense for the years ended August 31, 2010 and 2009 was $48,360 and $33,244, respectively.

Note 5 - Related Parties and Concentrations

TPCN entered into a new two-year agreement with the Texas Health and Human Services Commission on
September 14, 2009, for program and administrative services to implement a statewide program for
fernales focused on pregnancy support services that promote childbirth., Under the agreement, TPCN will
receive $4 million in both 2010 and 2011 and has the option to renew the agreement for an additional four
years. Approximately 98% of TPCN’s revenues were a result of this agreement for the years ended
August 31, 2010 and 2009.

Note 6 - Commitments and Contingencies

At August 31, 2010, there were no significant cutstanding legal actions or claims against TPCN. TPCN
is subject to various claims and liabilities in the ordinary course of business. TPCN maintains various
forms of insurance that TPCN’s management believes are adequate to reduce the exposure to such risks to
an acceptable level.

11





TEXAS PREGNANCY CARE NETWORK

Supplemental Schedule - Reconciliation of Cash Received by
Texas Pregnancy Care Network to Statement of Funetional Expenses

For the Year Ended August 31, 2010

Cash received from Texas Health
and Human Services Commission

Report of federal expenses to the Texas Health
and Human Services Commission
Current year audit adjustments
Total expenditures of federal awards
Reconciling items:
Depreciation
Inventory and property adjustments
Interest
Management and general expenses
Total adjustments
Total functional expenses

12

$ 3,470
(6,763)
1,002

62,908

4,000,000

4,000,000

4,000,000

60,617

4,060,617
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1\ l COHSULTANTS & CERTIFIED PUSLIC ACCOUNTANTS

Independent Auditors’ Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit Of Financial
Statements Performed in Accordance with Government Auditing Standards

To the Board of Directors
Texas Pregnancy Care Network:

We have audited the financial statements of Texas Pregnancy Care Network as of and for the year
ended August 31, 2010, and have issued our report thereon dated December 16, 2010. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered Texas Pregnancy Care Network’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Texas Pregnancy Care Network’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of Texas
Pregnancy Care Network’s internal control over financial reporting,.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Texas Pregnancy Care Network’s
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

This report is intended solely for the information and use of management and Board of Directors
of Texas Pregnancy Care Network and federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

PMB HELIN DONOVAN, LLP

PYB Holin Doevore, t7
December 16, 2010
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PME HELIN DONOVAN, LLP - A MEMBER OF RUSSELL BEDFORD INTERNATIONAL SAN FRANCISCO - SEATTLE - SPOKANE
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CONSULTAKTS & CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors’ Report on Compliance with Requirements
That Could have a Direct and Material Effect on Each Major Program and on
Internal Control Over Compliance in Accordance with OMB Circular A-133
and Schedule of Expenditures of Federal Awards

To the Board of Directors
Texas Pregnancy Care Network:

Compliance

We have audited Texas Pregnancy Care Network’s compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that could have a direct and material effect on each of Texas Pregnancy
Care Network’s major federal program for the year ended August 31, 2010. Texas Pregnancy
Care Network’s major federal program is identified in the summary of auditor’s results section of
the accompanying schedule of findings and questioned costs. Compliance with the requirements
of laws, regulations, contracts, and grants applicable to its major federal program is the
responsibility of Texas Pregnancy Care Network’s management. Our responsibility is to express
an epinion on Texas Pregnancy Care Network’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major
federal programs occurred. An audit includes examining, on a test basis, evidence about Texas
Pregnancy Care Network’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Qur audit does not provide a legal determination of Texas
Pregnancy Care Network’s compliance with those requirements.

In our opinion, Texas Pregnancy Care Network’s complied, in all material respects, with the
compliance requirements referred to above that could have a direct and material effect on each of
its major federal program for the year ended August 31, 2010.

Internal Control Over Compliance

Management of Texas Pregnancy Care Network is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts,
and grants applicable to federal programs. In planning and performing our audit, we considered
Texas Pregnancy Care Network’s internal control over compliance with the requirements that
could have a direct and material effect on a major federal program to determine the auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of Texas Pregnancy Care
Network’s internal control over compliance.

5918 West Courtyard Drive, Suite 500 Austin, TX 78730
tel (512) 268-8670 « Tax {512) 258-5895 AUSTIN « CHICAGO - DALLAS - HOUSTON
PMB HELIN DONOVAN, LLP - A MEMBER OF RUSSELL BEDFORD INTERNAFIONAL SAN FRANCISCO - SEAYTLE - SPOKANE
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GONHSULTANTS & CERTIFIED PUBLIC ACCOUNTANTS

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal contrel over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on

a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of management and Board of Directors

of Texas Pregnancy Care Network, federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties. '

PMB HELIN DONOVAN, LLP

PYB folin Doveare, L2

December 16, 2010
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TEXAS PREGNANCY CARE NETWORK
Notes to Schedule of Expenditures of Federal Awards
Year Ended August 31, 2010

Summary of Significant Accounting Policies

(@)

(b

©

Reporting Enftity

The Schedule of Expenditures of Federal Awards (the “Schedule™) includes the activity
of all programs administered by the Texas Pregnancy Care Network. The Texas
Pregnancy Care Network’s organization is defined in Note | of Texas Pregnancy Care
Network’s basic financial statements.

Basis of Presentation
The Schedule presents total awards expended for each individual program in accordance

with the OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations.

Basis of Accounting

The expenditures for the federal financial assistance programs are presented on the
accrual basis of accounting, which is defined in Note 1 of Texas Pregnancy Care
Networlk’s basic financial statements,

Relationship to Financial Reports

The amounts reported in the financial reports agree with the amounts reported in the
accompanying Schedule which is prepared on the basis explained in Note | of Texas Pregnancy
Care Network’s financial statements.
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TEXAS PREGNANCY CARE NETWORK

Schedule of Findings and Questioned Costs

Year Ended August 31, 2010

Section 1 - Summary of Auditors’ Results

A. Financial Statements

Type of auditors’ report issued:
Internal control over financial reporting:
e  Material weakness(es) identified?

e Significant deficiency(ies) identified that are not
considered to be material weaknesses?

Noncompliance material to financial statements noted?

. Federal Awards

Internal control over compliance:
s Material weakness(es) identified?

» Significant deficiency(ies) identified that are not
considered to be material weaknesses?

Type of auditors’ report issued on compliance
for major programs:

Any audit findings disclosed that are required to be
reported in accordance with section 510(a) of

,Unqualified opinion

No

None reported

No

None reported

Unqualified opinion

Circular A-133? No
Identification of major federal programs:
CFDA
Number Name of Federal Program or Cluster
93.558 . Temporary Assistance for Needy Families
Dollar threshold used to distinguish programs: $300,000
Auditee qualified as low-risk auditee: "No

Section II - Financial Statement Findings

None reported

18





N

L2

-y

N

TEXAS PREGNANCY CARE NETWORK
Schedule of Findings and Questioned Costs
Year Ended August 31, 2010

Section III - Federal Award Findings and Questioned Costs

None reported.

Section IV - Summary Schedule of Prior Andit Findings

None reported.
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