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INDEPENDENT AUDITORS’ REPORT
To the Board of Directors
Friends of Southwest Virginia
Abingdon, Virginia
We have audited the accompanying financial statements of Friends of Southwest Virginia (a
non-profit organization) which comprise the statement of financial position as of June 30, 2013,
and the related statements of activities and cash flows for the year then ended, and the related
notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these 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
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Friends of Southwest Virginia as of June 30, 2013, and the changes in
net assets and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.
Other Matters
Other Information
Our audit was conducted for the purpose of forming an opinion on the financial statements taken
as a whole. The accompanying schedule of functional expenses is presented for purposes of
additional analysis and is not a required part of the financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting and
other records used to prepare the financial statements. The information has been subjected to the

auditing procedures applied in the audit of the financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly
stated in all material respects in relation to the 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
December 13, 2013 on our consideration of Friends of Southwest Virginia internal control over
financial reporting and on our tests if 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 the internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit report performed in
accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

HICOK, FERN, BROWN & GARCIA
CERTIFIED PUBLIC ACCOUNTANTS
December 13, 2013
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
To the Board of Directors
Friends of Southwest Virginia
Abingdon, Virginia

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 Friends of Southwest Virginia (a nonprofit organization), which comprise the
statement of financial position as of June 30, 2013, and the related statements of activities, and
cash flows for the year then ended, and the related notes to the financial statements, and have
issued our report thereon dated December 13, 2013.
Internal Control Over Financial Reporting
In planning and performing our audit of the financial statements, we considered Friends of
Southwest Virginia’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 financial statements, but not for the purpose of expressing an opinion on the
effectiveness of Friends of Southwest Virginia’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 combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’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.
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Hicok, Fern, Brown & Garcia
Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Our consideration of internal control over financial reporting 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 and therefore,
material weaknesses or significant deficiencies may exist that were not identified. 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. We did identify certain deficiencies in internal control, described in the following
paragraph that we consider to be significant deficiencies.
The Organization received a check from a grantor and erroneously deposited the funds in
the bank account of another organization. Additionally, all revenues and expenses related
to the grant were recorded on the books of the other organization. The grant was
awarded to Friends of Southwest Virginia; however the revenues and expenses related to
that grant were not reflected on their books.
Management Response and planned corrective action:

Friends of Southwest Virginia’s response to the finding identified in our audit is described
previously. The response was not subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we express no opinion on it.
Compliance and Other Matters
As part of obtaining reasonable assurance about whether Friends of Southwest Virginia’s
financial statements are free of 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.
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Purpose of this Report

This 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.

HICOK, FERN, BROWN & GARCIA
CERTIFIED PUBLIC ACCOUNTANTS
December 13, 2013
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Friends of Southwest Virginia
Abingdon, Virginia
Statement of Financial Position
At June 30, 2013
TOTAL
ASSETS
Current Assets:
Cash and cash equivalents - unrestricted
Cash and cash equivalents - restricted
Due from grantor
Due from contractor
Accounts receivable
Inventory
Deposits
Total Current Assets

$

Long-term Assets:
Property & equipment (Note 3)
Accumulated depreciation
Total Long-term Assets

253,239
58,638
349,369
129,159
16,441
234,509
7,283
1,048,638

322,570
(73,587)
248,983

Total Assets

$

1,297,621

$

30,000
177,979
10,171
218,150

LIABILITIES & NET ASSETS
Liabilities
Total Current Liabilities:
Grants Payable
Accounts payable
Accrued Expenses
Total Current Liabilities
Net Assets
Unrestricted
Temporarily restricted (Note 4)
Total Net Assets

1,020,833
58,638
1,079,471
$

Total Liabilities & Net Assets

The Notes to Financial Statements are an integral part of this statement.
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1,297,621

Friends of Southwest Virginia
Abingdon, Virginia
Statement of Activities
For the Year Ended June 30, 2013

TEMPORARILY
RESTRICTED

UNRESTRICTED
SUPPORT & REVENUE:
Federal grants
State grants
Local grants
Heartwood operations
Contributions
Other income

$

Net assets released from restrictions:
Satisfaction of program restrictions

810,414
994,429
12,423

$

362,578

303,723
52,161
58,050
-

TOTAL
AGENCY
$

(362,578)

303,723
52,161
58,050
810,414
994,429
12,423

-

TOTAL SUPPORT & REVENUE

2,179,844

51,356

2,231,200

EXPENSES:
Program Expenses
General and Administrative
Fundraising

1,363,055
896,173
35,500

-

1,363,055
896,173
35,500

TOTAL EXPENSES

2,294,728

-

2,294,728

CHANGE IN NET ASSETS

(114,884)

NET ASSETS AT BEGINNING
OF YEAR
NET ASSETS AT END
OF YEAR

51,356

1,135,717
$

1,020,833

7,282
$

The Notes to Financial Statements are an integral part of this statement.
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(63,528)

58,638

1,142,999
$

1,079,471

Friends of Southwest Virginia
Abingdon, Virginia
Statement of Cash Flows
For the year ended June 30, 2013

AMOUNT
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustment to reconcile changes in net cash
used in operating activities:
Bad debt expense
Depreciation
Loss on disposal of assets
(Increase) decrease
Due from grantor
Due from contractor
Accounts receivable
Inventory
Deposits
Increase (decrease)
Accounts payable
Grants payable
Accrued expenses

$

(63,528)

4,250
39,183
12,339
(99,369)
8,539
(12,479)
57,762
(7,283)
42,867
30,000
10,171

NET CASH PROVIDED (USED) IN
OPERATING ACTIVITIES

22,452

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of fixed assets
Deposits
NET CASH PROVIDED (USED) IN
INVESTING ACTIVITIES

23,303

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

45,755

(9,560)
32,863

CASH AND CASH EQUIVALENTS, BEGINNING

266,122

CASH AND CASH EQUIVALENTS, ENDING

$

The Notes to Financial Statements are an integral part of this statement.
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311,877

Friends of Southwest Virginia
Notes to Financial Statements
June 30, 2013
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Activities
Friends of Southwest Virginia (“the Organization”) is a nonprofit corporation designed to
stimulate the economic growth of Southwest Virginia by promoting the cultural and natural
assets in the region. The primary mission is to provide educational and cultural opportunities for
the general public and students of the region, and showcase the cultural assets of the region at
Heartwood: Southwest Virginia’s Artisan Gateway.
Basis of Accounting
Friends of Southwest Virginia uses the accrual method of accounting for financial reporting.
Under this method, revenues and expenses are reflected in the accounts in the period in which
they are considered to have been earned or incurred.
Cash & Cash Equivalents
Cash equivalents consist of highly liquid investments with an initial maturity of three months or
less. At June 30, 2013, $ 94,099 was in excess of FDIC coverage.
Accounts Receivable
Accounts receivable are stated at unpaid balances. The Organization provides for losses on
accounts receivable using the allowance method. It is the Organization’s policy to charge off
uncollectible accounts receivable when management determines the receivable will not be
collected. As of June 30, 2013, management determined the allowance to be $-0-.
Property and Equipment
It is the Organization’s policy to capitalize property and equipment. Purchased property and
equipment is capitalized at cost. Donations of property and equipment are recorded as
contributions at their estimated fair value. Such donations are reported as unrestricted
contributions 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 contributions. Absent donor
stipulations regarding how long these 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.
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Friends of Southwest Virginia
Notes to Financial Statements
June 30, 2013
Inventories
Inventories consist of cultural crafts and are stated at the lower of cost or market value. At the
end of each month, any spoiled or damaged goods are removed from the cost of inventory and
expensed.
Grants
The Organization receives grants and contracts from federal and state agencies, as well as from
private organizations, to be used for specific purposes. The excess of reimbursable expenditures
over cash receipts is included in Due from Grantor. Any excess of cash receipts over
reimbursement expenditures is included in restricted cash or deferred revenue.
Due From Contractor
The Organization has entered into a contract with GSI to operate and manage the activities of
Heartwood. Each month the Organization is reimbursed for all monies collected from the
operations.
Grants Payable
The Organization acts as fiscal agent on various grants. Funds received under these
arrangements with grantor restrictions are held and designated as restricted cash. When the
grantor restrictions have been satisfied, the funds are disbursed to the recipient or reclassified to
grants payable until the funds are requested.
Income Taxes
The Organization is exempt from federal and state income taxes under Section 501(c)(3) of the
Internal Revenue Code. However, income from certain activities not directly related to the
Organization’s tax-exempt purpose is subject to taxation as unrelated business income.
The Organization’s form 990, Return of Organization Exempt from Income Taxes, for the years
ending June 30, 2012 and 2013 are subject to examination by the IRS, generally for 3 years after
they are filed.
Financial Statement Presentation
Friends of Southwest Virginia’s financial statements are presented in accordance with Financial
Accounting Standards Board (FASB) Codification 958-205. Net assets of the organization are
reported based on the existence of donor or grantor imposed restrictions. The following
classifications are used to report the net assets of Friends of Southwest Virginia.
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Friends of Southwest Virginia
Notes to Financial Statements
June 30, 2013
Temporarily Restricted – The part of the net assets of the organization resulting (a) from
inflows of assets whose use by the organization is limited by donor or grantor imposed
stipulations that either expires by passage of time or can be fulfilled and removed by
actions of the organization pursuant to those stipulations, (b) from other asset
enhancements and diminishments subject to the same kinds of stipulations, and from
reclassification to or (c) from other classes of net assets as a consequence of donor or
grantor imposed stipulations, their expiration by passage of time, or their fulfillment and
removal by actions of the organization pursuant to those stipulations.

Unrestricted – The part of net assets of the organization that is not temporarily restricted
by donor or grantor imposed stipulations.
The Organization reports grants of cash and other assets as restricted support if they are received
with grantor stipulations that limit the use of the grant asset. When the grantor restriction
expires, that is, when a stipulated time restriction ends or 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.
Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting
principles requires management of the Organization to make a number of estimates and
assumptions relating to the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the period. Significant items subject to such estimates and
assumptions include the carrying amount of property, plant and equipment; valuation allowances
for receivables and inventories; and assets and obligations related to employee benefits.
Accordingly, actual results could differ from those estimates.
NOTE 2 - PROPERTY, PLANT AND EQUIPMENT

Equipment
Furniture & Fixtures
Totals

Balance
June 30, 2012
$
282,125 $
46,552
$
328,677 $

Balance
Additions
Dispositions
June 30, 2013
7,085 $
(14,601) $
274,609
2,475
(1,066)
47,961
9,560 $
(15,667) $
322,570
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Friends of Southwest Virginia
Notes to Financial Statements
June 30, 2013

Equipment and furniture & fixtures have lives of 2-10 years.
Depreciation for fixed assets has been provided over the estimated useful lives listed above using
the straight-line method. For purchased fixed assets, the cost is used as the basis for depreciation.
Donated fixed assets are depreciated using net book value as the basis and remaining useful life
for the life of the asset. Depreciation and amortization for the period ended June 30, 2013
amounted to $ 39,183.
.
NOTE 3 – RESTRICTED NET ASSETS
Temporarily restricted net assets are available for the following purpose:

Amount
Time or purpose restricted for period after
June 30, 2013

$

58,638

TOTAL

$

58,638

NOTE 4 – FAIR VALUE OF FINANCIAL INSTRUMENTS
The estimated fair values of financial instruments under FASB Codification 825-10, Disclosures
About Fair Value of Financial Instruments, as amended by FASB Codification 820-10, are
determined based on relevant market information. These estimates involve uncertainty and
cannot be determined with precision. The following methods and assumptions are used to
estimate the fair value of each class of financial instrument:
The carrying amounts of cash, receivables, inventory, and payables on the statement of financial
position approximate fair value due to the short-term nature of these items.
FASB Codification 820-10 defines fair value as the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. FASB Codification 820-10 also establishes a fair value hierarchy which
requires the use of observable inputs and minimizes the use of unobservable inputs when
measuring fair value. The standard describes three levels of inputs that may be used to measure
fair value:
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Friends of Southwest Virginia
Notes to Financial Statements
June 30, 2013

Level 1 Quoted prices in active markets for identical assets or liabilities that the reporting
entity has the ability to access at the measurement date.
Level 2 Inputs other than quoted prices included within Level 1 that are observable for
assets or liabilities, either directly or indirectly through corroboration with
observable market data. 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 markets that are not active, (c) inputs other than quoted prices that are
observable for the asset or liability (for example, interest rates and yield curves
observable at commonly quoted intervals, volatilities, prepayment speeds, loss
severities, credit risks, and default rates), and (d) inputs that are derived
principally from or corroborated by observable market data by correlation or other
means.
Level 3 Unobservable inputs used to measure fair value to the extent that observable
inputs are not available and that are supported by little or no market activity for
the asset or liability at the measurement date.

NOTE 5 – OPERATING LEASE
The Organization has a noncancelable operating lease for a copier that expires September 2015.
The lease contains a month to month renewal option and requires the Organization to pay all
executory costs such as taxes, maintenance and insurance. Rental expense for the lease totaled
$3,607 for the year ended June 30, 2013.
The following is a schedule by year of future minimum rental payments required under the
operating lease agreement:
Year Ending June 30:
2014
2015
2016

$

$
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3,607
3,607
601
7,815

Friends of Southwest Virginia
Notes to Financial Statements
June 30, 2013
NOTE 6 – COMMITMENTS
The Organization has partnered with other non-profit organizations for the purpose of economic
development and has pledged matching grants. As of June 30, 2013, the Organization
committed $59,250 and $60,000 to The Crooked Road and Round the Mountain, respectively
under the Virginia Tourism Marketing Leverage Program. In FY 2012, the Organization also
committed $100,000 to Round the Mountain under the Appalachian Regional Commission
Southwest Virginia Economic Development Initiative grant. As of June 30, 2013, the
Organization is obligated for $71,697 under the commitment.
NOTE 8 – SUBSEQUENT EVENTS
Subsequent events have been evaluated as of December 13, 2013, which is the date the financial
Statements were issued. There have no recognized or unrecognized events.
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FRIENDS OF SOUTHWEST VIRGINIA

SUPPLEMENTARY INFORMATION

June 30, 2013

Friends of Southwest Virginia
Abingdon, Virginia
Statement of Functional Expenses
For the year ended June 30, 2013

SCHEDULE 1

Bank service charges
Bad Debt Expense
Contractual
Contributions
Depreciation
Dues and subscriptions
Economic impact study
Fundraising
Loss on disposal of assets
Heartwood - food and beverage costs
Heartwood - retail inventory
Heartwood - management fees
Heartwood - building maintenance
Insurance
Licenses and permits
Marketing grant
Meals, travel and meetings
Miscellaneous
Office expense
Payroll expense
Professional fees
Recruiting
Rent
Utilities
Website development

Management &
General

Program Expenses

Expense Classification
$

311,198
526,186
450,030
22,157
150
46,541
6,793

$

$

1,363,055 $

130
4,250
61,683
39,183
5,609
64,325
12,339
274,692
120,000
67,982
20,938
55
4,146
18,708
22,874
19,659
48,442
11,105
6,912
93,141
-

Fundraising
$

896,173 $

35,500
-

Totals

$

35,500 $

130
4,250
61,683
311,198
39,183
5,609
64,325
35,500
12,339
800,878
450,030
120,000
67,982
20,938
55
22,157
4,146
18,858
22,874
66,200
48,442
11,105
6,912
93,141
6,793
2,294,728

