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MaherDuessel

Independent Auditor’s Report

Board of Directors
Early Connections, Inc.

Report on the Audit of the Financial Statements

Opinion

We have audited the accompanying financial statements of the Early Connections, Inc.
(Organization), which comprise the statement of financial position as of June 30, 2023, and the
related statements of activities, functional expenses, and cash flows for the year then ended, and
the related notes to the financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Organization as of June 30, 2023, 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 our audit in accordance with auditing standards generally accepted in the United
States of America and standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. 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 the Organization and to
meet our other ethical responsibilities in accordance with the relevant ethical requirements relating
to our audit. 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
Organization's ability to continue as a going concern within one year after the date that the
financial statements are available to be issued.

Pursuing the profession while promoting the public good© Pittsburgh | Harrisburg | Butler
www.md-cpas.com State College | Erie | Lancaster
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Auditor’s 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 and Government 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.

In performing an audit in accordance with generally accepted auditing standards and Government
Auditing Standards, we:

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

e |dentify 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 the Organization's 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 the Organization's 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 that we identified during the audit.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 27, 2023 on our consideration of the Organization’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements and other matters. The purpose of that report is solely to describe the scope
of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the effectiveness of the Organization’s internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Organization’s internal control
over financial reporting and compliance.

Watiern Dauessel

Pittsburgh, Pennsylvania
September 27, 2023


jwalshak
Maher Duessel


EARLY CONNECTIONS, INC.

STATEMENT OF FINANCIAL POSITION

JUNE 30, 2023

Assets

Cash and cash equivalents S 693,418
Restricted cash - Erie's Future Fund 466,353
Accounts receivable 423,339
Prepaid expenses 29,386
Property and equipment, net 1,017,547
Beneficial interest in Erie Community Foundation investments 78,538
Right-of-use asset - operating leases 11,822
Other assets 62,313

Total Assets S 2,782,716

Liabilities and Net Assets

Liabilities:

Accounts payable S 116,824
Accrued wages, taxes, and benefits 181,569
Credit card liabilities 11,781
Lease liabilty - operating 11,822
Long-term debt 410,366
Total Liabilities 732,362

Net Assets:
Without donor restrictions 1,528,364
With donor restriction 521,990
Total Net Assets 2,050,354
Total Liabilities and Net Assets S 2,782,716

See accompanying notes to financial statements.



EARLY CONNECTIONS, INC.

STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2023

Contributions, Revenues, Other Gains (Losses):

Contributions

Erie's Future Fund contributions

Governmental contributions

Office of Children and Youth governmental contributions
Program service fees

Government food programs

Apprenticeship program

Investment income (loss)

Miscellaneous revenue

Net assets released from restrictions

Total contributions, revenue, and other gains (losses)

Expenses:

Program services
Fundraising
Management and general

Total expenses
Change in Net Assets

Net Assets:

Beginning of year

End of year

Without With

Donor Restrictions Donor Restrictions Total
S 55,638 S 71,025 S 126,663
500 277,257 277,757
1,845,113 - 1,845,113
145,677 - 145,677
510,124 - 510,124
118,033 - 118,033
223,517 - 223,517
(1,215) 437 (678)
2,758 - 2,758
344,881 (344,881) -
3,245,126 3,838 3,248,964
2,845,332 - 2,845,332
49 - 49
435,578 - 435,578
3,280,959 - 3,280,959
(35,833) 3,838 (31,995)
1,564,197 518,152 2,082,349
S 1,528,364 S 521,990 S 2,050,354

See accompanying notes to financial statements.



Salaries and wages

Employee benefits and other costs
Payroll taxes

Food

Professional and contracted services
Program expenses

Telephone and internet
Scholarships

Office

Lease and occupancy

Utilities

Insurance

Travel and vehicle

Conferences, meetings, and training
Dues and subscriptions

Public relations, advertising, and research
Interest and finance charges

Bad debt

Depreciation

Total expenses

EARLY CONNECTIONS, INC.

STATEMENT OF FUNCTIONAL EXPENSES

YEAR ENDED JUNE 30, 2023

Programs
Erie's Office of Management
Child Care Future Children Other Total and
Centers Apprenticeship Fund and Youth Programs Programs Fundraising General Total
S 1,208,541 $ 70,953 §$ 30,545 S 103,218 §$ - S 1,413,257 - S 262,648 S 1,675,905
185,676 9,168 7,676 13,530 - 216,050 - 46,247 262,297
93,682 4,670 2,455 8,334 - 109,141 - 23,785 132,926
165,487 - - 19 96 165,602 - - 165,602
123,585 155 125 275 - 124,140 - 33,850 157,990
156,262 69,832 1,098 475 226 227,893 - (84) 227,809
13,512 735 - 592 - 14,839 - 5,203 20,042
(12,700) - 213,208 - - 200,508 - 10,000 210,508
12,781 537 31 171 636 14,156 49 12,331 26,536
157,139 1,391 138 491 - 159,159 - 25,861 185,020
37,211 167 - - - 37,378 - 3,762 41,140
13,438 360 166 687 - 14,651 - 3,747 18,398
15,762 472 - 1,072 - 17,306 - 1,192 18,498
12,704 - - 110 - 12,814 - 804 13,618
5,122 159 300 - - 5,581 - 4,074 9,655
6,019 1,535 - - - 7,554 - - 7,554
18,463 - - - - 18,463 - 1,275 19,738
1,901 - - - - 1,901 - - 1,901
84,833 - - - 106 84,939 - 883 85,822
S 2,299,418 S 160,134 §$ 255,742 S 128,974 §$ 1,064 S 2,845,332 49 $ 435578 S 3,280,959

See accompanying notes to financial statements.



EARLY CONNECTIONS, INC.

STATEMENT OF CASH FLOWS
YEAR ENDED JUNE 30, 2023

Cash Flows From Operating Activities:

Change in net assets S (31,995)
Adjustments to reconcile change in net assets to
net cash provided by (used in) operating activities:

Depreciation 85,822
Right-of-use asset - operating leases 17,540
(Gains)/loss on investments (3,158)
Change in:
Accounts receivable (129,285)
Prepaid expenses (20,983)
Other assets (3,125)
Accounts payable (14,141)
Accrued wages, taxes, and benefits 30,389
Refundable advance (138,247)
Credit card liabilities 16
Lease liabilty - operating (17,540)
Net cash provided by (used in) operating activities (224,707)
Cash Flows From Investing Activities:
Purchase of property and equipment (89,898)
Purchases of investments/reinvested dividends and interest 2
Net cash provided by (used in) investing activities (89,896)

Cash Flows From Financing Activities:

Payments on long-term debt (29,209)

Net Increase (Decrease) in Cash and Cash Equivalents (343,812)

Cash and Cash Equivalents:

Beginning of year 1,503,583
End of year S 1,159,771
Consists of:
Cash and cash equivalents S 693,418
Restricted cash - Erie's Future Fund 466,353

S 1,159,771

Supplemental Data:

Cash paid during the year for interest S 18,463

Inclusion of operating lease right of use asset and liability S 29,362

See accompanying notes to financial statements.



EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

Organization and Summary of Accounting Policies

Organization

In February 2004, Early Connections, Inc. (Organization), formerly known as the Young
Women's Christian Association of Erie, disaffiliated from the Young Women's Christian
Association of the USA. The Organization is an independent organization whose mission is
to provide a cohesive source of support and stability to children and their families. Program
services provided are identified in the statement of functional expenses. They include
providing early childhood education and childcare, as well as improving the system and
quality of early care and education. The Organization's revenues are primarily derived from
charges for childcare services and contributions from governments and community
agencies. The programs are offered in Erie County and elsewhere in northwestern
Pennsylvania.

Basis of Accounting

The Organization’s financial statements utilize the accrual basis of accounting, in
accordance with accounting principles generally accepted in the United States of America.
Expenses are recognized in the period incurred. Revenues are recognized in the period in
which they are earned.

To ensure observance of limitations and restrictions placed on the uses of the
Organization’s available resources, resources are classified for accounting and reporting
purposes into classes of net assets established according to their nature and purpose.

The assets, liabilities, and net assets of the Organization are reported in two self-balancing
net asset classes as follows:

Without Donor Restrictions - Used to accumulate all net assets that are not subject to
donor-imposed restrictions or stipulations as to purpose or use. The Organization held
board-designated net assets, which are included as part of without donor restrictions,
related to the Erie County Community Foundation, as further described in Note 3.

With Donor Restrictions - Net assets subject to donor-imposed stipulations or
restrictions that may be maintained by the Organization. When a donor-imposed
restriction expires, net assets with donor restrictions are reclassified to net assets
without restrictions and reported in the statement of activities as net assets released
from restrictions. The donors of these assets generally permit the Organization to use




EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

the income earned on any related investments for general or specific purposes. Net
assets with donor restrictions are available for the following purpose at June 30, 2023:

Restricted for specific purpose:

Erie's Future Fund - Scholarships S 466,353
Early Explorers Summer Program 32,727
Food Pantry 2,262
CPSF - Scholarships 11,098
Total restricted for specific purpose 512,440
Restricted in perpetuity 9,550
$ 521,990

Cash and Cash Equivalents

The Organization considers cash and cash equivalents to include all cash on hand and in
banks, which, at times, may exceed federally insured limits. The Organization considers all
highly liquid investments with a maturity of three months or less when purchased to be
cash equivalents. The Organization had deposits at three different institutions. Each
institution maintains FDIC insurance up to $250,000. Amounts in excess of FDIC uninsured
levels at June 30, 2023 totaled $866,876.

Contributions, Promises to Give, and Donor Restrictions

Contributions, which include unconditional promises to give funds to the Organization, are
recognized as with donor restrictions or without donor-restricted support as of the earlier
of the date on which unconditional promises or the cash or property contributed is
received, depending on the existence and/or nature of any donor restrictions. Conditional
promises to give — that is, those with a measurable performance or other barrier and a right
of return — are not recognized until the conditions on which they depend have been met.
All contributions without donor-imposed restrictions are considered to be available for use
as of the date of the financial statements. Donations of property and equipment are
recorded as support at estimated fair value. Amounts received that are designated for
future periods or are subject to donor-imposed restrictions by the donor for specific
purposes are reported as contributions with donor restrictions, these contributions increase
net asset classes that are subject to donor restrictions. Donor-restricted contributions
whose restrictions are met within the same year as received are reported as contributions
without donor restrictions.




EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

A portion of the Organization’s governmental grants were derived from federal funds
received as a beneficiary of the American Rescue Plan Act Stabilization and Coronavirus
Response and Relief Supplemental Appropriations Act funds (ARPA). Child Care Stabilization
Funds received were for personnel costs, rent, utilities, facilities, maintenance, insurance
and other operating costs as defined by the U.S. Department of Health and Human Services.
Work Force Support Grants received were to support the work force of certified child care
providers, including costs associated with recruitment and retention. Recognition of ARPA
funds is conditioned upon the incurrence of allowable qualifying expenses. Amounts
received prior to meeting the established conditions are reported as refundable advances in
the statements of financial position. As June 30, 2023, the Organization had no refundable
advances.

Property and Equipment

Property and equipment are stated at cost. Donated capital assets are recorded at the fair
value at the date of the receipt. Expenditures for maintenance, repairs and minor renewals
are charged to expenses as incurred. The Organization capitalizes property and equipment
with a cost of over $1,000 and an estimated life of three or more years. Depreciation is
computed using the straight-line method based on the estimated useful lives of the assets,
as follows:

Buildings and improvements 10-30 years
Furniture and equipment 5-10 years
Vehicles 5-10 years

Use of Estimates

The preparation of financial statements in conformity with the accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of 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.

Fair Value Measurements

The Organization has adopted a framework for measuring fair value under current
accounting pronouncements that require fair value measurements and enhanced
disclosures about fair value measurements. This framework defines fair value as the
exchange price that would be received for an asset or paid to transfer a liability (an exit




EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

price) in the principal or most advantageous market for the asset or liability in an orderly
transaction. Disclosures include a fair value hierarchy which requires an entity to maximize
the use of observable inputs when measuring fair value.

The three levels of inputs that may be used to measure fair value are as follows:

Level 1 - Observable inputs such as quoted prices in active markets for identical
investments that the Organization has the ability to access.

Level 2 - Inputs include:
a. Quoted prices for similar assets or liabilities in active markets;
b. Quoted prices for identical or similar assets or liabilities in inactive markets;
c. Inputs, other than quoted prices in active markets, that are observable either
directly or indirectly;
d. Inputs that are derived principally from, or corroborated by, observable market
data by correlation or other means.

Level 3 - Unobservable inputs in which there is little or no market activity for the asset
or liability, which require the reporting entity to develop its own estimates and
assumptions relating to the pricing of the asset or liability including assumptions
regarding risk.

Income Taxes

The Organization is exempt from federal income tax under Section 501 (c)(3) of the Internal
Revenue Code and has been determined to be an organization which is not a private
foundation within the meaning of Section 509(a) of the Code. The Organization annually

files a Form 990.

Revenue Recognition

Revenue is recognized when promised goods or services are transferred to customers in an
amount that reflects the consideration to which the Organization expects to be entitled in
exchange for those goods or services by following a five-step process, (1) identify the
contract with the customer, (2) identify the performance obligation in the contract, (3)
determine the transaction price, (4) allocate the transaction price, and (5) recognize
revenue when or as the Organization satisfies a performance obligation, as further
described below.




EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

Program service revenues primarily consists of monthly child care fees charged and reflects
the consideration to which the Organization expects to be entitled to in exchange for
providing services to students. The Organization recognizes revenue from child care
services during the month in which the related services are provided to students. The
performance obligation of delivering child care services is simultaneously received and
consumed by the children; therefore, the revenue is recognized monthly as it is received.

Food service revenues reflect the consideration to which the Organization expects to be
entitled to in exchange for providing meals to students. Food services are funded through
the Commonwealth of Pennsylvania based upon reimbursement rates for each meal served.
The Organization recognizes revenue from food services during the month in which the
related services are provided to students. The performance obligation of delivering meals to
students is simultaneously received and consumed by the children; therefore, the revenue
is recognized monthly as it is received.

Beginning and ending accounts receivable related to program service and food service
revenues consisted of the following as of June 30:

2023 2022
Program services S 100,363 S 120,369
Food services 22,752 22,476

S 123,115 S 142,845

Functional Expenses

Expenses are summarized and categorized based upon their functional classification as
either program or supporting services. Specific expenses that are readily identifiable to one
of the Organization's programs are charged directly to that function. Certain other expenses
are related to management and general administration and are classified as supporting
services. Certain categories of expenses are attributable to more than one program or
supporting function. Therefore, these expenses require allocation on a reasonable basis
that is consistently applied. These expenses are allocated on the basis of time and effort
studies.




EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

Economic Dependence

The Organization relies on support from local, state, and federal governments to maintain
its programs, including subsidized daycare funded through the Child Care Works Program
(CCW) included as part of program service fees and Infant Toddler Contracted Slots (ITCS)
and Pennsylvania Pre-K Counts programs included as part of government grants and
program service fees on the statement of activities $1,855,299. During the year ended June
30, 2023, these sources comprised approximately 57% of the Organization's total support
and revenue.

Accounts Receivable

Accounts receivable are considered to be fully collectible; accordingly, no allowance for
doubtful accounts is required. If amounts are determined to be uncollectible, they are
charged to operations.

Leases

The Organization leases administrative and program building space. The Organization
determines if an arrangement is a lease at inception. Operating leases are included in
operating lease right-of-use (ROU) assets and operating lease liabilities on the statement of
financial position.

ROU assets represent the Organization’s right to use an underlying asset for the lease term
and lease liabilities represent the Organization’s obligation to make lease payments arising
from the lease. Operating lease ROU assets and liabilities are recognized at commencement
date based on the present value of lease payments over the lease term. As most of the
Organization’s leases do not provide an implicit rate, the incremental borrowing rate is
used which is based on the information available at commencement date in determining
the present value of lease payments. The operating lease ROU asset also includes any lease
payments made and excludes lease incentives. The Organization’s lease terms may include
options to extend or terminate the lease when it is reasonably certain that they will
exercise that option. Lease expense for lease payments is recognized on a straight-line
basis over the lease term.

The Organization’s lease agreements do not contain any material residual value guarantees
or material restrictive covenants.

10



EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

In evaluating contracts to determine if they qualify as a lease, the Organization considers
factors such as if they have obtained substantially all of the rights to the underlying asset
through exclusivity, if they can direct the use of the asset by making decisions about how
and for what purpose the asset will be used and if the lessor has substantive substitution
rights. This evaluation may require significant judgment.

In determining the discount rate used to measure the right-of-use asset and lease liability,
the Organization uses rates implicit in the lease, or if not readily available, they use their
incremental borrowing rate. The incremental borrowing rate is based on an estimated
secured rate comprised of a risk-free rate plus a credit spread as secured by the
Organization’s assets. Determining a credit spread as secured by the assets may require
significant judgment.

Adopted Accounting Standards

The requirements of these Standards Updates have been adopted and incorporated into
these financial statements:

ASU 2016-02, “Leases (Topic 842),” requires lessees to recognize assets and liabilities on the
statement of financial position for the rights and obligations created by all leases with terms
of more than twelve months. Disclosures are required by lessees to meet the objective of
enabling users of financial statements to assess the amount, timing, and uncertainty of cash
flows arising from leases.

The Organization elected the available practical expedients to account for the existing
capital leases and operating leases as finance leases and operating leases, respectively,
under the new guidance, without reassessing (a) whether the contracts contain leases
under the new standard, (b) whether classification of capital leases or operating leases
would be different in accordance with the new guidance, or (c) whether the unamortized
initial direct costs before transition adjustments would have met the definition of initial
direct costs in the new guidance at lease commencement.

As a result of the adoption of the new lease accounting guidance, the Organization
recognized on July 1, 2022 a lease liability at the carrying amount of the capital lease
obligations and right-of-use asset of $29,362. The standard had a material impact on the
Organization’s statement of financial position but did not have an impact on the statement
of activities, nor the statement of cash flows. The most significant impact was the
recognition of ROU assets and lease liabilities for operating leases.

11



EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

Pending Accounting Standards Updates

The Financial Accounting Standards Board (FASB) has issued Accounting Standards Updates
(individually and collectively, ASU) that will become effective in future years as outlined
below. Management has not yet determined the impact of these updates on the financial
statements.

ASU 2016-13, “Financial Instruments — Credit Losses (Topic 326): Measurement of Credit
Losses on Financial Instruments,” is effective, as delayed, for the financial statements for
the year beginning year December 15, 2022. These amendments and related amendments
require a financial asset (or a group of financial assets) measured at amortized cost basis to
be presented at the net amount expected to be collected. This includes loans, debt
securities, trade receivables, net investments in leases, off-balance-sheet credit exposures,
reinsurance receivables, and any other financial assets not excluded from the scope that
have the contractual right to receive cash.

Subsequent Events

Subsequent events have been evaluated through the Independent Auditor's Report date,
which is the date the consolidated financial statements were available to be issued.

Liquidity and Availability

The Organization manages its cash available to meet general expenditures by maintaining
adequate liquid assets and sufficient reserves to provide reasonable assurance that the
long-term mission of Organization will continue to be met. The Organization prepares a
detailed budget that is monitored by the Organization’s management. In addition, the
Organization maintains a line of credit, as further described in Note 5 with a financial
institution which can be used as needed to help maintain liquidity.

The following reflects the Organization’s financial assets as of June 30, expected to be
available within one year to meet the cash needs for general expenditures:

Cash and cash equivalents S 693,418
Accounts receivable 423,339
S 1,116,757

12



EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

Income from the Beneficial Interest in Erie Community Foundation may be used for the
operations of the Organization, as further described in Note 3. Although the Organization
does not intend to spend from the corpus of this Board-designated endowment, this
amount of $78,538 is available upon Board approval.

3. Beneficial Interest in Erie Community Foundation

The assets held by the Erie Community Foundation (ECF) consist of the two components
shown in the table below. The Board Designated without restrictions component reflects
assets transferred by Board action and accumulated net investment income reinvested in
the ECF. The donor-imposed restrictions component represents donations received from
donors that have placed restrictions that these funds be held in an endowment fund.
Income from the endowment fund is to be used for the Organization's operations and will
be released to the Organization in accordance with ECF policies.

The ECF pools the endowment fund with the funds received from various other
organizations. The pooled funds are then utilized to create an investment portfolio that is
managed and administered by ECF. ECF is responsible for allocating the Organization their
respective share of the investment portfolio's investment income. The agreement with ECF
indicates the property in the fund shall remain an asset of the Organization. ECF does
maintain the right to modify the agreement with the Organization if the Organization
becomes a for-profit, goes out of business, alters its mission, or if the Organization
somehow becomes inconsistent with the charitable needs on the community.

Changes in the endowment balance for the year ended June 30, 2023 were as follows:

Board Designated With Donor
Without Restrictions Restrictions Total
Beginning balance - investments S 65,831 S 9,550 S 75,381
Reinvested interest and dividends 777 - 777
Management fees (779) - (779)
Net realized and unrealized gains (losses) 3,159 - 3,159
Ending balance - investments S 68,988 S 9,550 S 78,538

13



EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

Interpretation of Relevant Law

The current relevant law for the investment and distribution of restricted endowment and
trust funds in the Commonwealth of Pennsylvania is PA Act 141 (Act 141). Act 141 requires
an organization to adopt and follow a "total return" investment policy to seek the best total
return on the principal, whether from capital appreciation, earnings, or both. Since the
Organization's endowment account is an agency endowment with another organization, the
Organization does not determine the annual amounts to be appropriated for expenditure.
The Board of Directors of the ECF is responsible for determining that the amounts released
for expenditure comply with relevant law and the long-term objectives of the endowment
fund are being met.

Return Objectives and Risk Parameters

Since the endowment account is an agency endowment fund held with another
organization, the Organization relies on the ECF to develop the return objectives and risk
parameters for the investment portfolio, as well as to employ the strategies to achieve the
objectives. While determined by the other organization, the primary objective of the
endowment fund is generally long-term growth of principal with generation of income,
without an undue exposure to risk.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The Board of Directors of ECF determines the annual amount to be appropriated for
expenditure to the Organization. ECF is responsible for ensuring the appropriation from the
fund is distributed in accordance with Act 141.

Fair Value Measurements

The Organization's investments held by ECF’s fair value is determined to be the same as the
Organization's proportionate share of the fair value of assets held by the ECF in trust for the
benefit of the Organization.

The Beneficial interest in Erie Community Foundation investments is valued at the
Foundation’s best estimate of the fair value as reviewed by the Organization. Because
there is not an active market for an investment in the Foundation, these funds are
considered a Level 3 asset. The Organization does not use separate quantitative
information to value the investments held at the Foundation.

14



EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

The methods described above may produce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. There have not been any
changes in the methodologies used. Furthermore, while the Organization believes its
valuation methods are appropriate and consistent with other market participants, the use
of different methodologies or assumptions to determine the fair value of certain financial
instruments could result in a different fair value measurement at the reporting date.

As of June 30, 2023, the Organization's investments were classified by level within the
valuation hierarchy as follows:

Fair Value Level 1 Level 2 Level 3

Pooledinvestments & 78538 S - S - § 78538

Property and Equipment

Property and equipment was comprised of the following as of June 30, 2023:

Land S 145,327
Buildings and improvements 1,880,664
Vehicles 49,083
Furniture and equipment 209,646
2,284,720

Less: accumulated depreciation (1,267,173)
S 1,017,547

Line of Credit and Long-Term Debt

The Organization holds a note payable with Erie Bank. The interest rate of the loan is 4.27%
and will remain in effect until the next scheduled variable rate change on April 11, 2024.
The loan is collateralized by all of the Organization's real estate and equipment. Monthly
payments of $3,962 are due through April of 2034.
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EARLY CONNECTIONS, INC.

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2023

Annual maturities for each of the next five years and thereafter are as follows:

Year Ended June 30,

2024 S 30,702
2025 32,039
2026 33,435
2027 34,891
2028 36,410
Thereafter 242,889
Total S 410,366

The Organization also maintains a $100,000 line of credit with Erie Bank bearing an interest
rate which is equal to the prime rate published in the Wall Street Journal, which was 8.25%
at June 30, 2023. Interest payments are due monthly, and the line is secured by real estate,
equipment, and all other assets of the Organization. There was no outstanding balance on
the line of credit at June 30, 2023.

Contingent Liabilities

The Organization participates in government-funded programs. These programs are
subject to program compliance audits by the funding agencies or their representatives.
The Organization is potentially liable for any expenditure that may be disallowed pursuant
to the terms of the programs.

Retirement Plan

The Organization sponsors a 401(k)-retirement plan for employees who have completed at
least one year of service and work at least 30 hours a week. The Organization contributes an
amount equal to 5% of eligible participants' compensation to the plan and additionally
matches up to 3% of participants' contributions. Total pension expense associated with the
plan was $65,224 for the year ended June 30, 2023.
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MaherDuessel

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

Board of Directors
Early Connections, Inc.

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of Early Connections, Inc. (Organization), which comprise the statement of financial
position as of June 30, 2023, and the related statements of activities, functional expenses (if
applicable), and cash flows for the year then ended, and the related notes to the financial
statements, and have issued our report thereon dated September 27, 2023.

Report on Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the
Organization’s internal control over financial reporting (internal control) as a basis for designing
audit procedures that are appropriate in the circumstances for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Organization’s internal control. Accordingly, we do not express an opinion on
the effectiveness of the Organization’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the Organization’s financial statements will not be
prevented or detected and corrected on a timely basis. A significant deficiency is a deficiency, or
a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses or significant deficiencies may exist that were not identified.

Pursuing the profession while promoting the public good© Pittsburgh | Harrisburg | Butler
www.md-cpas.com State College | Erie | Lancaster
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Board of Directors

Early Connections, Inc.

Independent Auditor’s Report on Internal Control over Financial
Reporting and on Compliance and Other Matters

Report on Compliance and Other Matters

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

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the Organization’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Organization’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Water Ducssel

Pittsburgh, Pennsylvania
September 27, 2023
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