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Independent Auditor’s Report

Board of Directors
Koinonia Homes, Inc.
Cleveland, Ohio

We have audited the accompanying consolidated financial statements of Koinonia Homes, Inc. (the
“Organization”), which comprise the consolidated statements of financial position as of December 31, 2018 and
2017, and the related consolidated statements of activities and changes in net assets, functional expenses and
cash flows for the years then ended, and the related notes to the consolidated financial statements.
Management's Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits 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
consolidated financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Koinonia Homes, Inc. as of December 31, 2018 and 2017, and changes in its net
assets and its cash flows for the years then ended in accordance with accounting principles generally accepted in
the United States of America.

Cleveland, Ohio
April 8, 2019
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KOINONIA HOMES, INC.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2018 AND 2017

ASSETS
2018
Current assets:
Cash and cash equivalents
Accounts receivable:
Program, net of allowance of $113,000 in 2018
and $80,000 in 2017
Client held funds
Prepaid expenses

$

2,548,852

2017

$

2,577,134

1,993,898
502,064
360,684

1,934,598
417,157
147,683

5,405,498

5,076,572

Investments

1,548,304

2,046,206

Property and equipment:
Land, building and leasehold improvements
Office furniture and equipment
Vehicles

5,899,080
1,837,943
1,650,331

5,511,955
1,486,073
1,576,353

9,387,354
4,151,381

8,574,381
3,819,044

5,235,973

4,755,337

17,397
21,751
2,025,000
59,597

19,092
1,950,000
55,558

2,123,745

2,024,650

Total current assets

Less accumulated depreciation and amortization

Other assets:
Deposits
Interest rate swap
Operating rights to licensed beds
Assets limited to use, deferred compensation

Total assets

$

14,313,520

$

13,902,765

LIABILITIES AND NET ASSETS
2018
Current liabilities:
Accounts payable, trade
Current portion of long-term debt
Accrued expenses
Client held funds

$

Total current liabilities

Long-term liabilities:
Long-term debt, net of current portion and debt issuance costs
Interest rate swap
Deferred compensation obligation

Total liabilities

Net assets:
Without donor restrictions
With donor restrictions
Total net assets
Total liabilities and net assets

$

See notes to consolidated financial statements.
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537,655
188,534
2,070,941
502,064

2017

$

573,044
180,127
2,228,823
417,157

3,299,194

3,399,151

3,602,470
59,597

3,774,566
29,670
55,558

3,662,067

3,859,794

6,961,261

7,258,945

7,246,651
105,608

6,553,755
90,065

7,352,259

6,643,820

14,313,520

$

13,902,765

KOINONIA HOMES, INC.
CONSOLIDATED STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS
YEARS ENDED DECEMBER 31, 2018 AND 2017

2018
Changes in net assets without donor restrictions:
Revenue and support:
Program service fees
Donations
Other

$

Total revenue and support

29,091,536
96,320
38,216

2017

$

28,257,510
85,217
75,686

29,226,072

28,418,413

25,015,341
3,945,450
131,309

24,136,799
3,588,072
121,759

29,092,100

27,846,630

Revenue and support in excess of expenses

133,972

571,783

Other revenue/gain (loss):
Realized gain (loss) on investments
Unrealized gain (loss) on investments
Interest and dividends
Change in fair value of interest rate swap
Workers' compensation refund
Net assets released from restrictions

(31,449)
(189,078)
131,676
51,421
452,896
143,458

6,592
130,361
90,392
36,642
324,903
116,682

Total other revenue/gain, net

558,924

705,572

Increase in net assets without donor restrictions

692,896

1,277,355

Expenses:
Program services
Administrative services
Development
Total expenses

Changes in net assets with donor restrictions:
Grants
Net assets released from restrictions

159,001
(143,458)

206,747
(116,682)

Increase in net assets with donor restrictions

15,543

90,065

708,439

1,367,420

6,643,820

5,276,400

Increase in net assets
Net assets, beginning of year
Net assets, end of year

$

See notes to consolidated financial statements.
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7,352,259

$

6,643,820

KOINONIA HOMES, INC.
CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES
YEAR ENDED DECEMBER 31, 2018

Supporting Services
Administrative
Development

Program
Services
Salaries and wages
Payroll taxes
Fringe benefits

$

Total employee service costs
Professional and consulting fees
Contract services
Rent
Utilities
Supplies and equipment
Food and dietary
Transportation
Maintenance and repair
Data services
Depreciation and amortization
Insurance
Advertising and recruiting
Active treatment
Fees, dues and subscriptions
Staff training and development
Franchise permit fees
Interest
Bad debts
Other
Total

$

17,328,203
1,697,344
1,357,925

$

2,025,653
146,762
143,280

$

25,863
1,910
244

Total
$

19,379,719
1,846,016
1,501,449

20,383,472

2,315,695

28,017

22,727,184

154,252
325,015
315,507
562,144
299,118
481,926
260,685
627,692
64,290
315,848
146,657
112,606
34,748
50,023
209,770
428,245
188,804
50,286
4,253

557,041
6,371
348,088
56,071
70,887
167
22,835
6,881

69,002

780,295
331,386
663,595
618,251
400,879
482,093
283,668
634,573
67,068
395,101
196,646
185,535
34,748
390,772
218,153
428,245
188,804
50,286
14,818

25,015,341

See notes to consolidated financial statements.
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36
30,874
148
2,778
127

79,126
49,989
72,929
340,698
8,107

51
276

10,565
$

3,945,450

$

131,309

$ 29,092,100

KOINONIA HOMES, INC.
CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES
YEAR ENDED DECEMBER 31, 2017

Supporting Services
Administrative
Development

Program
Services
Salaries and wages
Payroll taxes
Fringe benefits

$

Total employee service costs
Professional and consulting fees
Contract services
Rent
Utilities
Supplies and equipment
Food and dietary
Transportation
Maintenance and repair
Data services
Depreciation and amortization
Insurance
Advertising and recruiting
Active treatment
Fees, dues and subscriptions
Staff training and development
Franchise permit fees
Interest
Bad debts
Other
Total

$

16,765,669
1,720,848
1,419,904

$

1,938,013
145,085
156,255

$

34,684
2,599
406

Total
$

18,738,366
1,868,532
1,576,565

19,906,421

2,239,353

37,689

22,183,463

7,031
306,620
308,141
513,327
266,434
462,531
237,478
585,803
43,380
303,706
131,035
73,589
33,991
32,412
270,847
427,525
187,762
30,930
7,836

335,561
12,229
340,965
54,763
68,015

53,431

20,396
476

241

396,023
318,849
649,106
568,164
359,140
462,531
258,115
586,279
47,986
397,288
187,957
112,312
33,991
328,195
297,636
427,525
187,762
30,930
13,378

24,136,799

See notes to consolidated financial statements.
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74
24,691

4,606
165

93,417
56,922
38,723
295,460
26,250

323
539

5,542
$

3,588,072

$

121,759

$

27,846,630

KOINONIA HOMES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2018 AND 2017

2018
Cash flows from operating activities:
Increase in net assets
Adjustments to reconcile increase in net assets to
net cash provided by operating activities:
Depreciation and amortization
Amortization of debt issuance costs
Bad debts
Realized (gain) loss on investments
Unrealized (gain) loss on investments
Loss on disposal of assets
Change in fair value of interest rate swap
Decrease (increase) in assets:
Accounts receivable, program
Prepaid expenses
Deposits
Increase (decrease) in liabilities:
Accounts payable, trade
Accrued expenses

$

Net cash provided by operating activities

708,439

2017
$

395,101
16,437
50,286
31,449
189,078
3,831
(51,421)

397,288
16,437
30,930
(6,592)
(130,361)
4,742
(36,642)

(109,586)
(213,001)
1,695

(20,728)
2,388
(2,860)

(35,389)
(157,882)

275,803
228,904

829,037

Cash flows from investing activities:
Capital expenditures
Acquisition of business
Proceeds from disposal of assets
Purchase of investments
Proceeds from sale of investments
Net cash used in investing activities

Cash flows from financing activities:
Principal payments on long-term debt
Net cash used in financing activities
Net increase (decrease) in cash and cash equivalents

2,126,729

(569,068)
(390,000)
4,500
(131,676)
409,051

(340,548)

(677,193)

(911,993)

(180,126)

(172,095)

(180,126)

(172,095)

3,700
(629,776)
54,631

(28,282)

Cash and cash equivalents, beginning of year

1,042,641

2,577,134

Cash and cash equivalents, end of year

$

See notes to consolidated financial statements.
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1,367,420

2,548,852

1,534,493
$

2,577,134

KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2018 AND 2017

1.

Description of organization:
Koinonia Homes, Inc. (“KHI”) (the “Organization”) was organized in 1974 as a nonstock, nonprofit
corporation under the laws of the State of Ohio. The primary purpose of KHI including its subsidiaries is to
provide educational, recreational, and habilitative services to individuals with intellectual and/or
developmental disabilities. This is accomplished through the operation of group homes, supported living
arrangements, shared living options, and day and employment services programs.
The Ohio Department of Developmental Disabilities (DODD) regulates Intermediate Care Facilities for the
Developmentally Disabled (ICF/DD) through state licensure. DODD has approved the Organization’s
licenses to continue to operate the ICF/DD facilities through various dates in 2019 through 2021. The
Organization expects the licenses to be renewed by DODD in future years.
The Koinonia Foundation (the “Foundation”) was organized in 1998, as a nonstock, nonprofit corporation
under the laws of the State of Ohio. The purpose of the Foundation was to provide exclusive financial support
for the activities of KHI. In June 2012, the Foundation’s assets were transferred to KHI and, therefore, the
Foundation had no activity since June 2012.
Spectrum Holdings Group, Inc. (“Spectrum”) was organized in October 2013 as a for profit corporation under
the laws of the State of Ohio. The purpose of Spectrum was to manage for-profit business ventures and to
provide support for the activities of KHI. Spectrum had no activity since 2015.

2.

Summary of significant accounting policies:

Principles of consolidation:
The consolidated financial statements include the accounts of Koinonia Homes, Inc. and those of its six
wholly-owned subsidiaries: Koinonia Partners Unlimited, LLC; Koinonia Partners Holdings, LLC; Koinonia
Enterprises, LLC; Koinonia Community Services, LLC; Koinonia Properties, LLC; and Spectrum Holdings
Group, Inc. (suspended operations in December 2015). Collectively the entities will be referred to as the
“Organization”. All significant intercompany accounts and transactions between Koinonia Homes, Inc. and
its subsidiaries have been eliminated in consolidation.

Use of estimates:
The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America (U.S. GAAP) requires management to make estimates and assumptions that
affect amounts reported in the financial statements and accompanying notes. Actual results may differ
from those estimates and assumptions.

Cash and cash equivalents:
Cash and cash equivalents include highly liquid investments with maturities of three months or less.
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KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 2018 AND 2017

2.

Summary of significant accounting policies (continued):

Cash and cash equivalents (continued):
At December 31, 2018 and periodically throughout the year, the Organization maintained balances in
various accounts in excess of federally insured limits. The Organization does not expect to incur any losses
resulting from cash held in financial institutions.

Investments:
Mutual funds and the annuity contract with readily determinable fair values are measured at fair value in
the consolidated statements of financial position.

Revenue/accounts receivable:
Revenue is recorded at established billing rates as services are rendered.
Estimated amounts management believes will result from audits and settlements by the appropriate
governmental authority in the determination of final reimbursement rates are included in these
statements. Revisions in estimates are reflected in the period in which the facts which require the
revisions become known.
Accounts receivable are due primarily from the State of Ohio Medicaid program and the Cuyahoga County
Board of Developmental Disabilities. Accounts receivable are recorded at the amount expected to be
collected. In evaluating the collectability of accounts receivable, the Organization makes an assessment of
all amounts that remain unpaid following normal payment periods. In the opinion of management,
adequate provisions have been made for any amounts deemed uncollectible for potential bad debts,
billing adjustments and any adjustments that may result from audits and settlements by governmental
agencies.
Overpayments from third-party payors on residents’ accounts receivable balances have been included as
a reduction of accounts receivable due to the Ohio Department of Medicaid’s legal right of set-off and its
practice of resolving overpayments by reducing monthly payments on receivables by amounts overpaid.
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KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 2018 AND 2017

2.

Summary of significant accounting policies (continued):

Recently adopted new accounting pronouncement:
In 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No.
2016-14, Not-for-Profit Entities, (Topic 958) Presentation of Financial Statements of Not-for-Profit Entities.
FASB issued the ASU to improve the current net asset classification requirements and the information
presented in the financial statements and notes about a not-for-profit’s liquidity, financial performance, and
cash flows. The Organization adopted the provisions of this ASU effective for the year ended December 31,
2018. These changes have been applied on a retrospective basis except for the disclosures related to liquidity
and available resources. With the provisions of the ASU being applied on a retrospective basis, net assets have
been presented “with donor restrictions” and “without donor restrictions” in the consolidated statements of
financial position as of December 31, 2018 and 2017, and in the consolidated statements of activities and
changes in net assets for the years ended December 31, 2018 and 2017.

Recent accounting pronouncements:
In May 2014, FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). The
guidance in this ASU supersedes the revenue recognition requirements in Topic 605, Revenue
Recognition, and most industry-specific guidance throughout the industry topics of the FASB Accounting
Standards Codification (ASC). The core principle of this ASU is that an entity should recognize revenue to
depict the transfer of promised goods or services in an amount that reflects the consideration to which
the entity expects to be entitled in exchange for those goods or services. To achieve that core principle,
an entity should apply the following steps, (1) identify the contract(s), (2) identify the performance
obligations in the contract, (3) determine the transaction price, (4) allocate the transaction price to the
performance obligations in the contract, and (5) recognize revenue when (or as) the entity satisfies a
performance obligation. The ASU will be effective for nonpublic companies for years beginning after
December 15, 2018; therefore, the Organization will be required to adopt and implement this ASU for the
year ending December 31, 2019. Management is in the process of evaluating its contracts, and does not
believe the provisions of this ASU will have a significant impact on its consolidated financial statements.
In June 2018, FASB issued ASU No. 2018-08, Not-for-Profit Entities (Topic 958), Clarifying the Scope and
Accounting Guidance for Contributions Received and Contributions Made. The objective of this ASU will
assist entities in (1) evaluating whether transactions should be accounted for as contributions
(nonreciprocal transactions) within the scope of Topic 958 or as exchange (reciprocal) transactions subject
to other guidance, and (2) determining whether a contribution is conditional. This ASU is effective for
years beginning after December 15, 2018 for contributions received and December 15, 2019 for
contributions made. Therefore, the Organization will be required to adopt and implement this ASU for the
year ending December 31, 2019 for contributions received. Management does not believe the provisions
of this ASU will have a significant impact on its consolidated financial statements.
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KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 2018 AND 2017

2.

Summary of significant accounting policies (continued):

Recent accounting pronouncements (continued):
In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update
(“ASU”) No. 2016-02, Leases (Topic 842). This ASU requires lessees to recognize assets and liabilities on the
balance sheet for leases with lease terms greater than twelve months. The recognition, measurement and
presentation of expenses and cash flows arising from a lease by a lessee primarily will depend on its
classification as a finance or operating lease. This ASU amends current guidance that requires only capital
leases to be recognized on the lessee’s balance sheet. The ASU will also require additional disclosures on the
amount, timing and uncertainty of cash flows arising from leases. The guidance is effective for nonpublic
entities for fiscal years beginning after December 15, 2019, with early adoption permitted. The Organization is
currently evaluating the impact that the provisions of this ASU will have on its consolidated financial
statements and will adopt the provisions upon the effective date.
In November 2016, FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230). The amendments in
this ASU require that a statement of cash flows detail the change during the period in total cash, cash
equivalents, and amounts generally described as restricted cash or restricted cash equivalents. Therefore,
amounts generally described as restricted cash and restricted cash equivalents should be included with cash
and cash equivalents when reconciling beginning-of-period and end-of-period total amounts presented on the
statement of cash flows. This ASU will be effective for nonpublic companies for years beginning after
December 15, 2018; therefore the Organization will be required to adopt and implement this ASU for the year
ending December 31, 2019. Management does not believe the provisions of this ASU will have a significant
impact on its consolidated financial statements.

Client held funds:
Separate checking accounts are maintained and held in trusts for residents. These are included as current
assets on the consolidated statements of financial position. An equal offsetting liability is included in the
current liabilities section of the consolidated statements of financial position.

Property and equipment:
It is the Organization’s policy to capitalize property and equipment over $500. Lesser amounts are
expensed.
Property and equipment purchased is stated at cost. Donated property and equipment is recorded at the
estimated fair value of the assets at the date of donation. Provision is made for depreciation using the
straight-line method over the estimated useful lives of the assets as follows:
Years
Building
Building and leasehold improvements
Office furniture and equipment
Vehicles

40
10-20
5-10
4
10

KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 2018 AND 2017

2.

Summary of significant accounting policies (continued):
Property and equipment (continued):
Included in office furniture and equipment is $234,079 of computer software purchased, however the
software was not placed in service at December 31, 2018. Amortization of the software will commence
when placed in service during 2019.

Operating rights to licensed beds:
Intangible assets with indefinite useful lives are not to be amortized, but management is required to
determine if the intangible asset has been impaired. Management of the Organization has determined
that operating rights to licensed beds is an intangible asset with an indefinite useful life. The Organization
has the option to first assess qualitative factors to determine whether it is necessary to perform a
quantitative impairment test. An Organization electing to perform a qualitative assessment is not required
to calculate the fair value of an indefinite-lived intangible asset (and perform the quantitative impairment
test) unless the Organization determines, based on the qualitative assessment, that it is more likely than
not that the asset is impaired. Management of the Organization has determined that the carrying value of
the operating rights to licensed beds has not been impaired.

Debt issuance costs:
Unamortized debt issuance costs are included with debt in the consolidated statements of financial
position as of December 31, 2018 and 2017. Additionally, amortization of the debt issuance costs is
included with interest expense in the statements of activities and changes in net assets. Debt issuance
costs are being amortized over the term of the related debt.

Net assets:
Net assets with donor restrictions are those whose use has been limited by donors to a specific time
period, purpose or in perpetuity. Net assets with donor restrictions relate to various purpose restricted
grants/contributions at December 31, 2018 and 2017. Net assets were released from restrictions totaling
$143,458 in 2018 and $116,682 in 2017 due to the satisfaction of purpose restrictions.

Support:
Support is recorded in the year received and earned and is considered to be available for general use
unless specifically restricted by the donor. Donations received that are restricted for future period or are
restricted by the donor for specific purposes are reported as an increase in net assets without donor
restrictions if the restriction expires in the reporting period in which the support is recognized. 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 are reported in the consolidated statement of activities and changes in net assets as net assets
released from restrictions. Support, in a form other than cash, is recorded at the estimated market value
at the date of receipt.
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KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 2018 AND 2017

2.

Summary of significant accounting policies (continued):

Classification of functional expenses:
Certain categories of expenses require allocation to more than one program or supporting function on a
reasonable basis that is consistently applied. Expenses that are allocated include salaries and benefits,
which are allocated based on time and effort. The remaining expenses, which are not directly identifiable
by program or support service, are allocated based on best estimates of management.

Income taxes:
Koinonia Homes, Inc. and its wholly-owned subsidiaries (other than Spectrum Holdings Group, Inc.) and
The Koinonia Foundation are tax-exempt organizations as described in Section 501(c) (3) of the Internal
Revenue Code and are exempt from Federal income taxes on related income pursuant to Section 501(a) of
the Code. The Internal Revenue Service determined that the Foundation was not a private foundation within
the meaning of Section 509(a) of the Code, because it is an organization described in Section 509(a)(3).
Management believes it is no longer subject to Federal income tax examination for years prior to 2015.
Spectrum Holdings Group, Inc. (which suspended operations and became inactive in December 2015) is
organized as an Ohio C-Corporation and is, therefore, subject to tax on taxable income, if any.
Management believes it is no longer subject to Federal income tax examinations for years prior to 2015.
U.S. GAAP require management to evaluate tax positions taken by the Organization and recognize a tax
liability if the organization has taken an uncertain position that more likely than not would not be
sustained upon examination by taxing authorities. The Organization is subject to routine audits by taxing
jurisdictions; however, there are currently no audits for any tax periods in process.

Derivative instruments:
KHI utilizes an interest rate swap contract (which is considered a derivative instrument) to manage its
exposure to interest rate risk on its variable rate obligation. The fair value of the interest rate swap agreement
is recorded on the consolidated statements of financial position as an asset at December 31, 2018 and a
liability at December 31, 2017.

3.

Liquidity and availability:
The Organization’s financial assets available within for one year of the consolidated statement of financial
position as of December 31, 2018 for general expenditures are as follows:
Cash and cash equivalents, net of donor-restricted amounts
Accounts receivable, net
Investments, net of Board-designated amounts

$ 2,443,244
1,993,898
128,291
$ 4,565,433
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KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 2018 AND 2017

3.

Liquidity and availability (continued):
As part of the Organization’s liquidity management, it has a policy to structure its financial assets to be
available as its general expenditures, liabilities, and other obligations come due. In addition, the
Organization invests cash in excess of current needs in short-term investments. To help manage
unanticipated liquidity needs, the Organization has a line of credit in the amount of $1,000,000, which it
could draw upon. Although the Organization does not intend to spend from its noncurrent investments
within one year of the statement of financial position date, amounts from noncurrent investments could
be made available for general expenditures, if necessary, upon the Board’s approval.

4.

Ohio Medicaid and CCBDD payment systems:
The Organization receives a significant portion of its program service fee revenue from the Ohio Medicaid
programs. Government payment systems and related funding for ICF/DD’s (and home and community-based
programs) are subject to periodic review and modification by governmental payors. Changes in these
payment systems and the effects are uncertain, and therefore such changes could have a material impact on
the Organization’s future financial condition, results of operations and cash flows.
Services rendered to ICF/DD program beneficiaries are paid at prospectively determined per diem rates,
adjusted annually for changes in resident acuity. The reimbursement formula remains in statute and is
calculated using a methodology stipulated in law.
Medicaid waivers are programs offered through the Ohio Department of Job and Family Services (ODJFS) and
the Ohio Department of Developmental Disabilities (DODD). Waivers allow individuals to live in community
settings of their choice with support. The term “waiver” refers to an exception to Federal law that is granted
to a state by the Centers for Medicare & Medicaid Services. Funding for home and community-based waiver
services (HCBS) is primarily determined through the Individual Service Plan development process. Individuals
are classified into funding ranges or parameters established in applicable state law.
Certain of the Organization’s program service fee revenue is based on bi-annual contracts with the Cuyahoga
County Board of Developmental Disabilities (“CCBDD”). Neither renewal of these contracts nor the rate of
funding is guaranteed beyond the contract term. The Organization entered into bi-annual contracts with a
term of January 1, 2018 through December 31, 2019. The Organization expects these contracts to be renewed
in future years or anticipates purchasing these facilities in 2020. Additionally, the Organization is also eligible
to receive incentives for facilities from CCBDD if certain budgetary levels are obtained.
Medicaid and CCBDD revenue and net receivables due from the programs were as follows:
2018
Revenue as a
Percentage
Net Amount
of Total Program
Due from the
Revenue
Program
Medicaid:
ICF/DD

2017
Revenue as a
Percentage
Net Amount
of Total Program
Due from the
Revenue
Program

24%

$

608,519

23%

$

548,255

Home and communitybased services

48%

$

1,076,122

47%

$

802,505

CCBDD

23%

$
13

176,223

23%

$

147,029

KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 2018 AND 2017

4.

Ohio Medicaid and CCBDD payment systems (continued):
Collection of accounts receivable in the ordinary course of business is dependent on the Medicaid and CCBDD
programs’ ability to make timely payments to health care providers.

5.

Investments:
Investments at December 31, 2018 and 2017 consist of the following:
Fair Value
Investments, mutual funds:
Equities
Bonds
Cash

Assets limited to use:
Deferred compensation investment, annuity contract

6.

2018

2017

$ 1,051,770
398,243
98,291

$ 1,339,789
706,417

$ 1,548,304

$ 2,046,206

$

$

59,597

55,558

Fair value:
The framework for measuring fair value provides a fair value hierarchy that prioritizes the inputs to valuation
techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level
3). The three levels of the fair value hierarchy under FAS ASC 820 are described as follows:
Level 1 – Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in
active markets that the Organization has the ability to access. Inputs to the methodology include:
 Quoted prices for similar assets or liabilities in active markets;
 Quoted prices for identical or similar assets or liabilities in inactive markets;
 Inputs other than quoted prices that are observable for the asset or liability;
Level 2 – Inputs that are derived principally from or corroborated by observable market data by correlation or
other means.
If the asset or liability has a specified (contractual) term, the Level 2 input must be observable for substantially
the full term of the asset or liability.
Level 3 – Inputs to the valuation methodology are unobservable and significant to the fair value
measurement.
The asset 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 maximize the use of
relevant observable inputs and minimize the use of unobservable inputs.
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6.

Fair value (continued):
The following is a description of the Organization’s valuation methodologies for the assets and liability
measured at fair value. Fair value for Level 1 is based upon the net asset values at the end of the year for
mutual funds, equities and bonds. The fair value of the interest rate swap contract is derived from models
where both present and future cash flows on the swap are first projected, and then discounted back to the
present day. The fair value for the annuity contract is based on the net asset value of the mutual fund as
provided by the insurance company. The interest rate swap contract and annuity contract fair value
measurement are categorized as Level 2 of the fair value hierarchy.
The following table sets forth by level, within the fair value hierarchy, the Organization’s assets and liability at
fair value as of December 31, 2018:
Fair Value at
December 31,
Measurement
2018
Level 1
Level 2
Mutual funds, equities:
Diversified emerging markets
$
76,653
$
76,653
Foreign large blend
57,048
57,048
Foreign large growth
64,216
64,216
Large growth
113,418
113,418
Mid-cap blend
62,651
62,651
Small growth
28,424
28,424
World stock
54,187
54,187
Large blend
346,665
346,665
Moderate allocation
228,622
228,622
World allocation
19,886
19,886
Total mutual funds, equities
Mutual funds, bonds:
High yield bond
Multisector bonds
Short-term bonds
World bonds
Total mutual funds, bonds

1,051,770

1,051,770

95,511
154,035
63,065
85,632

95,511
154,035
63,065
85,632

398,243

398,243

Annuity contract

59,597

Interest rate swap asset

21,751
$

15

1,531,361

$

59,597
21,751

$

1,450,013

$

81,348

KOINONIA HOMES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEARS ENDED DECEMBER 31, 2018 AND 2017

6.

Fair value (continued):
The following table sets forth by level, within the fair value hierarchy, the Organization’s assets and liability at
fair value as of December 31, 2017:
Fair Value at
December 31,
Measurement
2017
Level 1
Level 2
Mutual funds, equities:
Diversified emerging markets
$
87,053
$
87,053
Foreign large blend
66,482
66,482
Foreign large growth
75,536
75,536
Large growth
114,071
114,071
Mid-cap blend
68,892
68,892
Small growth
28,615
28,615
World stock
60,018
60,018
Large blend
362,946
362,946
Moderate allocation
363,391
363,391
World allocation
72,386
72,386
Conservative allocation
40,399
40,399
Total mutual funds, equities
Mutual funds, bonds:
High yield bond
Nontraditional bond
Intermediate-term bonds
Multisector bonds
Short-term bonds
World bonds
Total mutual funds, bonds
Annuity contract

1,339,789

101,222
50,258
55,226
226,581
188,716
84,414

101,222
50,258
55,226
226,581
188,716
84,414

706,417

706,417

55,558

Interest rate swap liability

$

(29,670)
$

7.

1,339,789

2,072,094

55,558
(29,670)

$

2,046,206

$

25,888

Assets limited to use, deferred compensation:
The Organization has an investment account which is held in trust in order to meet future obligations of the
Organization’s 457(b) deferred compensation plan (see Note 15). Investments held in this account are
invested in an annuity. These funds are not FDIC insured and are subject to market risk.
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8.

Accrued expenses:
Included in accrued expenses at December 31, 2018 and 2017 are the following:
2018
Wages
Payroll taxes
Workers’ compensation
Compensated absences
Other

$

583,190
110,927
144,809
1,036,837
195,178

$ 2,070,941

9.

2017
$

522,410
298,895
188,809
1,032,863
185,846

$ 2,228,823

Board-designated funds:
The Board of Directors has designated net assets to support KHI, over which the Board retains control and
could, at its discretion, subsequently use for purposes consistent with their mission. Board-designated
funds totaled $1,450,013 at December 31, 2018 and $1,542,534 at December 31, 2017.

10.

Line of credit:
In July 2018, the Organization amended its existing agreement with a bank for a $1,000,000 revolving line
of credit through July 2019. Interest is payable monthly at LIBOR plus 1.75% (4.25% at December 31, 2018
and 3.28% at December 31, 2017). Principal will be due at maturity. Borrowings on the revolving line of
credit will be collateralized by 80% of accounts receivable. There was no outstanding balance on the line
of credit at December 31, 2018 and 2017. The Organization is required to meet certain financial covenants
such as a debt service coverage ratio and a liquidity ratio.

11.

Long-term debt:
A summary of long-term debt at December 31, 2018 and 2017 is as follows:

Term loan payable, net of unamortized loan issuance costs

2018

2017

$ 3,791,004

$ 3,954,693

The Organization has a term loan with a bank for an initial borrowing of $4,400,000. The term loan is due
in monthly installments over a five-year term (through July 2020) with a five-year option (based on the
Organization meeting the extension conditions as defined in the agreement) and principal payments
amortized over 18 years. Interest is payable monthly at the 30-day USD-LIBOR plus 1.75% (4.25% at
December 31, 2018 and 3.28% at December 31, 2017). The term loan is collateralized by substantially all
assets of the KHI. The Organization is required to meet certain financial covenants such as a debt service
coverage ratio and a liquidity ratio.
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11.

Long-term debt (continued):
Scheduled principal payments on long-term debt are as follows:
Years ending December 31,

Amount

2019
2020

$

Total long-term debt
Less unamortized debt issuance costs

3,817,030
26,026
$

12.

188,534
3,628,496

3,791,004

Debt derivate – interest rate swap agreement:
KHI has an interest rate swap contract with a bank to hedge its risk relative to the long-term debt. The fair
value of the interest rate swap is based on calculations prepared by the bank, which provide for a
reasonable approximation of the fair market value. The fair value represents amounts the counterparty
would pay or receive from KHI if the swap agreement was canceled at that date. The Organization has the
option to terminate the swap at no cost effective July 22, 2020 and each month thereafter.
Information related to the interest rate swap agreement at December 31, 2018 and 2017, is as follows:

Total notional amount

2018

2017

$ 2,862,772

$ 2,997,867

Fixed rates paid by borrower

4.57%

4.57%

Variable rates received by borrower

4.25% (A)

3.28% (A)

Total swap asset (liability)

$

21,751

$

(29,670)

(A) Based on the 30-day USD-LIBOR-BBA rate plus 1.75%.

13.

Contingencies:
Laws and regulations governing the Medicaid and CCBDD programs are complex and subject to
interpretation. Potential noncompliance with laws and regulations can be subject to future government
review and interpretation as well as regulatory action. The Organization believes that it is in compliance
with all applicable laws and regulations and is not aware of any material pending or threatened
investigations involving allegations of noncompliance.
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13.

Contingencies (continued):
Under the terms of the Organization’s program provider agreements, the use of the funds received may
be subject to periodic audits conducted by the funding governmental agencies and certain costs may be
questioned as not being appropriate expenditures under the terms of the agreement. Such audits could
lead to reimbursement to the governmental agencies. Management believes that adequate provisions
have been recorded to meet such contingencies and that no material adjustments to recorded amounts
will be necessary. It is also the opinion of management that such reimbursements, if any, would not have
a material effect on the Organization’s financial statements.
The Organization is involved in litigation arising in the ordinary course of business. In the opinion of
Organization’s management, any liability not covered by insurance resulting from such litigation would
not be material.

14.

Commitments:
The Organization leases office, resident service facilities and equipment under noncancelable agreements,
which expire at various dates through 2022.
Future minimum rental payments due under the terms of these leases are:
2019
2020
2021
2022

$

606,525
582,698
393,404
59,582

$ 1,642,209
Rental expense under these operating leases was $663,595 in 2018 and $649,106 in 2017.

15.

Employee benefit plans:
403(b) Plan
The Organization sponsors a tax deferred Annuity Retirement Plan, qualified under Section 403(b) of the
Internal Revenue Code for its full and part-time employees. The employee may contribute up to the
maximum elective deferral permitted under the tax law. The Organization can make discretionary
matching contributions to the Plan for full-time employees with more than one year of service.
457 Plan
The Organization has a 457 deferred compensation plan (the “plan”) which provides for 457(b)
contributions. The nonqualified 457(b) plan allows certain key employees to elect to defer compensation
along with nonelective employer deferrals (as defined in the agreement) up to the limit prescribed by the
Internal Revenue Service. Effective January 1, 2016, the plan was amended and restated to allow the plan
to include other key employees as determined by a committee appointed by the Board of Directors.
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15.

Employee benefit plans (continued):
Participants immediately vest in the deferred contributions (employee and employer) and earnings.
Participants can only receive distributions from the plan after the participant severs from employment,
the year in which such participant attains age 70 ½ or if the participant is faced with an unforeseeable
emergency as defined in the agreement, whichever is the earliest.
Total discretionary employer matching contributions to both plans charged to expense was $80,000 in
2018 and $63,600 in 2017.

16.

Workers’ compensation:
Beginning July 1, 2014, the Organization entered the group retrospective rating plan (“Group Plan”) with
regard to State Bureau of Workers’ Compensation program. The Organization has no obligation to pay
claims incurred but pays workers’ compensation premiums.
The Organization was in the individual retrospective rating plan (“Individual Plan”) with regard to the
State Bureau of Workers’ Compensation program from July 1, 2011 through June 30, 2014. The
Organization reimbursed the Individual Plan for costs at reduced rates plus actual claims. Funding was
adjusted each October based on actual claims for 10 years. Maximum liability exposure in this plan was
$300,000 for individual claims with the maximum exposure not to exceed two hundred percent of the
normal workers’ compensation premiums. The Organization has recorded an accrual in the consolidated
financial statements based on its previous claims experience with the workers' compensation program
and, therefore, it is possible that the ultimate liability may be materially different then the accrual. Prior
to July 1, 2011, the Organization was covered under the State of Ohio’s workers’ compensation fully
insured premium program.

17.

Consolidated statements of cash flows:
2018

2017

Cash paid during the year for:
Interest

18.

$

173,726

$

171,301

Risk and uncertainties:
The Organization invests in various investment securities. Investment securities are exposed to various
risks, including interest rate, market and credit risks. Due to the level of risk associated with certain
investment securities, it is at least reasonably possible that changes in the values of investment securities
will occur in the near term and those changes could have a material effect on the Organization’s
consolidated statement of financial position, statement of activities and changes in net assets and cash
flows.
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19.

Workers’ compensation refunds:
The Organization received $452,896 in 2018 and $324,903 in 2017 from various Ohio Bureau of Workers’
Compensation refund programs. These refunds are recorded as revenue in the year they are received.

20.

Conditional promises to give:
In July 2018, the Organization received a conditional promise to give to purchase two vehicles from the
Northeast Ohio Areawide Coordinating Agency’s (NOACA) 2018 Enhanced Mobility for Seniors and
Individuals with Disabilities (Section 5310) Program. The promise to give approved the Organization for
reimbursement of 80% of eligible costs related to the purchase of the vehicles up to $100,242. The
Organization expects to purchase these vehicles during 2019 after approval by NOACA. The conditional
promise to give will be recorded in 2019 when the vehicles are purchased and approved by NOACA.

21.

Acquisition of business:
On December 28, 2018, the Organization purchased certain operating assets of Stonewood Residential,
Inc. and 6320 Smith Road, LLC. The acquisition was made for the purpose of purchasing and operating the
business. The purchase price for the acquisition was $390,000 and was paid in cash.
Allocation of the purchase price was based on the estimated fair market value of assets acquired as
follows:
Land
Building
Office furniture and equipment
Operating rights to licensed beds

22.

$

26,500
238,500
50,000
75,000

$

390,000

Subsequent events:
In preparing these financial statements, Organization management has evaluated events and transactions
for potential recognition or disclosure through April 8, 2019, the date the Organization’s financial
statements were available to be issued.
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