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Independent Auditor’s Report

To the Board of Directors
San Diego Second Chance Program

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of San Diego Second Chance Program, which
comprise the consolidated statement of financial position as of June 30, 2017, and the related consolidated
statements of activities, functional expenses and cash flows for the year then ended, and the related notes to the
consolidated financial statements.

Management's Responsibility for the Consolidated 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 consolidated
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 audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. 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
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated 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 consolidated 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 consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
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To the Board of Directors Page 2
San Diego Second Chance Program

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of San Diego Second Chance Program as of June 30, 2017, and the changes in their
net assets and their cash flows for the year then ended in accordance with accounting principles generally accepted
in the United States of America.

Report on Summarized Comparative Information

We have previously audited San Diego Second Chance Program’s 2016 consolidated financial statements, and we
expressed an unmodified audit opinion on those audited financial statements in our report dated February 6, 2017.
In our opinion, the summarized comparative information presented herein as of and for the year ended June 30,
2016 is consistent, in all material respects, with the audited financial statements from which it has been derived.

Other Matters
Other Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements as a whole.
The accompanying supplementary information on pages 24 to 25 is presented for purposes of additional analysis
and is not a required part of the consolidated financial statements. The accompanying schedule of expenditures of
federal awards, as required by Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards, is also not a required part of the
consolidated financial statements. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the consolidated financial statements.
The information has been subjected to the auditing procedures applied in the audit of the consolidated financial
statements and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the consolidated financial statements or to the consolidated
financial statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated, in all material respects, in
relation to the consolidated financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 29, 2018, on our
consideration of San Diego Second Chance Program’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on 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 San Diego Second Chance Program’s internal control over financial reporting and
compliance.

Leaficole LLf

San Diego, California
March 29, 2018



SAN DIEGO SECOND CHANCE PROGRAM
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

ASSETS
2017 2016
Current Assets: (Notes 2 and 4)
Cash and cash equivalents $ 1,076,199 $ 744,118
Accounts receivable 526,511 475,831
Deposits and other assets 53,983 47,518
Total Current Assets 1,656,693 1,267,467
Noncurrent Assets: (Notes 2, 3,4, 5, 6 and 13)
Accounts receivable 250,000 -
Property and equipment, net 7,056,679 8,202,739
Investments 240,576 230,548
Total Noncurrent Assets 7,547,255 8,433,287
TOTAL ASSETS $ 9,203,948 $ 9,700,754
LIABILITIES AND NET ASSETS
Current Liabilities: (Notes 2, 7 and 8)
Accounts payable and accrued expenses $ 390,219 $ 238,978
Severance agreement - 103,000
Current portion of notes payable 99,296 108,081
Total Current Liabilities 489,515 450,059
Noncurrent Liabilities: (Notes 2, 8 and 13)
Other long-term liability 1,378,500 -
Notes payable, net of current portion 3,273,583 4,034,403
Total Noncurrent Liabilities 4,652,083 4,034,403
Total Liabilities 5,141,598 4,484,462
Commitment and Contingency (Note 11)
Net Assets: (Notes 2, 9, 10 and 12)
Unrestricted 3,870,234 5,042,121
Temporarily restricted 62,116 44,171
Permanently restricted 130,000 130,000
Total Net Assets 4,062,350 5,216,292
TOTAL LIABILITIES AND NET ASSETS $ 9,203,948 $ 9,700,754

The accompanying notes are an integral part of the consolidated financial statements.
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SAN DIEGO SECOND CHANCE PROGRAM
CONSOLIDATED STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED JUNE 30, 2016)

2017 2016
Temporarily Permanently
Unrestricted Restricted Restricted Total Total
Support and Revenue:
Contract and grant revenue $ 2,795,916 $ - $ - $ 2,795,916 $ 1,909,859
Housing 1,130,169 - - 1,130,169 1,033,562
Contributions 455,507 48,680 - 504,187 784,188
Gain on sale of property and equipment 331,481 - - 331,481 -
Special events 84,481 - - 84,481 100,859
Other income 41,487 - - 41,487 54,563
Investment income 176 15,146 - 15,322 (390)
Net assets released from restriction 45,881 (45,881) - - -
Total Support and Revenue 4,885,098 17,945 - 4,903,043 3,882,641
Expenses
Program services:
Youth services 1,559,776 - - 1,559,776 1,492,634
Workforce development 1,401,789 - - 1,401,789 465,283
Housing 1,070,410 - - 1,070,410 1,005,072
Second chance academy 203,987 - - 203,987 56,449
Total Program Services 4,235,962 - - 4,235,962 3,019,438
Supporting Services:
Development 465,091 - - 465,091 367,896
Administration 141,724 - - 141,724 153,952
Total Supporting Services 606,815 - - 606,815 521,848
Total Program and Supporting Services 4,842,777 - - 4,842,777 3,541,286
Special events 35,708 - - 35,708 42,726
Total Expenses 4,878,485 - - 4,878,485 3,584,012
Change in Net Assets from Operating Activities 6,613 17,945 - 24,558 298,629
Nonoperating Expenses: (Note 13)
Settlement 1,128,500 - - 1,128,500 -
Legal Expense 50,000 - - 50,000 -
Total Nonoperating Expenses 1,178,500 - - 1,178,500 -
Change in Net Assets (1,171,887) 17,945 - (1,153,942) 298,629
Net Assets at Beginning of Year 5,042,121 44,171 130,000 5,216,292 4,917,663
NET ASSETS AT END OF YEAR $ 3,870,234 $ 62,116 $ 130,000 $ 4,062,350 $ 5,216,292

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



Salaries and Related Expenses:
Salaries and wages
Total Salaries and Related Expenses

Nonsalary Related Expenses:
Consulting/subcontracts
Participant support
Utilities
Mortgage interest
Repair & maintenance/equipment
Consumables/postage
Insurance
Vehicle/travel
Dues/fees
Conference/staff development
Public relations/outreach

Total Nonsalary Related Expenses

Total Before Depreciation

Program Administration

Depreciation

TOTAL PROGRAM AND SUPPORTING
SERVICES

SAN DIEGO SECOND CHANCE PROGRAM

CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES
FOR THE YEAR ENDED JUNE 30, 2017

(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED JUNE 30, 2016)

Program Services

Supporting Services

Total Total
Youth Workforce Second Program Supporting 2017 2016
Housing Services Development Chance Academy Services Administration Development Services Total Total

226,462 964,679 % 686,851  $ 42,440 $ 1,920,432  $ 408,217 % 283,158 $ 691,375  $ 2,611,807 $ 1,994,485
226,462 964,679 686,851 42,440 1,920,432 408,217 283,158 691,375 2,611,807 1,994,485
55,920 96,583 345,214 120,851 618,568 44,227 7,584 51,811 670,379 277,927
184,240 134,498 40,662 - 359,400 786 490 1,276 360,676 207,543
121,791 28,756 20,955 2,225 173,727 12,068 8,020 20,088 193,815 189,250
166,478 - - - 166,478 - - - 166,478 188,685
70,106 9,382 18,127 894 98,509 8,382 3,070 11,452 109,961 124,399
59,838 14,460 39,518 689 114,505 19,891 4,836 24,727 139,232 112,999
22,104 5,881 3,524 486 31,995 45,011 1,637 46,648 78,643 69,116
7,549 35,993 14,097 1,015 58,654 6,565 2,401 8,966 67,620 56,882
21,171 1,928 16,731 77 39,907 19,817 4,162 23,979 63,886 45,666
2,830 13,837 8,186 4,741 29,594 37,868 1,805 39,673 69,267 29,915
- 282 - - 282 27 64,840 64,867 65,149 22,438
712,027 341,600 507,014 130,978 1,691,619 194,642 98,845 293,487 1,985,106 1,324,820
938,489 1,306,279 1,193,865 173,418 3,612,051 602,859 382,003 984,862 4,596,913 3,319,305
- 221,056 180,275 26,754 428,085 (498,326) 70,241 (428,085) - -
131,921 32,441 27,649 3,815 195,826 37,191 12,847 50,038 245,864 221,981
1,070,410 1,559,776  $ 1,401,789  $ 203,987 4235962 $ 141,724  $ 465,091 $ 606,815 $ 4,842,777 $ 3,541,286

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




SAN DIEGO SECOND CHANCE PROGRAM
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR THE YEAR ENDED JUNE 30, 2016)

Cash Flows From Operating Activities:
Change in net assets
Adjustments to reconcile change in net assets to
net cash (used in) provided by operating activities:
Depreciation
Amortization of debt issuance costs
Unrealized (gains) losses on investments
Gain on sale of property and equipment
Settlement
(Increase) Decrease in:
Accounts receivable
Deposits and other assets
Increase (Decrease) in:
Accounts payable and accrued expenses
Severance agreement
Net Cash (Used in) Provided by Operating Activities

Cash Flows From Investing Activities:
Proceeds from sale of investments, net
Proceeds from the sale of property and equipment
Purchase of property and equipment
Net Cash Provided by (Used in) Investing Activities

Cash Flows From Financing Activities:
Payments on notes payable
Net Cash Used in Financing Activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year

CASH AND CASH EQUIVALENTS AT END OF YEAR

Supplemental Disclosure of Cash Flow Information:
Cash paid for interest
Cash paid for LLC

2017

$ (1,153,942)

245,364
1,986

(13,866)

(331,481)
1,128,500

(50,680)
(6,465)

151,241
(103,000)

(131,843)

3,838
1,350,000
(103,456)

1,250,382

(786,458)

(786,458)

332,081

744,118

$ 1,076,199

$ 167,361

$ 7,600

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

$

B

2016

298,629

221,981
2,330
3,314

(288,621)
(19,948)

65,906
(37,500)

246,091

3,345

(87,17?:)

(83,828)

(103,307)

(103,307)

58,956

685,162

744,118

172,498

10,605



SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 1 - Organization:

The consolidated financial statements of the Organization include the following entities:

San Diego Second Chance Program

San Diego Second Chance Program (“Second Chance”) is a California Nonprofit Corporation incorporated in
1993. Second Chance creates opportunities for self-sufficiency by providing the chronically unemployed with
job readiness and life skills training, employment placement, and safe affordable transitional housing.

San Diego Second Chance Properties, LLC

San Diego Second Chance Properties, LLC was established as a wholly owned tax exempt LLC on May 13,
2008 to acquire, own, hold for investment, develop, entitle, operate, improve, maintain, refinance, manage and
lease certain residential properties contributed to it by its member or acquired at the member’s direction. Second
Chance is the sole member of San Diego Second Chance Properties, LLC.

Second Chance San Dieqo Headquarters, LLC

Second Chance San Diego Headquarters, LLC was established as a wholly owned tax exempt LLC on June 29,
2010 for the purpose of holding title to property on Imperial Avenue, collecting income therefrom, and turning
over the entire amount thereof, less expenses, to the member. Second Chance is the sole member of Second
Chance San Diego Headquarters, LLC.

The following is a brief description of Second Chance’s programs:

Housing

The Organization operates nine sober living properties. Goals are to foster personal responsibility, restore self-
esteem and self-confidence, and eliminate isolation by creating a community atmosphere with the ultimate goal
of staying clean and sober while transitioning to independent living. Transitional youth housing provides up to
two years of stable housing, intensive case management and access to education, behavioral health and other
social services, job readiness training and job placement for then emancipated foster youth each year.

Youth Services

Strive Forward Juvenile Justice Initiative focusses on supporting and addressing the educational and employment
barriers faced by court-involved youth while helping them attain life-skills and in-demand occupational and
employment skills needed to obtain livable wage jobs. The Second Chance Youth Garden provides young people
(14-21) with a supportive, structured environment that helps to prepare them for success in the job market, high
school, and higher education. Through paid transitional employment, youth receive job readiness training, learn
positive communication skills, and engage in leadership training/development. Through hands-on, garden-based
education, youth learn to seed, cultivate and harvest the fruits of their labor and share this bounty with the
community through our neighborhood farm stands. In partnership with the San Diego County Juvenile Court
and Community Schools, the program combines in-class and experiential learning to increase youth awareness
of urban agriculture and food justice and help move them towards successful high school graduation. The Youth
Offender Rehabilitation Program uses evidence based curricula and cognitive behavioral training to aid
incarcerated youth.



SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 1 - Organization: (Continued)

Workforce Development

Job Readiness Training provides four weeks of pre-employment attitudinal and soft-skill training, job search,
job placement assistance and post-placement services to lead people to permanent employment and self-
sufficiency. The Second Chance Job Center is a team-based case management program. Partnering with San
Diego Sheriff’s Department and San Diego County Probation, Second Chance staff delivers employment
services at East Mesa Reentry Facility and Las Colinas Detention and Reentry Facility. The Job Centers expand
upon services already offered by local government, community corrections and workforce development agencies
by uniting resources to break the cycle of recidivism, build stronger communities and promote public safety.

Second Chance Academy

Second Chance Academy is a collaborative program developed by Second Chance and the University of
California, San Diego’s Department of Psychiatry. Its purpose is to provide comprehensive training to build the
capacity of individuals working in the field of reentry; community-based organizations; county, state and federal
agencies, and national providers of addiction treatment and sober living housing to reduce recidivism and
improve community safety.

Note 2 - Significant Accounting Policies:

Consolidated Financial Statements

The consolidated financial statements of the Organization include the accounts of the San Diego Second Chance
Program as well as San Diego Second Chance Properties, LLC and Second Chance San Diego Headquarters,
LLC, which are collectively referred to as the “Organization”. All material intercompany transactions have been
eliminated in consolidation.

Accounting Method

The financial statements of the Organization have been prepared on the accrual basis of accounting which is in
accordance with accounting principles generally accepted in the United States of America (U.S. GAAP) and,
accordingly, reflect all significant receivables, payables, and other liabilities.



SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 2 - Significant Accounting Policies:

Accounting Change

During 2016, the Organization adopted the provisions of Accounting Standards Update 2015-03, Simplifying the
Presentation of Debt Issuance Costs (ASU 2015-03). Under this new accounting policy, the Organization has
retrospectively presented all debt issuance costs as a direct deduction from the carrying amount of the related
obligation in the balance sheet. Amortization of the debt issuance costs is calculated using the interest method
and is included as a component of interest expense. The effects of the retrospective application of the accounting
change on the year ended June 30. 2016 is to decrease total assets and liabilities by $24,099 in the statement of
financial position and reclassify $2,330 of amortization to mortgage interest in the statement of functional
expenses.

Financial Statement Presentation

The financial statements present information regarding the financial position and activities according to three
classes of net assets: unrestricted net assets, temporarily restricted net assets and permanently restricted net assets.

= Unrestricted net assets — Net assets not subject to donor imposed stipulations.

= Temporarily restricted net assets — Net assets subject to donor imposed stipulations that will be met by
actions of the Organization and/or the passage of time. When a donor stipulated time restriction ends
or a purpose restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets released from restrictions.

= Permanently restricted net assets — Net assets subject to donor imposed stipulations requiring that they
be maintained permanently by the Organization. The income from these assets is available for either
general operations or specific programs as specified by the donor.

The FASB has issued reporting standards for endowments of not-for-profit Organizations subject to an enacted
version of the Uniform Prudent Management of Institutional Funds Act (UPMIFA), and enhanced disclosures for
all endowment funds. The standards provide guidance on classifying the net assets associated with donor-restricted
endowment funds held by organizations that are subject to an enacted version of UPMIFA, which serves as a model
act for states to modernize their laws governing donor-restricted endowment funds. The standards also require
additional disclosures about endowments (both donor-restricted funds and board-designated funds) to enable users
of financial statements to understand the net asset classification, net asset composition, changes in net asset
composition, spending policies, and related investment policies of its endowment funds.



SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 2 - Significant Accounting Policies: (Continued)

Estimates

The preparation of financial statements in conformity with 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 and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

Risks and Uncertainties

The Organization invests in various types of investment securities which are exposed to various risks, such as
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
such changes could materially affect the amounts reported in the statement of financial position.

Fair Value Measurements

Fair value accounting standards define fair value, establish a framework for measuring fair value, outline a fair value
hierarchy based on inputs used to measure fair value and enhance disclosure requirements for fair value
measurements. The fair value hierarchy distinguishes between market participant assumptions based on market data
obtained from sources independent of the reporting entity (observable inputs that are classified within Level 1 or 2
of the hierarchy) and the reporting entity’s own assumptions about market participant assumptions (unobservable
inputs classified within Level 3 of the hierarchy).

= Level 1 inputs are quoted prices in active markets for identical investments that the investment manager
has the ability to access at the measurement date.

= Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the
investment, either directly or indirectly.

= Level 3inputs are unobservable inputs for the investment.

The Organization’s statement of financial position includes the following financial instruments that are required
to be measured at fair value on a recurring basis:

. Beneficial interest in endowment funds held at Jewish Community Foundation, Rancho Santa Fe
Foundation and the San Diego Foundation are considered Level 2 assets and are reported at fair value based
on the fair value of the underlying assets in the funds as reported by the fund managers, Jewish Community
Foundation, Rancho Santa Fe Foundation and the San Diego Foundation, since these funds are valued
monthly by the fund manager and are not traded in an active market.

. The Organization also has a nonrecurring fair value measurement based upon proposals from several real
estate professionals for undeveloped land that is considered a Level 3 asset. Management made the
undeveloped land available for sale in 2013 and it was considered to be impaired. The land was written
down at that time.
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 2 - Significant Accounting Policies: (Continued)

Allowance for Doubtful Accounts

Bad debts are recognized on the allowance method based on historical experience and management’s evaluation
of outstanding receivables. Management believes that all accounts receivable were fully collectible; therefore,
no allowance for doubtful accounts receivable was recorded at June 30, 2017 and 2016.

Capitalization and Depreciation

The Organization capitalizes all expenditures in excess of $5,000 for property and equipment at cost, while
donations of property and equipment are recorded at their estimated fair values. Such donations are reported as
unrestricted unless the donor has restricted the donated asset to a specific purpose. Assets donated with explicit
restrictions regarding their use and contributions of cash that must be used to acquire property and equipment are
reported as restricted. Absent donor stipulations regarding how long those donated assets must be maintained, the
Organization reports expirations of donor restrictions when the donated or acquired assets are placed in service as
instructed by the donor. The Organization reclassifies temporarily restricted net assets to unrestricted net assets at
that time. Property and equipment are depreciated using the straight-line method over the estimated useful asset
lives as follows:

Buildings 27.5 - 39 years
Improvements 39 years
Furniture and equipment 3 -7 years
Vehicles 3 years

Depreciation totaled $245,864 and $221,981 for the years ended June 30, 2017 and 2016, respectively.
Maintenance and repairs are charged to operations as incurred. Upon sale or disposition of property or
equipment, the asset account is reduced by the cost and the accumulated depreciation account is reduced by the
depreciation taken prior to the sale. Any resultant gain or loss is then recorded as income or expense.

Impairment of Real Estate

The Organization reviews its investment in real estate for impairment whenever events and changes in
circumstances indicate that the carrying value of such property may not be recoverable. Recoverability is
measured by a comparison of the carrying amount of the real estate to the estimated proceeds from the eventual
disposition of the real estate. If the real estate is considered to be impaired, the impairment to be recognized is
measured at the amount by which the carrying amount of real estate exceeds the fair value of such property.
There were no impairment losses recognized in 2017 and 2016.
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 2 - Significant Accounting Policies: (Continued)

Compensated Absences

Accumulated unpaid vacation totaling $62,450 and $49,148 at June 30, 2017 and 2016, respectively, is accrued
when incurred and included in accounts payable and accrued expenses.

Debt Issuance Costs

Debt issuance costs are incurred in order to obtain financing for the Organization. Debt issuance costs are
amortized on a straight-line basis over the term of the related loan, which approximates the interest method.
Unamortized deferred financing costs are presented as a direct reduction from the carrying value of the related
obligation to which such costs relate. Amortization of debt issuance costs is reported as a component of interest
expense and totaled $1,986 and $2,330 for the years ended June 30, 2017 and 2016, respectively

Revenue Recognition

Contributions

Contributions are recognized when the donor makes a promise to give in writing to the Organization that is
in substance, unconditional. Conditional promises to give are not recognized until they become
unconditional, that is, when the conditions on which they depend are substantially met. Contributions are
recorded as unrestricted, temporarily restricted, or permanently restricted support, depending on the existence
or nature of any donor restrictions. All donor-restricted support is reported as an increase in temporarily
restricted net assets. When the stipulated time restriction ends or purpose restriction is accomplished,
temporarily restricted net assets are reclassified to unrestricted net assets. Contributions to be received in
future periods are discounted at an appropriate discount rate. Amortization of discounts is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the contributions.

Contract and Grant Revenue

Contract and grant revenue is recognized in the period in which the related work is performed in accordance
with the terms of the grant or contract. Accounts receivable are recorded when revenue earned under a grant
or contract exceeds the cash received. Unearned revenue is recorded when cash received under a grant or
contract exceeds the revenue earned.

Donated Services and Support

The Organization utilizes the services of many volunteers throughout the year. This contribution of services by
the volunteers is not recognized in the financial statements unless the services received (a) create or enhance
nonfinancial assets or (b) require specialized skills which are provided by individuals possessing those skills and
would typically need to be purchased if not provided by donation. The donated services for the years ended June
30, 2017 and 2016, did not meet the requirements above, therefore no amounts were recognized in the financial
statements.
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 2 - Significant Accounting Policies: (Continued)

Allocated Expenses

The Organization allocates its expenses on a functional basis among its various programs and supporting
services. Expenditures which can be identified with a specific program or support services are allocated directly,
according to their natural expenditure classification. Costs that are common to several functions are allocated
among the program and supporting services on the basis of time records, space utilized and estimates made by
the Organization’s management.

Income Taxes

San Diego Second Chance Program is a public charity and is exempt from income taxes under Section 501(c)(3)
of the Internal Revenue Code and Section 23701(d) of the California Revenue and Taxation Code. Second
Chance believes that it has appropriate support for any tax positions taken, and as such, does not have any
uncertain tax positions that are material to the financial statements. San Diego Second Chance Program is not a
private foundation.

San Diego Second Chance Properties, LLC and Second Chance San Diego Headquarters, LLC are disregarded
entities for tax purposes. No provision or benefit for Federal income taxes for the LLC’s has been included in
these consolidated statements, since taxable income (loss) passes through to, and is reportable by, the member
individually. San Diego Second Chance Properties, LLC and Second Chance San Diego Headquarters, LLC are
subject to an $800 California minimum tax and a Limited Liability Company fee. The provision for state taxes
and fees totaled $7,600 and $10,605 for the years ended June 30, 2017 and 2016, respectively.

San Diego Second Chance Program’s Return of Organization Exempt from Income Tax for the years ended June
30, 2017, 2016, 2015 and 2014 and the LLC’s tax returns for the years ended June 30, 2017, 2016, 2015 and
2014, are subject to examination by the Internal Revenue Service and State taxing authorities, generally three to
four years after the returns were filed.

Concentration of Credit Risk

The Organization maintains its cash in bank deposit accounts and money market funds which, at times, may
exceed federally insured limits. The Organization has not experienced any losses in such accounts. The
Organization believes it is not exposed to any significant credit risk on cash and cash equivalents.

Cash and Cash Equivalents

For purposes of the consolidated statement of cash flows, the Organization considers all highly liquid investment
instruments purchased with a maturity of three months or less to be cash equivalents.
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 2 - Significant Accounting Policies: (Continued)

Comparative Totals for June 30, 2016

The financial statements include certain prior year summarized comparative information in total but not by net
asset class. This summarized information is for comparative purposes only, and accordingly, such information
should be read in conjunction with the Organization’s financial statements for the year ended June 30, 2016,
from which the summarized comparative information was derived.

Subsequent Events

The Organization has evaluated subsequent events through March 29, 2018, which is the date the consolidated
financial statements are available for issuance, and concluded that there were no events or transactions that
needed to be disclosed except as disclosed in Note 13.

Reclassification

The Organization has reclassified certain prior year information to conform with the current year presentation.

Note 3 - Fair Value Measurements:

The following table summarizes assets measured at fair value by classification within the fair value hierarchy at
June 30, 2017:

2017
Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs Balance at
(Level 1) (Level 2) (Level 3) June 30, 2017
Beneficial interest in endowment funds (Note 6) $ - 8 140,576 $ - 3 140,576
Land available for sale (Note 6) - - 100,000 100,000
$ - 8 140576 $ 100,000 $ 240,576
2016
Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs Balance at
(Level 1) (Level 2) (Level 3) June 30, 2016
Beneficial interest in endowment funds (Note 6) $ - $ 130,548 $ - % 130,548
Land available for sale (Note 6) - - 100,000 100,000
$ - 8 130,548 % 100,000 $ 230,548

The reconciliation for financial instruments measured at fair value on a recurring basis using significant
unobservable inputs (Level 3) are included in the notes as indicated above.
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SAN DIEGO SECOND CHANCE PROGRAM

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2017

(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 3 - Fair Value Measurements: (Continued)

The following table represents the Organization’s Level 3 financial instruments, the valuation techniques used to
measure the fair value of those financial instruments, and the significant unobservable inputs and the range of values

for those inputs for the years ended June 30:

2017
Unobservable Significant
Instrument Fair Value Principal Valuation Technique Inputs Input Values
Land $ 100,000 Valuation of underlying assets as Carrying value N/A
provided by real estate professionals
2016
Unobservable Significant
Instrument Fair Value Principal Valuation Technigue Inputs Input Values
Land $ 100,000 Valuation of underlying assets as Carrying value N/A
provided by real estate professionals
Note 4 - Accounts Receivable:
Accounts receivable consist of the following at June 30:
2017 2016

Grants and contracts receivable
Settlement receivable
Contributions receivable
Other receivables

Total Accounts Receivable

Financial Statement Presentation:
Current
Noncurrent
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 5 - Property and Equipment:

Property and equipment consists of the following at June 30:

2017 2016
Land $ 2,818,350 $ 3,118,350
Buildings 3,523,131 4,138,040
Improvements 2,416,756 2,726,850
Furniture and equipment 168,123 196,100
Vehicles 77,641 77,641
Development in progress 89,797 89,797
Subtotal 9,093,798 10,346,778
Less: Accumulated depreciation (2,037,119) (2,144,039)
Property and Equipment, Net $ 7,056,679 $ 8,202,739
Note 6 - Investments:
Beneficial Interest in Endowment Funds
The Organization has a beneficial interest in the following endowment funds at June 30:
2017 2016
San Diego Foundation $ 66,280 $ 61,786
Rancho Santa Fe Foundation 38,391 34,843
Jewish Community Foundation 35,905 33,919
Total $ 140,576 $ 130,548

The beneficial interest in endowment funds held at the Jewish Community Foundation are held in an investment
pool, which is structured for long-term, total return consisting of 55% domestic equities, 10% fixed income, 5%

real assets consisting of REITs and commodities and 30% multi-strategy.

The beneficial interest in endowment funds held at the Rancho Santa Fe Foundation is invested in a portfolio of
equity and debt securities which is structured for long-term total return consisting of 35% domestic equities,
25% international equities, 2% emerging markets, 34% fixed income and 4% cash and cash equivalents.

The beneficial interest in endowment funds held at the San Diego Foundation is invested in a portfolio of equity
and debt securities which is invested for long-term return consisting of 24% domestic equities, 28% international

equities, 20% alternative investment, 17% fixed income, 4% commaodities, and 7% real estate.
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 6 - Investments: (Continued)

Land Available for Sale

The Organization received a contribution of undeveloped land in 2008. The land contribution was recorded at
fair value at the time of donation. During 2013, management made the undeveloped land available for sale.
Management selected several real estate professionals to give proposals on the marketing of the property.
Through these proposals, management has estimated that the fair value of the land has decreased to $100,000
and adjusted the carrying value of the land accordingly. Management believes that the real estate professional’s
estimate of land value offers the best estimate of the fair market value. No change to assets measured at fair
value on a recurring basis using significant unobservable inputs was recorded for the year ended June 30, 2017
and 2016, respectively.

The following schedule summarizes the investment return which is included in investment income for the years
ended June 30:

Temporarily
Unrestricted Restricted 2017 2016
Interest and dividend income $ 176 $ 1,442 3 1618 $ 2,603
Realized gains (losses) - (162) (162) 321
Unrealized gains (losses) on investments - 13,866 13,866 (3,314)
Total Investment Income (Loss) $ 176 $ 15146 $ 15322 $ (390)

Note 7 - Severance Agreement:

On February 12, 2012, the Organization entered into a severance agreement with a former Executive Director which
includes installment payments through March 1, 2017. The following is a detail:

2017 2016
Severance Agreement at Beginning of Year $ 103,000 $ 140,500
Payments (103,000) (37,500)
Severance Agreement at End of Year $ - $ 103,000
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 8 - Notes Payable:

Notes payable consist of the following:

2017 2016
Note payable - Bank of America, payable in monthly principal and interest
payments of $3,199 through January 2037, interest at 4.25% per annum,
collateralized by real property. $ 509,684 $ 524,698

Note payable - Bank of America, payable in monthly principal and interest
payments of $3,060 through December 2036, interest at 4.25% per annum,
collateralized by real property. 486,093 500,503

Note payable - Bank of America, payable in monthly principal and interest
payments of $3,169 through July 2035, interest at 4.25% per annum,
collateralized by real property. 474,722 490,749

Note payable - Union Bank, payable in monthly principal and interest
payments of $2,046 through December 2044, interest at 4.25% per annum,
collateralized by real property. 395,835 403,394

Note payable - Bank of America, payable in monthly principal and interest
payments of $2,352 through February 2037, interest at 4.25% per annum,
collateralized by real property. 375,778 386,780

Note payable - Bank of America, payable in monthly principal and interest
payments of $2,246 through July 2037, interest at 4.25% per annum,
collateralized by real property. 363,518 373,837

Note payable - Bank of America, payable in monthly principal and interest
payments of $2,105 through January 2037, interest at 4.25% per annum,
collateralized by real property. 335,337 345,214

Note payable - Union Bank, payable in monthly principal and interest

payments of $1,129 through December 2044, interest at 4.25% per annum,
collateralized by real property. 219,159 223,300

18



SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 8 - Notes Payable: (Continued)

2017 2016
Note payable, City of San Diego, no interest, collateralized by real
property, repayment only in the event of any sale, transfer, or conveyance
of the Imperial Avenue building. (See Note 10) $ 220,000 $ 220,000
Note payable - Neighborhood National Bank, payable in monthly principal
and interest payments of $3,660 through November 2024, interest at 4.5%
per annum, collateralized by real property. - 698,107
Total Notes Payable 3,380,126 4,166,582
Less: Unamortized debt issuance costs (7,246) (24,098)
Notes Payable, Net $ 3,372,880 $ 4,142,484

Debt issuance costs total $7,905 and $27,881, less accumulated amortization of $659 and $3,783 at June 30, 2017

and 2016, respectively.
The future principal payments are as follows:

Years Ended

June 30
2018 $ 99,296
2019 103,600
2020 108,091
2021 112,775
2022 117,660
Thereafter 2,838,704
Total $ 3,380,126

Note 9 - Temporarily Restricted Net Assets:

Temporarily restricted net assets are available for the following purposes at June 30:

2017 2016
Youth programs $ 41,784 $ 37,512
Unappropriated endowment earnings 10,576 548
Other 9,756 6,111
Total Temporarily Restricted Net Assets $ 62,116 $ 44171

Net assets totaling $45,881 was released from donor restrictions during the year ended June 30, 2017 by incurring

expenses satisfying the restricted purposes or by occurrence of other events specified by donors.
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 10 - Permanently Restricted Net Assets:

Permanently restricted net assets are assets received with a donor-imposed restriction that stipulates the resources
be maintained permanently, but permits the Organization to expend part or all of the income derived. At June 30,
2017 and 2016, permanently restricted net assets totaled $130,000. The income from which is expendable for
operational support.

Note 11 - Commitment and Contingency:

Building Commitment

Second Chance accepted funds from the City of San Diego as part of the City’s Community Development Block
Grant (CDBG) Program to help fund renovations to Second Chance’s Imperial Avenue building. As a condition
for accepting funds from the City, Second Chance must continue to use the building as noted in the terms of the
grant agreement with the City. If Second Chance sells the building before five years, it is required to pay back
to the City all funds originally received from the CDBG Program. Second Chance has no plans to sell its building
during this period.

Line-of-Credit

San Diego Second Chance Program had a line-of-credit with Neighborhood National Bank in the amount of
$412,000 and was secured by real property. The line-of-credit provided for interest based upon the Wall Street
Journal Prime Rate plus a margin of 2.25 percentage points. The line-of-credit was to mature on December 28,
2031. The line-of-credit was terminated during the year ended June 30, 2017.

Note 12 - Endowment Net Assets:

The Organization’s endowment was established to provide general support. As required by generally
accepted accounting principles, net assets associated with endowment funds are classified and reported
based on the existence of donor-imposed restrictions.

The Organization has interpreted the enacted version of the Uniform Prudent Management of Institutional funds
Act of 2006 (UPMIFA) as requiring the preservation of the fair value of the original gift as of the gift date of the
donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result of this
interpretation, the Organization classifies as permanently restricted net assets (1) the original value of gifts donated
to the permanent endowment (2) the original value of subsequent gifts donated to the permanent endowment (3)
accumulations to the permanent endowment made in accordance with the direction of the applicable donor gift
instrument at the time the accumulation is added to the fund. The remaining portion of the donor-restricted
endowment fund that is not classified in permanently restricted net assets is classified as temporarily restricted net
assets until those amounts are appropriated for expenditure by the Organization in a manner consistent with the
standard of prudence prescribed by UPMIFA. In accordance with UPMIFA, the Organization considers the
following factors in making a determination to appropriate or accumulate donor-restricted endowment funds:
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 12 - Endowment Net Assets: (Continued)

The duration and preservation of the fund

The purposes of the Organization and the donor-restricted endowment fund
General economic conditions

The possible effect of inflation and deflation

The expected total return from income and the appreciation of investments
Other resources of the Organization

The investment policies of the Organization

From time to time, the fair value of the assets associated with individual donor-restricted endowment funds may
fall below the level that the donor or UPMIFA requires the Organization to retain as a fund of perpetual duration.
In accordance with generally accepted accounting principles, there were no such deficiencies at June 30, 2017 and

2016.

The Organization has adopted investment and spending policies for endowment funds that:

Protect the invested assets

Preserve spending capacity of the fund income

Maintain a diversified portfolio of assets that meet investment return objectives while keeping risk at
a level commensurate with that of the median fund in comparable foundations

Comply with applicable laws

The Organization’s endowment funds are invested in certain mutual, index, and exchange traded funds that are
structured to satisfy its long-term rate-of-return objectives. The Organization’s spending policy is to disburse funds
available to meet the current program needs of the Organization.

Endowment composition by type of fund at June 30:

2017
Permanently
Restricted Total
Donor restricted endowment funds $ 130,000 $ 130,000
2016
Permanently
Restricted Total
Donor restricted endowment funds $ 130,000 $ 130,000
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 12 - Endowment Net Assets: (Continued)

Changes in endowment net assets for the years ended June 30:

Temporarily Permanently

Unrestricted Restricted Restricted Total
Endowment Net Assets at June 30, 2015 $ - $ 7,207 $ 130,000 $ 137,207
Investment income - (2,090) - (2,090)
Appropriation of endowment assets for expenditure - (4,569) - (4,569)
Endowment Net Assets at June 30, 2016 - 548 130,000 130,548
Investment income - 15,146 - 15,146
Appropriation of endowment assets for expenditure - (5,118) - (5,118)
Endowment Net Assets at June 30, 2017 $ - $ 10,576 $ 130,000 $ 140,576

Note 13 - Subsequent Event:

Purchase of Real Property

On September 22, 2017, the Organization purchased real property located at 5312 Quince Street in San Diego
in the amount of $580,000. In connection with the purchase, the Organization obtained a note payable secured
by a deed of trust on the property in the amount of $450,000. The note accrues interest at a variable interest rate
based on the index published by the Federal Reserve Board based on the average yield of a range of treasury
securities, all adjusted to the equivalent of a five-year maturity plus a margin of 3.75 percentage points (5.50%
at September 22, 2017) with payments beginning on October 21, 2017 and maturing on September 21, 2027.

Settlement

In 2016, San Diego Second Chance Program, Inc., Second Chance Headquarters, LLC and Second Chance
Properties, LLC (‘Defendants’) were named as defendants in a wage and hour lawsuit. As of June 30, 2017, the
lawsuit was still pending.

In October, 2017, the suit was tried and in a case of “first impression”, a Judge found that Defendants had
improperly classified certain residents who performed services in exchange for free rent, as volunteers rather
than employees. As a result, the Defendants were found liable for unpaid wages and interest as well as the
Plaintiff’s legal costs and fees. The Plaintiffs, Defendants, and other parties related to the litigation, mediated a
confidential settlement of the entire matter on March 2, 2018. This mediated settlement is due and payable by
July 8, 2018.
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SAN DIEGO SECOND CHANCE PROGRAM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017
(WITH COMPARATIVE TOTALS FOR JUNE 30, 2016)

Note 13 - Subsequent Event: (Continued)

Settlement (Continued)

The financial statements reflect both the gross confidential settlement amount due from Defendants to Plaintiffs
in the amount of $1,378,500 as a long-term liability, as well as $250,000 as a non-current receivable which
represents the amount due from the two other entities with whom the settlement was reached. The financial
statements also reflect an accrual of current liabilities in the amount of $50,000 for other expenses related to the
litigation.

As of the date of the audit report, the Organization is the process of securing long-term financing secured by real

estate holdings to finance the net amount due on the settlement of $1,128,500. Management is confident that the
loan will be secured, and sufficient operational cash flow exists to service the financing.
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SAN DIEGO SECOND CHANCE PROGRAM
SUPPLEMENTARY CONSOLIDATING SCHEDULE OF FINANCIAL POSITION
JUNE 30, 2017

ASSETS
San Diego San Diego Second Chance
Second Chance  Second Chance San Diego
Program Properties, LLC Headquaters LLC Eliminations Consolidated
Current Assets:
Cash and cash equivalents $ 496,722 $ 497,842  $ 81,635 $ - $ 1,076,199
Accounts receivable 405,609 505,439 675,531 (1,060,068) 526,511
Deposits and other assets 51,174 20,309 - (17,500) 53,983
Total Current Assets 953,505 1,023,590 757,166 (1,077,568) 1,656,693
Noncurrent Assets:
Accounts receivable 250,000 - - - 250,000
Property and Equipment, net 119,922 2,984,095 3,952,662 - 7,056,679
Investments 2,240,576 - - (2,000,000) 240,576
Total Noncurrent Assets 2,610,498 2,984,095 3,952,662 (2,000,000) 7,547,255
TOTAL ASSETS $ 3,564,003 $ 4,007,685 $ 4,709,828 $  (3,077,568) $ 9,203,948
LIABILITIES AND NET ASSETS
Current Liabilities:
Accounts payable and accrued expenses $ 1,431,265 $ 18,742 3% 17,780 $  (1,077,568) $ 390,219
Current portion of notes payable - 99,296 - - 99,296
Total Current Liabilities 1,431,265 118,038 17,780 (1,077,568) 489,515
Noncurrent Liabilities:
Other long-term liability 1,378,500 - - - 1,378,500
Notes payable, net of current portion - 3,053,583 220,000 - 3,273,583
Total Noncurrent Liabilities 1,378,500 3,053,583 220,000 - 4,652,083
Total Liabilities 2,809,765 3,171,621 237,780 (1,077,568) 5,141,598
Net Assets:
Unrestricted 562,122 836,064 4,472,048 (2,000,000) 3,870,234
Temporarily restricted 62,116 - - - 62,116
Permanently restricted 130,000 - - - 130,000
Total Net Assets 754,238 836,064 4,472,048 (2,000,000) 4,062,350
TOTAL LIABILITIES AND NET ASSETS $ 3,564,003 $ 4,007,685 $ 4,709,828 $  (3,077,568) $ 9,203,948
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SAN DIEGO SECOND CHANCE PROGRAM
SUPPLEMENTARY CONSOLIDATING SCHEDULE OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2017

San Diego San Diego Second Chance
Second Chance  Second Chance San Diego
Program Properties, LLC  Headquaters LLC Eliminations Consolidated
Support and Revenue:
Contracts and grants $ 2,795,916 $ -3 248,004 $ (248,004) $ 2,795,916
Housing - 1,189,863 - (59,694) 1,130,169
Contributions 504,187 - - - 504,187
Gain on sale of property and equipment - 331,481 - - 331,481
Special events 84,481 - - - 84,481
Other income 17,698 26,830 - (3,041) 41,487
Investment income 15,322 - - - 15,322
Management income 145,031 - - (145,031) -
Total Support and Revenue 3,562,635 1,548,174 248,004 (455,770) 4,903,043
Expenses:
Program Services:
Youth services 1,651,278 - 47,143 (138,645) 1,559,776
Workforce development 1,430,035 - 40,179 (68,425) 1,401,789
Housing 1,117 1,224,384 15,406 (170,497) 1,070,410
Second chance academy 207,607 - 5,544 (9,164) 203,987
Total Program Services 3,290,037 1,224,384 108,272 (386,731) 4,235,962
Supporting Services:
Development 477,279 - 18,667 (30,855) 465,091
Administration 156,807 - 23,101 (38,184) 141,724
Total Supporting Services 634,086 - 41,768 (69,039) 606,815
Total Program and Supporting Services 3,924,123 1,224,384 150,040 (455,770) 4,842,777
Special Events 35,708 - - - 35,708
Total Expenses 3,959,831 1,224,384 150,040 (455,770) 4,878,485
Change in Net Assets from Operating Activities (397,196) 323,790 97,964 - 24,558
Nonoperating Expenses:
Settlement 1,128,500 - - - 1,128,500
Legal Expense 50,000 - - - 50,000
Total Nonoperating Expenses 1,178,500 - - - 1,178,500
Change in Net Assets (1,575,696) 323,790 97,964 - (1,153,942)
Net Assets (Defict) at Beginning of Year 2,329,934 512,274 4,374,084 (2,000,000) 5,216,292
NET ASSETS AT END OF YEAR $ 754,238 $ 836,064 $ 4,472,048 $ (2,000,000) $ 4,062,350
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SAN DIEGO SECOND CHANCE PROGRAM
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2017

Federal Grant Passed
Federal Grants/Pass-Through Grantor CFDA Identification Through to Federal Total
Program or Cluster Title Number Number Subrecipient Expenditures Expenditures
U.S. Department of Housing and Urban Development:
Pass-Through Program:
Community Development Block Grants/Entitlement Grants: 14.218 N/A
City of San Diego $ - $ 117521 % 117,527
Total U.S. Department of Housing and Urban Development - 117,527 117,527
U.S. Department of Labor:
Pass-Through Programs:
WIOA Adult Program: 17.258 126-07 M2
San Diego Workforce Partnership - 321,804 321,804
WIOA Youth Activities:
San Diego Workforce Partnership 17.259 126-10 - 277,922 277,922
Reentry Employment Opportunities:
Strive International, Inc. 17.270 A-15-001 - 327,315 327,315
Total U.S. Department of Labor - 927,041 927,041
Total Expenditures of Federal Awards $ - $ 1044568 $ 1,044,568

Note 1 - Basis of Presentation:

The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal award activity of
San Diego Second Chance Program under programs of the federal government for the year ended June 30, 2017.
The information in this Schedule is presented in accordance with the requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards (Uniform Guidance). Because the Schedule presents only a selected portion of the operations of San Diego
Second Chance Program, it is not intended to and does not present the financial position, changes in net assets, or
cash flows of San Diego Second Chance Program.

Note 2 - Summary of Significant Accounting Policies:

Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such expenditures are
recognized following the cost principles contained in the Uniform Guidance, wherein certain types of expenditures
are not allowable or are limited as to reimbursement. Pass through entity identifying numbers are presented where
available.

San Diego Second Chance Program has elected to use the 10-percent de minimis indirect cost rate as allowed under
Uniform Guidance.
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Leafs Cole, LLP

Certified Public Accountants
A Pavtnership of Professional Covporations

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

To the Board of Directors
San Diego Second Chance Program

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 consolidated financial statements of San Diego Second Chance Program, which
comprise the consolidated statement of financial position as of June 30, 2017, and the related consolidated
statements of activities, functional expenses and cash flows for the year then ended and the related notes to the
consolidated financial statements, and have issued our report thereon dated March 29, 2018.

Internal Control Over Financial Reporting

In planning and performing our audit of the consolidated financial statements, we considered San Diego Second
Chance Program’s internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the consolidated financial
statements, but not for the purpose of expressing an opinion on the effectiveness of San Diego Second Chance
Program’s internal control. Accordingly, we do not express an opinion on the effectiveness of San Diego Second
Chance Program’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 entity’s consolidated 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 may exist that have not been identified.
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To the Board of Directors Page 2
San Diego Second Chance Program

Compliance and Other Matters

As part of obtaining reasonable assurance about whether San Diego Second Chance Program’s consolidated
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 determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

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.

Leaficole LLL

San Diego, California
March 29, 2018
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Leafs Cole, LLP

Certified Public Accountants
A Pavtnership of Professional Covporations

Independent Auditor’s Report on Compliance
for Each Major Program and on Internal Control Over
Compliance Required by the Uniform Guidance

To the Board of Directors
San Diego Second Chance Program

Report on Compliance for Each Major Federal Program

We have audited San Diego Second Chance Program’s compliance with the types of compliance requirements
described in the OMB Compliance Supplement that could have a direct and material effect on each of San Diego
Second Chance Program’s major federal programs for the year ended June 30, 2017. San Diego Second Chance
Program’s major federal programs are identified in the summary of auditor’s results section of the accompanying
schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and conditions of its
federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of San Diego Second Chance Program’s major
federal programs based on our audit of the types of compliance requirements referred to above. We conducted our
audit of compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States; and the audit requirements of Title 2 U.S. Code of Federal Regulations Part 200,
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform
Guidance). Those standards and the Uniform Guidance require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above
that could have a direct and material effect on a major federal program occurred. An audit includes examining, on
a test basis, evidence about San Diego Second Chance Program’s compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal program.
However, our audit does not provide a legal determination of San Diego Second Chance Program’s compliance.
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To the Board of Directors Page 2
San Diego Second Chance Program

Opinion on Each Major Federal Program

In our opinion, San Diego Second Chance Program complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major federal programs for
the year ended June 30, 2017.

Report on Internal Control over Compliance

Management of San Diego Second Chance Program is responsible for establishing and maintaining effective
internal control over compliance with the types of compliance requirements referred to above. In planning and
performing our audit of compliance, we considered San Diego Second Chance Program’s internal control over
compliance with the types of requirements that could have a direct and material effect on each major federal program
to determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing an
opinion on compliance for each major federal program and to test and report on internal control over compliance in
accordance with the Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of San Diego
Second Chance Program’s internal control over compliance.

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

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

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of

internal control over compliance and the results of that testing based on the requirements of the Uniform Guidance.
Accordingly, this report is not suitable for any other purpose.

Leaficole LLP

San Diego, California
March 29, 2018
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SAN DIEGO SECOND CHANCE PROGRAM
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2017

Section | - Summary of Auditor’s Results:

Financial Statements

Type of auditor’s report issued on whether the financial

statements audited were prepared in accordance with U.S. GAAP: Unmodified

Internal control over financial reporting:
Material weaknesses identified?
Significant deficiencies identified?

Noncompliance material to financial statements noted?

Federal Awards

Type of auditor’s report issued on compliance
for the major programs:

Internal control over major programs:
Material weaknesses identified?
Significant deficiencies identified?

Any audit findings disclosed that are required to be
reported in accordance with 2 CFR 200.516(a)?

Identification of the major programs:
CDFA Number
17.258

17.259

Dollar threshold used to distinguish between
Type A and Type B programs:

Auditee qualified as low-risk auditee?

Section Il - Financial Statement Findings:

Z
o
>
)

Section 11 - Federal Award Findings and Questioned Costs:

None
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Yes X No

Yes X No

Yes X No
Unmodified

Yes X No

Yes X No

Yes X No

Name of Federal Program or Cluster

WIOA Adult Program

WIOA Youth Activities

Yes X No




