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CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors' Report

To the Board of Directors of
Free Arts for Abused Children of Arizona and Subsidiary
Phoenix, Arizona

Opinion

We have audited the accompanying consolidated financial statements of Free Arts for Abused Children of Arizona
and Subsidiary (Free Arts, an Arizona nonprofit corporation), which comprise the consolidated statement of
financial position as of September 30, 2022, and the related consolidated statements of activities, functional
expenses, and cash flows for the year then ended, and the related notes to the consolidated financial statements.

In our opinion, the financial statements present fairly, in all material respects, the financial position of Free Arts as
of September 30, 2022, and the changes in its net assets and its cash flows for the year then ended in accordance
with accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted out audit in accordance with auditing standards generally accepted in the United States of America.
Our responsibilities under those standards are further described in the Auditor's Responsibilities for the Audit of the
Financial Statements section of our report. We are required to be independent of Free Arts and to meet our other
ethical responsibilities in accordance with the relevant ethical requirements relating to our audits. We believe that
the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
accounting principles generally accepted in the United States of America, and for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about the Free Arts' ability to continue as a going concern
within one year after the date that the financial statements are available to be issued.

Auditors' Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that
an audit conducted in accordance with generally accepted auditing standards will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control. Misstatements are considered material if there is a substantial likelihood that,
individually, or in the aggregate, they would influence the judgment made by a reasonable user based on the
financial statements.

Address ¢ 9019 East Bahia Drive Suite 100 « Scottsdale, AZ 85260 | Phone ¢ (602) 264-3077 | Fax ¢ (602) 265-6241



In performing an audit in accordance with generally accepted auditing standards we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error,
and design and perform audit procedures responsive to those risks. Such procedures include examining, on a
test basis, evidence regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of Free
Arts' internal control. Accordingly, no such opinion is expressed.

e [Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management as well as evaluate the overall presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about Free Arts' ability to continue as a going concern for a reasonable period of time

We are required to communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit, significant audit findings, and certain internal control related matters we identified
during the audit

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements as a whole.
The management's discussion and analysis (on pages 3 and 4), the consolidating schedule of assets, liabilities and
net assets (on page 18), and the consolidating schedule of revenue, expenses, and changes in net assets (on page 19)
are presented for purposes of additional analysis. The information is not a required part of the consolidated
financial statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the financial statements. The management's
discussion and analysis has not been subjected to the auditing procedures applied in the audit of the consolidated
financial statements and, accordingly we do not express an opinion or provide any assurance on it. The
consolidating schedule of assets, liabilities and net assets and the consolidating schedule of revenue, expenses, and
changes in net assets has been subjected to the auditing procedures applied in the audit of the financial statements
and certain additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the consolidating schedule of assets, liabilities and net assets and the consolidating
schedule of revenue, expenses, and changes in net assets are fairly stated in all material respects in relation to the
financial statements as a whole.

Report on Summarized Comparative Information

We have previously audited Free Art's 2021 consolidated financial statements, and our report dated January 20,
2022, expressed an unmodified audit opinion on those audited consolidated financial statements. In our opinion, the
summarized comparative information presented herein as of and for the year ended September 30, 2021, is

consistent, in all material respects, with the audited consolidated financial statements from which it has been
derived.

Fester & Chapraon PAC

April 27, 2023



The purpose of this letter, the Management’s Discussion and Analysis, is to give context
to our financial statements and share additional information that will provide the full
picture of how Free Arts for Abused Children of Arizona (“Free Arts”) operated in Fiscal
Year 2022. Further details can be found in our annual impact report posted on our
website: www.freeartsaz.org.

Who is Free Arts?

Building hope.
Healing children's trauma.

Our Mission: Transforming children’s trauma to resilience through the arts.

Our Vision: Every child who has experienced the trauma of abuse, neglect, and/or homelessness has access
to resilience-building arts programs and caring adult volunteer mentors.

Our Values:
Resilience — Bravery — Connection — Creativity — Strength — Innovation

Over the past 29 years, Free Arts has proudly transformed the lives of more than 156,000 children in
Maricopa County, Arizona. From an initial volunteer base of 5 individuals serving 50 children, Free Arts now
employs 26 staff members serving approximately 6,000 children each year. Free Arts partners with 40+ social
service agencies at more than 100 locations and 30 arts and culture organizations throughout Maricopa
County to provide a unique combination of arts, trauma-informed curriculum, and mentoring to children who
are in out-of-home care.

What determines success?

Since our founding in 1993, we have maintained steady, controlled growth with the intention to meet demand
for services. We track the number of children we serve, and the outcomes reported by the children receiving
our services: increased safety, self-expression, skill building, self-efficacy, and resilience. To fund our
programs, Free Arts raises revenue from private/family foundations; corporate, state, and municipal grants;
individual donors; agency-driven special events; and third-party beneficiary events.

Continuing economic changes also inspired Free Arts to take a deeper look at organizational sustainability
through recruitment and retention of staff and board, and support for all individuals working and volunteering
in our programs. Focusing on this as a measure of success creates stability in our programs. It also creates a
more inclusive and equitable culture within Free Arts that welcomes diversity and respects individuality. As an
organization that relies primarily on volunteers from the community to serve as positive, caring adult mentors
in our programs, having an equitable and inclusive culture has allowed our organization to be more
representative of the children we serve in our programs and more reflective of their experiences in the work
that we do.

Organizational Results

Transforming Children’s Trauma to Resilience

In Fiscal Year 2022, Free Arts programs served 5,582 children. This number represents a return to more
normal pre-pandemic levels. We restarted our volunteer recruitment and training process in 2022 and will see
the result of that effort in future growth. We also evaluated pandemic-modified programs and solidified
effective and highly sought-after offerings into our regular program lineup.

In 2022, Free Arts launched a new program supporting families. Historically, Free Arts services have been
targeted to children living in foster care group homes or emergency shelters. However, many children in out-
of-home care in Arizona are living with licensed or unlicensed foster or kinship families. This new program
provides support, encouragement, and help to families that are working to create a bond with their foster child.
The Free Arts families program will educate parents on trauma-informed care and provide not only artistic
tools to help with the parent/child bond, but also respite and a safe space for the child and their new family
members.



Free Arts used 2022 to set ourselves up for future growth. We reengineered our program-focused staff team
and added new positions which enhanced our internal knowledge of counseling, social work, mentorship, and
volunteer engagement. In our Free Arts 2028 vision, we are a statewide organization serving every child in
Arizona’s foster care system. The growth in our program team in 2022 will enable us to begin our statewide
expansion over the next two fiscal years.

We evaluated the following outcomes for 2022 programming:
e 72% of children reported meaningful relationships/interactions with adults
69% of children felt they had the opportunity to do something they thought they couldn’t do
79% of children shared they felt a sense of belonging
78% of children felt they had an opportunity to lead their peers
75% of children felt they had opportunities to use inspiring materials and supplies to learn a new skill

According to resilience and youth development research, these opportunities directly correlate to the ability of
children to increase their feeling of safety, practice self-expression, build skills, develop self-efficacy, and
ultimately build resilience. (https://developingchild.harvard.edu/science/key-concepts/resilience/)

Financial Position

Free Arts continues to manage a strong financial position. Throughout the pandemic, Free Arts’ important
mission was supported at a high level by individuals, foundations, and businesses in our community. This,
coupled with conservative budgeting in uncertain times led to several years of higher-than-budgeted net
revenues. We are directing reserve dollars back into programs while also investing in our future.

To support our future, Free Arts developed an investment program to take full advantage of windfalls and
times we hold higher-than-usual cash reserves. We retained a Registered Investment Advisor, updated our
investment-related policies and procedures, and moved part of our cash reserves into market-based funds
and high-yield savings accounts. After these investments, Free Arts has approximately $1.4 million remaining
in cash reserves (liquidity) which represents 6.7 months of expenses. Our goal is to have 6-8 months of
reserves/liquidity to provide stable cash flow throughout the year. We believe our financial situation reflects
an organization that is growing smartly, is managing risk appropriately, and is poised for expansion to meet
demand.

Our Impact

Our impact is often best expressed by the children and young adults in our programs:

"Free Arts helps my anxiety go down."
- 16-year-old participating in a Professional Artist Series

“One child frequently shared at the beginning of sessions that she had a tough day at school or was
frustrated. But she would then let herself get into the project and her disposition changed.”
- Volunteer Mentor

"l had an adult who told me she believed in me and | felt a bit better."
- 13-year-old participating in the Weekly Mentor Program

Because of our caring community, dedicated volunteers, talented teaching artists, creative staff members,
supportive board of directors, and committed donors, 2022 was a successful year for Free Arts. Thank you for
your interest in and support of Free Arts for Abused Children of Arizona.

Sincerely,

Chadwick Campbell Alicia Sutton Campbell
President, Board of Directors Executive Director



FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY

Consolidated Statements of Financial Position

September 30, 2022

(with comparative financial information as of September 30, 2021)

ASSETS

Cash and cash equivalents
Contributions receivable, net
Prepaid expenses
Investments

Property and equipment, net

Total assets

LIABILITIES AND NET ASSETS

Liabilities:
Accounts payable
Accrued payroll and related
Total liabilities

Net assets:
Without donor restrictions:
Undesignated
Board-designated
Total net assets without donor restrictions
With donor restrictions
Total net assets

Total liabilities and net assets

The accompanying notes are an integral part of these financial statements.
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2022 2021
$ 1,409,175 $ 2,248,399
278,125 747,721
39,202 28,015
1,291,261
3716594 _ 3.864.201
$ 6734357 $ 6.888.336
$ 6,120 $ 15897
90.330 46,010
96,450 61,907
5,950,282 5,933,999
405.139 141.123
6355421 6,075,122
282.486 751.307
6.637.907 _ 6.826.429
$ 6734357 $ 6.888.336




FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
Consolidated Statements of Activities

Year Ended September 30, 2022
(with comparative financial information for the year ended September 30, 2021)

Totals
Without
Donor With Donor
Restrictions  Restrictions 2022 2021
Public support, revenue, and loss:

Contributions $ 1,460,164 $ 333,599 $ 1,793,763 $ 2,600,153
Government grants 236,273 236,273 221,940
Special event revenue 54,700 54,700 66,926
Rental income 31,217 31,217 33918
In-kind contributions 36,169 36,169 92,162
Net investment loss (79,910) (79,910)

Other revenue 8,135 8,135 4,118
Net assets released from restriction 802.420 (802.420)

Total public support, revenue, and loss 2,549,168 (468,821) 2,080,347 3,019,217

Expenses:
Program services - arts and mentoring 1,685,380 1,685,380 1,514,172
Management and general 275,901 275,901 234,850
Fundraising 307,588 307,588 241,125
Total expenses 2.268.869 2.268.869 1.990.147
Change in net assets 280,299 (468,821) (188,522) 1,029,070
Net assets, beginning of year 6.075.122 751.307 6.826.429 5.797.359
Net assets, end of year $ 6355421 $ 282486 $ 6.637.907 $ 6.826.429

The accompanying notes are an integral part of these financial statements.
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FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY

Consolidated Statement of Functional Expenses

Year Ended September 30, 2022

(with comparative financial information for the year ended September 30, 2021)

Staff salaries

Payroll taxes and fees

Employee benefits

Contract and intern employees
Other professional fees
Professional artists' fees

Art and office supplies

Printing and postage

Operating costs

Professional development
Director and officers liability insurance
Equipment rental and maintenance
Marketing and promotion

Travel

Telephone

In-kind

Depreciation and amortization

Total expenses

Program
Services Supporting Services Totals
Artsand  Management
Mentoring  and General Fundraising 2022 2021
$ 751,350 § 217,063 $§ 156,071 §$ 1,124,484 § 931,640
61,150 13,103 13,103 87,356 73,796
98,334 17,852 19,094 135,280 102,250
189,144 4,282 7,494 200,920 165,666
13,467 305 534 14,306 11,926
30,692 695 1,216 32,603 41,502
65,006 403 285 65,694 96,270
8,475 122 10,362 18,959 28,909
269,400 11,299 61,234 341,933 225,686
4,676 135 2,430 7,241 7,818
12,692 546 409 13,647 10,484
1,565 17 419 2,001 1,178
4,746 24,823 29,569 32,388
610 7 1,661 2,278 755
8,205 353 265 8,823 7,702
28,594 3,815 3,760 36,169 92,162
137,274 5,904 4.428 147,606 160,015
$ 1685380 § 275901 § 307588 § 2,268,869 $ 1.990.147

The accompanying notes are an integral part of these financial statements.
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FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
Consolidated Statements of Cash Flows

Years Ended September 30,

2022 2021

Cash flows from operating activities:
Change in net assets $ (188,522) $ 1,029,070
Adjustments to reconcile change in net assets to net cash and cash
equivalents provided by operating activities:

Depreciation 147,606 160,015
Unrealized loss on investments 87,061
Changes in:
Contributions receivable, net 469,596 (451,093)
Other receivable 5,073
Prepaid expenses (11,187) (2,013)
Inventory 30,774
Accounts payable (9,777) 2,531
Accrued payroll and related 44.320 (20.701)
Net cash and cash equivalents provided by operating activities 539,097 753,656
Cash flows from investing activities:
Purchases of investments (1,378,321)
Purchases of property and equipment (14.114)
Net cash and cash equivalents used by investing activities (1.378.321) (14.114)
Change in cash and cash equivalents (839,224) 739,542
Cash and cash equivalents, beginning of year 2.248.399 1.508.857
Cash and cash equivalents, end of year $ 1,409,175 $ 2,248,399

The accompanying notes are an integral part of these financial statements.
8



FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization: Free Arts for Abused Children of Arizona (Free Arts, the Organization) as
incorporated under the laws of the state of Arizona on October 9, 1993. Free Arts is a nonprofit
organization that transforms children's trauma to resilience through the arts. Over the past twenty-
nine years, the Organization has proudly served more than 156,000 children in Maricopa County.
The Organization has 26 staff members and 900 volunteer mentors who serve nearly 6,000 children
each year. The Organization partners with 40 individual social service agencies at 100+ sites to
provide a unique combination of arts, a trauma informed curriculum, and mentoring, to children
who are in out-of-home care. The Organization uses the arts to build resilience in children who have
experienced the trauma of abuse, neglect, or homelessness. Volunteer mentors and professional
teaching artists create a safe environment where children can express themselves, learn new skills,
build self-efficacy, and begin to heal.

Free Arts Building Hope, LLC, (Building Hope) was incorporated in the state of Arizona in 2017
and is 100% owned by Free Arts. Building Hope is a single member LLC established to hold title to
the building and all building related activities.

Basis of Presentation: Free Arts follows the recommendations of the Financial Accounting
Standards Board Accounting Standards Codification (FASB ASC) topic of Not-for-Profit Entities,
requiring Free Arts to report information regarding its financial position and activities according to
two classes of net assets: without donor restrictions and with donor restrictions.

Net Assets Without Donor Restrictions — Net assets available for use in general operations and not
subject to donor (or certain grantor) restrictions.

Net Assets With Donor Restrictions — Net assets subject to donor- (or certain grantor-) imposed
restrictions. Some donor-imposed restrictions are temporary in nature, such as those that will be met
by the passage of time or other events specified by the donor. Donor-imposed restrictions are
released when a restriction expires, that is, when the stipulated time has elapsed, when the restricted
stipulated purpose for which the resource was restricted has been fulfilled, or both.

Use of Estimates: In preparing financial statements in conformity with generally accepted
accounting principles (GAAP), management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.




FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Consolidated Financial Statements: In accordance with the Financial Accounting Standards Board
Accounting Standards Codification (FASB ASC)'s topic of Consolidation, the consolidated
financial statements include the accounts of Free Arts for Abused Children of Arizona and Free
Arts Building Hope, LLC (collectively referred to as Free Arts). All significant interorganization
transactions and accounts have been eliminated.

Cash and Cash Equivalents: For purposes of the statement of cash flows, Free Arts considers all
highly liquid investments purchased with an original maturity of three months or less to be cash
equivalents. Cash equivalents included $892,416 and $1,574,831 in money market funds at
September 30, 2022 and 2021, respectively.

Contributions Receivable, Net: Contributions receivable expected to be collected within one year
are recorded at net realizable value. Contributions receivable expected to be collected in future
years are initially recorded at fair value using present value techniques incorporating risk-adjusted
discount rates designed to reflect the assumptions market participants would use in pricing the asset.
In subsequent years, amortization of the discount is included in contribution revenue in the
consolidated statement of activities. Management determines the allowance for contributions
receivable based on historical experience, an assessment of economic conditions, and a review of
subsequent collections.

Investments: Free Arts follows the provisions of FASB ASC's topic of Not-for-Profit Entities
regarding its investments. Management has estimated the fair value of its investments using
available market information and other valuation methodologies as described in Note 4. The
estimates are based on pertinent information available to management as of September 30, 2022.
Although management is not aware of any factors that would significantly affect the estimated fair
value amounts, current estimates of fair value may differ significantly from the amounts in the
financial statements.

Property and Equipment: Purchased property and equipment of $5,000 or greater are recorded at
cost, or if donated, at estimated fair value at the date of gift. Depreciation is computed using the
straight-line method based on estimated useful lives of the assets as follows:

Building 30 years
Furniture, fixtures, and equipment 3 -7 years

10



FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Contributions: Contributions are reported in accordance with the FASB ASC subtopic of Revenue
Recognition for Not-for-Profit Entities. Contributions received are recorded as net assets without
donor restrictions or with donor restrictions, depending on the existence and/or nature of any donor
restrictions. All donor restricted support is reported as an increase in net assets with donor
restrictions depending on the nature of the restriction. When a donor restriction expires, that is,
when a stipulated time restriction ends or purpose restriction is accomplished, net assets with donor
restrictions are reclassified to net assets without donor restrictions and reported in the statement of
activities as net assets released from restrictions. Donor-restricted contributions whose restrictions
are met in the same reporting period are reported as net assets without donor restrictions.

In-kind contributions/expenses: Donated supplies, refreshments and equipment are valued based on
amounts estimated by donors that would otherwise be paid at retail prices. Donated tickets are
valued based on the prices of tickets available to the general public for each venue or event.
Donated services are valued based on hourly rates that would be paid for professionals in an open
market and are recognized in the financial statements at their estimated fair value if the following
criteria are met:

1. The services require specialized skills and the services are provided by individuals
possessing those skills, and the services would typically need to be purchased if not donated,
or

2. The services enhance or create an long-lived asset.

Functional Expenses: The costs of providing various program and supporting services have been
presented on a functional basis in the statements of activities and functional expenses. Accordingly,
certain costs have been allocated among the programs and supporting services benefited based on
estimates of facility usage and the estimated percentage of payroll costs benefiting the program or
supporting services.

Income Taxes: Free Arts is exempt from federal and state income taxes as an organization other
than a private foundation under Section 501(c)(3) of the Internal Revenue Code and similar state
provisions. Free Arts Building Hope, LLC is considered a disregarded entity as a wholly-owned
limited liability corporation.
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FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 2 - LIQUIDITY AND AVAILABILITY

Free Arts monitors its liquidity so that it is able to meet its operating needs and other contractual
commitments. Free Arts has the following financial assets that could readily be made available
within one year of each fiscal year end to fund expenses without limitations:

Financial assets included in total assets: 2022 2021
Cash and cash equivalents $ 1,409,175 $ 2,248,399
Contributions receivable, net 278,125 747,721
Investments 1,291,261

Total financial assets included in total assets 2,978,561 2,996,120
Less amounts unavailable for general expenditure within one year:
Board-designated net assets (405,139) (141,123)
Net assets with donor restrictions (282.486) (751.307)
Financial assets available to meet cash needs for general
expenditures within one year $ 2,290,936 § 2.103.690

In addition to financial assets available to meet general expenditures over the year, Free Arts
operates with a balanced budget and anticipates covering its general expenditures by collecting
contributions, grants, and other revenues.

NOTE 3 - CONTRIBUTIONS RECEIVABLE, NET

Free Arts's contributions receivable consisted of the following at September 30:

2022 2021
Due within one year $ 222,333 § 751471
Due within two years 60.000
282,333 751,471
Allowance for doubtful accounts (1,458) (3,750)
Discount to adjust to net present value (2.750)
Total contributions receivable, net $ 278125 $ 747.721

Contributions receivable due in more than one year are discounted at 3.5% in the year that the
unconditional promise to give is made to Free Arts. For the years then ended September 30, 2022
and 2021, 76% and 80% of Free Arts' contributions receivable was due from three contributors,
respectively.

12



FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 4 - INVESTMENTS AND FAIR VALUE MEASUREMENTS

Fair value measurements are determined based on assumptions that market participants would
use in pricing assets and liabilities. GAAP establishes a fair value hierarchy that distinguishes
between market participant assumptions and Free Arts' own assumptions about market
participant assumptions. Observable inputs are assumptions based on market data obtained from
independent sources; while unobservable inputs are Free Arts' own assumptions about what
market participants would assume based on the best information available in the circumstance.

Level 1 inputs — A quoted price in an active market for an identical asset or liability is
considered to be the most reliable evidence of fair value.

Level 2 inputs — These are observable inputs, either directly or indirectly, other than quoted
prices included within Level 1. Free Arts did not have any investments valued based on Level 2
inputs at September 30, 2022.

Level 3 inputs — These inputs are unobservable and are used to measure fair value only when
observable inputs are not available. Free Arts did not have any investments valued based on
Level 3 inputs at September 30, 2022.

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

The following is a description of the valuation methodologies used for assets measured at fair
value. There have been no changes in the methodologies used at September 30, 2022.

Fixed income securities / equity fund securities / exchange-traded funds: Valued at the net asset
value (NAV) of shares on the last trading day of the fiscal year, which is the basis for
transactions at that date.

The fair value of assets measured as Level 1 inputs on a recurring basis at September 30, 2022
were as follows:

Level 1 Total
Cash equivalents $ 17,248
Fixed income securities $ 464,061 464,061
Equity fund securities 63,681 63,681
Exchange-traded funds 746.271 746.271
Total investments $ 1,274,013 $ 1,291,261

13



FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 5 - PROPERTY AND EQUIPMENT, NET

Property and equipment consisted of the following at September 30:

2022 2021
Land $ 167,500 $ 167,500
Building 3,987,823 3,987,823
Furniture, fixtures, and equipment 122.205 143.296
4,277,528 4,298,619
Less accumulated depreciation (560.934) (434.418)
Total property and equipment, net $ 3,716,594 §$ 3.864.201

NOTE 6 - NET ASSETS WITH DONOR RESTRICTIONS

Net assets with donor restrictions for the year ended September 30, 2022, consisted of the
following:

Beginning Ending
Balance Increases Releases Balance

Board Renovation Campaign
(purpose and time restrictions) $ 31,083 $§ 27,400 $ (53,050) $ 5,433

Camp 842 15,000 (15,688) 154
Foster and Kinship Family Program 125,000 125,000
Other time restrictions 719.382 166.199 (733.682) 151.899

$ 751307 $ 333599 $ (802.420) $ 282.486

Net assets with donor restrictions for the year ended September 30, 2021, consisted of the

following:
Beginning Ending
Balance Increases Releases Balance
Board Renovation Campaign
(purpose and time restricted) $ 88,200 $  (57,117) $ 31,083
Camp $ 13,500 (12,658) 842
Other time restrictions 208,428 869.381 (358.427) 719.382

$ 296,628 $ 882,881 $ (428,202) $ 751,307
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FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 7 -ENDOWMENTS

Net assets associated with endowment funds are classified and reported based on the existence or
absence of donor-imposed restrictions. Free Arts' endowment fund included board-designated net
assets (without donor restrictions) at September 30, 2022 and 2021. The purpose of the
endowment fund is to support Free Arts' mission to transform children’s trauma to resilience
through the arts. The Finance Committee (the Committee) oversees the investment managers
whose primary objective is to provide protection of principal, as well as ensure reasonable growth
of principal of the Free Arts’ assets relative to indices as determined by the Committee. This
objective is pursued as a long-term goal designed to maximize Free Arts assets, without exposure
to undue risk.

Free Arts’ primary objective is to achieve long-term appreciation of assets and consistency of total
portfolio returns while recognizing that short-term market fluctuations may cause variations in the
performance.

Free Arts' endowment funds were included in investments and cash equivalents on the statement
of financial postion at September 30, 2022 and 2021, respectively.

Interpretation of Relevant Laws: The Board of Directors of has interpreted the Uniform Prudent
Management of Institutional Funds Act (UPMIFA) as requiring the preservation of the fair value
of the original gift as of the gift date of any donor-restricted endowment funds absent explicit
donor stipulations to the contrary.

As a result of this interpretation, for donor-restricted net assets included in endowments, Free Arts
will retain in perpetuity (a) the original value of gifts donated to the endowment, (b) the original
value of subsequent gifts to the endowment, and (¢) accumulations to the endowment made in
accordance with the direction of the applicable donor gift instrument at the time the accumulation
is added to the fund. Donor-restricted amounts not retained in perpetuity are subject to
appropriation for expenditure in a manner consistent with the standard of prudence prescribed by
UPMIFA.

In accordance with UPMIFA, Free Arts considers the following factors in making a determination
to appropriate or accumulate donor-restricted endowment funds: (1) the duration and preservation
of the fund, (2) the purposes of Free Arts and the donor-restricted endowment fund, (3) general
economic conditions, (4) the possible effect of inflation and deflation, (5) the expected total return
from income and the appreciation of the investments, (6) other resources of the Organization, and
(7) the investment policies of the Organization.
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FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 7 - ENDOWMENTS - CONTINUED

Return Objectives and Risk Parameters: The overall rate of return objective for the portfolio is a
reasonable "real" rate consistent with the risk levels established by the Committee. The return
objective of Free Arts shall be to exceed the return of a custom index made up of 60% S&P 500
and 40% Lehman Brothers Aggregate Bond Index. The minimum objective rate of return is that
which equals or exceeds the CPI (rate of inflation) by 4% over a 3-5 year market cycle. It is
expected that the level of risk as measured by the annualized standard deviation of quarterly
returns shall be less than that of the custom index made up of 60% S&P 500 and 40% Lehman

Brothers Aggregate Bond Index.

Strategies Employed for Achieving Objectives: The Committee meets quarterly with investment
managers to review portfolio activity, market summaries, investment strategies and market

forecasts.

Spending Policy and How the Investment Objectives Relate to Spending Policy: As of September
30, 2022, Free Arts had not yet created a spending policy for the board designated endowment.

Activity of the endowment fund for the year ended September 30, 2022, is as follows:

Net Assets
Without
Donor
Restrictions
Endowment net assets, beginning of year $ 141,123
Contributions 264.016
Endowment net assets, end of year $ 405,139

Activity of the endowment fund for the year ended September 30, 2021, is as follows:

Net Assets
Without
Donor
Restrictions

Endowment net assets, beginning of year
Contributions $ 141.123

Endowment net assets, end of year $ 141,123

16



FREE ARTS FOR ABUSED CHILDREN OF ARIZONA AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS

September 30, 2022
(with comparative financial information as of and for the year ended September 30, 2021)

NOTE 8 - IN-KIND CONTRIBUTIONS AND EXPENSES

In-kind support for Free Arts' included the following for the years ended September 30:

2022 2021

Art supplies $ 21,961 $ 16,161
Equipment 2,810
Services 5,403
Space rental 44,378
Tickets 5,905
Other 90 31.623

Total reported in-kind contributions and expenses $ 36,169 § 92,162

In addition, the following summarizes the estimated value of other services that have been donated
to support Free Arts' programs that do not meet the criteria for recognition in the consolidated
financial statements for the years ended September 30:

2022 2021
Unskilled services provided to Free Arts programs $ 53,713 § 74,213
Other 16.463 18.789
Total unreported donated assets and services $ 70,176 $ 93,002

NOTE 8 - RELATED PARTY TRANSACTIONS

Members who are able to directly influence decisions made by the Board of Directors are
considered to be related parties. During the years ended September 30, 2022 and 2021, Free Arts
received cash and in-kind donations from related parties totaling $3,713 and $24,000, respectively.

NOTE 9 - SUBSEQUENT EVENTS

Free Arts has evaluated subsequent events through April 27, 2023, the date which the financial
statements were available to be issued, and has concluded that no events have occurred since the
year ended September 30, 2022 that would require adjustment to the financial statements.
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Free Arts for Abused Children of Arizona and Subsidiary

CONSOLIDATING SCHEDULE OF ASSETS, LIABILITIES AND NET ASSETS
September 30, 2022

(with comparative information for the year ended September 30, 2021)

ASSETS

Cash and cash equivalents
Contributions receivable, net
Prepaid expenses

Investments

Property and equipment, net

Total assets

LIABILITIES AND NET ASSETS

Liabilities:

Accounts payable

Accrued payroll and related

Total liabilities

Net assets:

Without donor restrictions:

Undesignated
Board-designated

Total net assets without donor restrictions

With donor restrictions
Total net assets

Total liabilities and net assets

Free Arts Building Hope  Eliminations 2022 2021
$ 1,067,878 § 341,297 $1,409,175 § 2,248,399
278,125 278,125 747,721
39,202 39,202 28,015
1,291,261 1,291,261
21,075 3.695.519 3.716.594 3.864.201
§ 2697541 § 4036816 $§ $6,734.357 § 6,888,336
$ 3,870 $ 2,250 $ 6,120 $ 15,897
90.330 90.330 46.010
94,200 2,250 96,450 61,907
1,915,716 4,034,566 5,950,282 5,933,999
405.139 405.139 141,123
2,320,855 4,034,566 6,355,421 6,075,122
282.486 282.486 751.307
2.603.341 4,034,566 6,637,907 6,826,429
§ 2,697,541 $ 4,036,816 $ $6,734,357 $ 6,888,336

See the independent auditors' report accompanying this schedule.
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Free Arts for Abused Children of Arizona and Subsidiary
CONSOLIDATING SCHEDULE OF REVENUE, EXPENSES AND CHANGES IN NET ASSETS
September 30, 2022

(with comparative information for the year ended September 30, 2021)

Revenue, support, and gains:

Contributions
Government grants
Special event revenue
Rental income
In-kind contributions
Investment loss
Other revenue
Total public support and revenue

Expenses:

Staff salaries

Payroll taxes and fees

Employee benefits

Contract and intern employees

Other professional fees

Professsional artists' fees

Art and office supplies

Printing and postage

Operating costs

Professional development

Director and officers liability insurance

Equipment rental and maintenance

Marketing and promotion

Travel

Telephone

Rent

In-kind

Depreciation and amortization
Total expenses

Change in net assets

Net assets, beginning of year

Net assets, end of year

Building
Free Arts Hope Eliminations 2022 2021

$ 1,793,763 $ 1,793,763 $ 2,600,153
236,273 236,273 221,940
54,700 54,700 66,926
145,989 $§ (114,772) 31,217 33,918
36,169 36,169 92,162

(79,910) (79,910)

6.888 1.247 8.135 4.118
2,047,883 147,236 (114,772) 2,080,347 3,019,217
1,124,484 1,124,484 931,640

87,356 87,356 73,796
135,280 135,280 102,250
200,920 200,920 165,666

14,306 14,306 11,926

32,603 32,603 41,502

65,694 65,694 96,270

18,959 18,959 28,909
240,249 101,684 341,933 225,686

7,241 7,241 7,818

9,052 4,595 13,647 10,484

2,001 2,001 1,178

29,569 29,569 32,388

2,278 2,278 755

8,823 8,823 7,702

114,772 (114,772)
36,169 36,169 92,162
13.759 133.847 147.606 160.015
2,143,515 240,126 (114.772) _ 2.268.869 1,.990.147
(95,632) (92,890) (188,522) 1,029,070
2,698.973 4.127.456 6.826.429 5.797.359
$ 2,603,341 § 4,034,566 $ $ 6,637,907 $ 6,826,429

See the independent auditors' report accompanying this schedule.
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