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MICHAEL WARNER & ASSOCIATES, P.C.

A Professional Corporation P.O. Box 784, 412 Buchanan Drive, Suite C, Burnet, Texas 78611
Certified Public Accountants 512/756-4904; Fax: 512/756-4227

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Hill Country Community Ministries
Leander, Texas

We have audited the accompanying Statement of Financial Position of the Hill Country
Community Ministries, (a non-profit organization), as of December 31, 2004, and the related
Statements of Activities, Cash Flows, and Functional Expenses for the year then ended. These
financial statements are the responsibility of the Organization’s management. Our responsibility is
to express an opinion on these financial statements based on our audit. The prior year
summarized comparative information has been derived from the Organization’s 2003 financial
statements and, in our report dated May 26, 2004, we expressed an unqualified opinion on those
financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatements.
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 audit provides 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 Hill Country Community Ministries as of December 31, 2004, and the
results of activities and the cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

i Wi f s

Burnet, Texas
February 23, 2005



Hill Country Community Ministries

Statements of Financial Position As of December 31, 2004 and 2003
Assets
2004 2003

Current Assets

Cash and cash equivalents (Note 2) $ 236,319 $ 200,909

Investments (Note 3) 373 383

Inventory (Note 4) 33,158 70,346

Loan to Endowment Fund 1.300 1.300
Total Current Assets 271.150 272.938
Fixed Assets (Note 5)

Buildings and improvements 123,502 118,341

Automobiles 21,277 21,277

Equipment 39,019 35,254

Land 295.133 295.133
Total Fixed Assets 478,931 470,005

Accumulated depreciation (98.701) (87,681)
Net Fixed Assets 380.230 382.324
Total Assets $ 651,380 $ 655,262

Liabilities and Net Assets
Current Liabilities

Accounts payable § 3,368 $ 2916
Payroll and related liabilities 4,829 9,903
Sales tax payable - 888
Total Current Liabilities 8.197 13,707
Total Liabilities 8,197 13.707
Net Assets (Notes 6 and 7)
Unrestricted
Undesignated 565,719 601,642
Designated 47,613 5,000
Temporarily restricted 29,851 34,913
Permanently restricted - -
Total Net Assets 643,183 641,555
Total Liabilities and Net Assets $ 651,380 $ 655,262

The accompanying notes are an integral part of the financial statements.



Hill Country Community Ministries
Statement of Activities

For the Year Ended December 31, 2004
with Comparative Totals for 2003

Unrestricted  Unrestricted  Temporarily 2004 2003
Operating Thrift Shop Restricted Total Total
Revenues, Gains, and Other
Support:
Church contributions 84,005 $ - 3 - 3 84,005 $ 76,080
Corporate and other
contributions 261,277 - 50,858 312,135 250,796
Donated goods and services 498,022 50,896 - 548,918 681,519
Thrift shop sales - 45,563 - 45,563 146,631
Grants 78,043 - - 78,043 63,528
Gain on sale of property - - - - 45,023
Interest income 1,373 - - 1,373 1,188
Loss from sale of stock 97 - - 97 (126)
Net assets released from
restrictions 572,984 (517.064) (55,920) - -
Total Revenues, Gains, and
Other Support 1,495,607 (420.,605) (5.062) 1,069,940 1,264,639
Cost of Special Activities
and Programs:
Client aid 590,395 - - 590,395 583,815
Thrift shop - 149,118 - 149,118 339,111
Hope builder 38,641 - - 38,641 53,046
Special projects 127,932 - - 127,932 115,864
Housing 11,549 - - 11,549 10,946
Donations to other organizations 5,800 - - 5,800 7,650
Total Cost of Special
Activities and Programs 774,317 149,118 - 923435 1,110,432
Revenues Net of Cost of
Special Activities and
Programs 721,290  $ (569,723) $ (5.062) $ _146.505 § _ 154,207

The accompanying notes are an integral part of the financial statements.
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Hill Country Community Ministries

Statement of Activities (Continued) For the Year Ended December 31, 2004
with Comparative Totals for 2003

Unrestricted  Unrestricted Temporarily 2004 2003
Operating Thrift Shop Restricted Total Total
Supporting Services:
Salaries $ 64,3811 $ - 3 - $ 64,811 $ 40,569
Professional services 4,506 - - 4,506 3,100
Auto and travel 956 - - 956 1,380
Insurance 5,083 - - 5,083 5,752
Office expense and supplies 3,041 - - 3,041 2,605
Taxes and licenses 4,853 - - 4,853 3,411
Repairs and maintenance 2,258 - - 2,258 1,707
Utilities and telephone 1,859 - - 1,859 1,448
Advertising 336 - - 336 287
Depreciation 1,763 - - 1,763 2,181
Fund-raising expense 55,411 - - 55411 43,751
Total Supporting Services 144.877 - - 144,877 106,191
Changes in Net Assets 576,413 (569,723) (5,062) 1,628 48,016
Net Assets at Beginning
of Year 36.919 569,723 34913 641,555 593,539
Net Assets at End of Year $ 613332 § - $ 29.851 $§ 643,183 § 641,555

The accompanying notes are an integral part of the financial statements.



Hill Country Community Ministries
Statements of Cash Flows For the Years Ended December 31, 2004 and 2003

2004 2003

Cash Flows from Operating Activities:
Changes in net assets $ 1,628 $ 48,016

Adjustments to Reconcile Changes in Net Assets
to Net Cash Provided by (Used in) Operating

Activities:
Depreciation 11,020 13,631
(Increase) decrease in inventory 37,188 (13,843)
Increase (decrease) in accounts payable 452 (1,338)
Increase (decrease) in payroll liability (5,074) 3,328
Increase (decrease) in sales tax payable (888) (37)
Net Cash Provided by (Used in) Operating Activities: 44.326 49.757

Cash Flows from Investing Activities:

Investment in fixed assets (8,926) (222,033)

Sale of fixed assets - 343,035

Increase in investments 10 (383)
Net Cash Provided by (Used in) Investing Activities (8.916) 120.619

Cash Flows from Financing Activities:

Increase (decrease) in notes payable - (110,065)
Net Cash Provided by (Used in) Financing Activities - (110.065)
Net Increase (Decrease) in Cash and Cash Equivalents 35,410 60,311
Cash and Cash Equivalents at Beginning of Year 200,909 140,598
Cash and Cash Equivalents at End of Year $ 236,319 $ 200,909
Supplemental Cash Flow Disclosures:

Cash paid during the year for:
Interest $ - § _4475
Income taxes $ _ - $ -

The accompanying notes are an integral part of the financial statements.
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Hill Country Community Ministries

Statement of Functional Expenses

Program Services

Client aid

Thrift shop

Hope builder

Special projects

Housing

Donations to other organizations
Salaries

Consultants

Professional services

Auto and travel

Insurance

Office expense and supplies
Taxes and licenses

Repairs and maintenance
Utilities and telephone
Advertising

Rent

Depreciation

Fund-raising expense

Total Expenses, Year Ended
December 31, 2004 with
Comparative Totals for 2003

Client Aid
and Support

$ 518,886
85,862
21,172

115,933
9,381
5,800

78,419
8,013

11,435
14,491
4,500
8,944
15,557
6,785
9,000
9,257

Administration

$

Supporting Services

For the Year Ended December 31, 2004

with Comparative Totals for 2003

Total
Fund-Raising 2004 2003

b $ 518,886 § 532421
85,862 188,646
21,172 36,230
115,933 109,044
9,381 8,452
- 5,800 7,650
26,488 169,718 183,218

12,077 20,090 -
- 4,506 3,100
179 1,135 3,312
377 16,895 20,611
55 17,587 20,614
2,260 11,613 15,775
11,202 9,839
- 17,416 24,677
1,007 8,128 15,983
9,000 10,500
- 11,020 13,631
12,968 12,968 12,920
$ 55411 $ 1,068312 § 1,216,623

The accompanying notes are an integral part of the financial statements.



Hill Country Community Ministries
Notes to the Financial Statements December 31, 2004

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization

The Hill Country Community Ministries (the Organization) is a not-for-profit corporation exempt
from income tax under Section 501(c)(3) of the U.S. Internal Revenue Code. The Organization’s
purpose is to respond to the immediate needs of people in the central Texas community or
traveling through it; directing clients to existing resources to help them meet long-term goals;
monitoring other services so efforts will not be duplicated; and coordinating churches to more
effectively serve those in need.

Financial Statement Presentation

The financial statements of the Organization have been prepared on the accrual basis in
conformity with generally accepted accounting principles. The Organization follows the
provisions of Statement of Financial Accounting Standards (SFAS) No. 117, “Financial
Statements of Not-for-Profit Organizations.” SFAS No. 117 requires the reporting of total

assets, liabilities, and net assets in a statement of financial position; reporting the change in net
assets in a statement of activities; and reporting the sources and uses of cash and cash equivalents
in a statement of cash flows. SFAS No. 117 also requires that net assets and revenues, gains,
expenses and losses be classified as unrestricted, temporarily restricted, or permanently restricted,
based on the existence of or absence of donor-imposed restrictions. A description of the three net
asset categories follows:

Unrestricted - Net assets that are not subject to donor-imposed restrictions. Unrestricted net
assets may be designated for specific purposes by action of the Board.

Temporarily Restricted - Net assets whose use by the Organization is subject to donor-imposed
restrictions that can be fulfilled by actions of the Organization pursuant to those restrictions.

Permanently Restricted - Net assets subject to donor-imposed restrictions that they be maintained
permanently by the Organization. There are no permanently restricted net assets.

Under SFAS No. 117, expenses are generally reported as decreases in unrestricted net assets.
Expirations of donor-imposed restrictions that simultaneously increase one class of net assets and
decrease another are reported as a reclassification between the applicable classes of net assets.



Hill Country Community Ministries
Notes to the Financial Statements December 31, 2004

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Tax Status

Under provisions of the Internal Revenue Code, Section 501(c)(3), the Organization is exempt
from taxes on income other than unrelated business income. The Organization has no unrelated
business income for the years ended December 31, 2004 and 2003.

Contributions

The Organization follows Statement of Financial Accounting Standards (SFAS) No. 116,
“Accounting for Contributions Received and Contributions Made,” whereby contributions
received are recorded as unrestricted, temporarily restricted, or permanently restricted support,
depending on the existence of and/or nature of any donor restrictions. Temporarily restricted net
assets are reclassified to unrestricted net assets upon satisfaction of the time or purpose
restrictions.

Contributed Services

The Organization receives many services from volunteers which are not recorded in these financial
statements. If the Organization receives volunteer services which create or enhance a nonfinancial
asset, those services are recorded in the financial statements.

Donated Materials

Donated materials received by the Organization from the public are recognized at fair value as
contributions at the time of receipt. Accordingly, such materials are reflected in the
accompanying statement of financial position if they are still on hand and in the statement of
activities if they have been sold or distributed. Costs related to bringing donated materials to a
salable condition are included in the expenses as incurred, and the proceeds from the sale of such
materials are recognized as revenue when received or receivable.

Method of Accounting

The Organization maintains its accounting records on the modified accrual basis of accounting.
Under this method of accounting, revenues are recorded as accruals when they become both
measurable and available to finance expenditures of the fiscal period. Contributions are
recognized as revenues when received. Expenses are recorded when they are incurred.



Hill Country Community Ministries
Notes to the Financial Statements December 31, 2004

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Functional Allocation of Expenses

The costs of providing various programs and other activities have been summarized on a
functional basis in the Statement of Activities and in the Statement of Functional Expenses.
Accordingly, certain costs have been allocated among the programs and supporting services
benefitted.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.

Prior-Year Summarized Information

The financial statements include certain prior-year summarized information in total. With respect
to the statements of activities and functional expenses, such prior-year information is not
presented by net asset class. Such information does not include sufficient detail to constitute a
presentation in conformity with generally accepted accounting principles. Accordingly, such
information should be read in conjunction with the Organization’s financial statements for the year
ended December 31, 2003, from which the summarized information was derived.

Cash and Cash Equivalents

The Organization considers all highly liquid investments with an original maturity of three months
or less when purchased to be cash equivalents. Cash and cash equivalents for purposes of the
statement of cash flows exclude permanently restricted cash and cash equivalents. The carrying
amount for cash and cash equivalents approximates fair value.

Investments

The Organization follows Statement of Financial Accounting Standards (SFAS) No. 124,
“Accounting for Certain Investments Held by Not-for-Profit Organizations.” The provisions of
the standard require that investments in equity securities with readily determinable fair values and
all investments in debt securities be measured at fair value in the statement of financial position.
The unrealized gain or loss on investments is reflected in the statement of activities.



Hill Country Community Ministries
Notes to the Financial Statements December 31, 2004

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Inventories

Inventories consist of donated items in the food pantry on hand at year-end. Inventories are
valued at their fair market value at the date of gift. Because of the inability to determine the fair
market value of the donated inventory, the Organization has valued its food inventory at one
month’s food orders, which is a method that has been applied consistently with prior years.

Property and Equipment

The Organization follows the practice of capitalizing, at cost, all expenditures for property and
equipment in excess of $1,000 and all expenditures for repairs, maintenance, renewals, and
betterments that materially prolong the useful lives of assets. Property and equipment are stated
at cost or at fair market value at the date of gift. Depreciation is computed on the straight-line
basis over the estimated useful lives of the assets. These useful lives are as follows:

Buildings and improvements 25 Years
Furniture and equipment 5-7 Years
Automotive equipment 5 Years

NOTE 2 - CASH AND CASH EQUIVALENTS
Cash and cash equivalents consist of various bank accounts and money market accounts that are

available for use in current operations. Cash and cash equivalents totaled $236,319 and $200,909
at December 31, 2004 and 2003, respectively.

NOTE 3 - INVESTMENTS
Investments are stated at fair value and consist primarily of equity securities. The estimated fair

value amount has been determined using market valuation provided by the Organization’s
brokers. Summary information about the investments at December 31, 2004, is as follows:
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Hill Country Community Ministries
Notes to the Financial Statements

December 31, 2004

NOTE 3 - INVESTMENTS (Continued)

Unrealized
Cost  Fair Value Appreciation
Total Investments $373 $373 $ -

For investments that are purchased, the purchase price is recorded as the Organization’s cost. For
investments that are donated, the fair market value at the date of donation is recorded as the
Organization’s cost.

NOTE 4 - INVENTORY

Inventory as of December 31, 2004 and 2003 consists of the following:

December 31, December 31,

2004 2003
Food pantry merchandise $ 33,158 $ 33,225
Thrift shop merchandise - 37.121
Total Inventory $ 33,158 $ 70,346
NOTE 5 - PROPERTY AND EQUIPMENT
As of December 31, 2004, fixed assets consist of:
Balance Balance
December 31, December 31,
2003 Additions Deletions 2004
Building and improvements $ 118,341 $ 5,161 § - $ 123,502
Automobiles 21,277 - - 21,277
Equipment 35,254 3,765 - 39,019
Land 295,133 - - 295,133
Total Fixed Assets 470,005 8,926 - 478,931
Less accumulated depreciation (87.681) (11.020) - (98.701)
Net Fixed Assets $ 382.324 $ (2.094) $ _- $ 380,230



Hill Country Community Ministries
Notes to the Financial Statements December 31, 2004

NOTE 5 - PROPERTY AND EQUIPMENT (Continued)

In October 2003, the Organization purchased land for $217,906. This land was purchased as a
future site for operations or as another thrift shop. However, as of December 31, 2004, the land
has not been developed for these uses.

NOTE 6 - DESIGNATED AND TEMPORARILY RESTRICTED NET ASSETS

The Organization designates certain assets for uses specified by the Board of Directors. These
assets are classified as designated net assets.

The Organization maintains certain trust and agency funds within the Restricted Net Asset
Accounts. These funds are for the benefit of specific activities and projects. The Organization
has a fiduciary responsibility in the activity of such funds. These funds are classified as
Temporarily Restricted Funds for reporting purposes.

Designated and temporarily restricted net assets are available for the following purposes:

2004 2003
Designated net assets:
Designated for future projects $ 47,613 $ 5.000
Temporarily restricted for:
Financial aid $ 10,181 $ 4,000
Thanksgiving project 3,665 -
Blankets 924 -
Client escrow (18) 400
Diapers - 242
Easter 560 710
Food/milk 217 339
Special projects 15,642 29,222
School supplies 195 -
Executive director (1,517) -
Canned fruit 2 -
Total $ 29,851 § 34913

NOTE 7 - PERMANENTLY RESTRICTED NET ASSETS

There are no permanently restricted net assets as of December 31, 2004 and 2003.
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