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Independent Auditor’s Report 
 

Board of Directors 
Palcare, Inc. 
 
 
Report on the Audit of the Financial Statements 
 
Opinion 
 
We have audited the financial statements of Palcare, Inc. (“Palcare”), a nonprofit organization, which 
comprise the statement of financial position as of June 30, 2022, the related statements of activities, 
functional expenses and cash flows for the year then ended, and the related notes to the financial 
statements. 
 
In our opinion, the accompanying financial statements present fairly, in all material respects, the 
financial position of Palcare as of June 30, 2022, and the changes in its net assets and its cash flows 
for the year then ended in accordance with accounting principles generally accepted in the United 
States of America. 
 
Basis for Opinion 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States 
of America (GAAS) and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. Our responsibilities under those 
standards are further described in the Auditor's Responsibilities for the Audit of the Financial 
Statements section of our report. We are required to be independent of Palcare and to meet our other 
ethical responsibilities, in accordance with the relevant ethical requirements relating to our audit. We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 
 
Responsibilities of Management for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of the financial statements in 
accordance with accounting principles generally accepted in the United States of America, and for the 
design, implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to fraud or 
error. 
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In preparing the financial statements, management is required to evaluate whether there are 
conditions or events, considered in the aggregate, that raise substantial doubt about Palcare’s ability 
to continue as a going concern within one year after the date that the financial statements are issued 
or available to be issued. 
 
Auditor’s Responsibilities for the Audit of the Financial Statements 
 
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditor's report 
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute 
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS and 
Government Auditing Standards will always detect a material misstatement when it exists. The risk of 
not detecting a material misstatement resulting from fraud is higher than for one resulting from error, 
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of 
internal control. Misstatements are considered material if there is a substantial likelihood that, 
individually or in the aggregate, they would influence the judgment made by a reasonable user based 
on the financial statements. 
 
In performing an audit in accordance with GAAS and Government Auditing Standards, we: 
 
• Exercise professional judgment and maintain professional skepticism throughout the audit. 
 
• Identify and assess the risks of material misstatement of the financial statements, whether due to 

fraud or error, and design and perform audit procedures responsive to those risks. Such 
procedures include examining, on a test basis, evidence regarding the amounts and disclosures 
in the financial statements. 

 
• Obtain an understanding of internal control relevant to the audit in order to design audit procedures 

that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of Palcare’s internal control. Accordingly, no such opinion is expressed. 

 
• Evaluate the appropriateness of accounting policies used and the reasonableness of significant 

accounting estimates made by management, as well as evaluate the overall presentation of the 
financial statements. 

 
• Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, 

that raise substantial doubt about Palcare’s ability to continue as a going concern for a reasonable 
period of time. 

 
We are required to communicate with those charged with governance regarding, among other matters, 
the planned scope and timing of the audit, significant audit findings, and certain internal control–related 
matters that we identified during the audit. 
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Supplementary Information 
 
Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. 
The accompanying Child Development Program Supplementary Information, as required by the 
California Department of Education (CDE) and California Department of Social Services (CDSS) Audit 
Guide, 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 GAAS. 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 15, 2022 on our consideration of Palcare’s internal control over financial reporting and on 
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements 
and other matters.  The purpose of that report is solely to describe the scope of our testing of internal 
control over financial reporting and compliance and the results of that testing, and not to provide an 
opinion on the effectiveness of Palcare’s internal control over financial reporting or on compliance. 
That report is an integral part of an audit performed in accordance with Government Auditing 
Standards in considering the Palcare’s internal control over financial reporting and compliance. 
 
 

 
Glendale, California  
December 15, 2022 
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Current assets
Cash and cash equivalents $ 711,281           
Investments 369,569           
Tuition receivable 2,468               
Grants and contracts receivables 345,583           
Prepaid expenses and deposits 8,445               

Total current assets 1,437,346        
Noncurrent assets

Restricted deposit - unemployment reserve account 51,367             
Property and equipment, net 1,635,464        

Total noncurrent assets 1,686,831        

Total assets $ 3,124,177        

Current liabilities
Accounts payable and accrued expenses $ 296,606           
Deferred revenue 54,351             
Note payable, current portion 64,934             

Total current liabilities 415,891           
Noncurrent liabilities

195,803           
Total liabilities 611,694           

Net assets
2,512,483        

-                   
Total net assets 2,512,483        

Total liabilities and net assets $ 3,124,177        

With donor restrictions

ASSETS

LIABILITIES AND NET ASSETS

Note payable, net of current portion

Without donor restrictions
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Without Donor With Donor
Restrictions Restrictions Total

Revenues and support  
Government grants and contracts $ 566,941         $ -                 $ 566,941         
Local grants and contracts 27,963           -                  27,963           
Airport support 465,400         -                  465,400         
Parent fees and tuition 2,568,295      -                 2,568,295      
Corporate/foundation grants 67,500           -                 67,500           
Donations 25,450           -                 25,450           
Fundraising 887                -                 887                
Miscellaneous income 8,477             -                 8,477             

Total revenues and support 3,730,913      -                 3,730,913      

Expenses
Program expenses 3,310,621      -                 3,310,621      
General and administrative 612,331         -                 612,331         
Fundraising 10,939           -                 10,939           

Total expenses 3,933,891      -                 3,933,891      

Loss from operations (202,978)        -                 (202,978)        

Other income (expense), net
Investment income 333                -                 333                
Unrealized loss on investments (67,411)          -                 (67,411)          

Other expense, net (67,078)          -                 (67,078)          

Change in net assets (270,056)        -                 (270,056)        

Net assets, beginning of year 2,782,539      -                 2,782,539      

Net assets, end of year $ 2,512,483      $ -                 $ 2,512,483      
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Program General and Total
Expenses Administrative Fundraising Expenses

Personnel expenses
Salaries, benefits and payroll taxes $ 2,194,636    $ 393,929       $ 10,939         $ 2,599,504    
Contract labor - substitutes 240,981       -               -               240,981       

Total personnel expenses 2,435,617    393,929       10,939         2,840,485    

Other expenses
Advertising 2,546           699              -               3,245           
Conference and training 10,459         1,846           -               12,305         
Covid janitorial/cleaning 2,800           494              -               3,294           
Equipment, maintenance, janitorial and repair 126,530       30,494         -               157,024       
Food 15,908         2,847           -               18,755         
Insurance 24,097         (2,893)          -               21,204         
License, dues and memberships 5,078           26,843         -               31,921         
Interest expense 15,758         2,398           -               18,156         
Occupancy 303,908       54,841         -               358,749       
Postage 11                2                  -               13                
Printing and copying 327              1,214           -               1,541           
Professional fees 71,615         44,476         -               116,091       
Supplies and program expenses 69,682         8,773           -               78,455         
Telephone 34,247         6,339           -               40,586         
Utilities 53,608         9,460           -               63,068         
Other expenses 19,858         32,637         -               52,495         

Total expenses before 
depreciation and amortization 756,432       220,470       -               976,902       

Depreciation and amortization 118,572       (2,068)          -               116,504       

Total expenses $ 3,310,621    $ 612,331       $ 10,939         3,933,891    
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Cash flows from operating activities
Change in net assets $ (270,056)              
Adjustments to reconcile change in net assets
 to net cash used in operating activities:
 Depreciation and amortization 116,504               
 Unrealized loss on investments 67,454                 

Changes in operating assets and liabilities:

 Tuition receivable 567                      
   Grants and contracts receivable (169,620)              

 Prepaid expenses and deposits 14,922                 
 Increase (decrease) in:

 Accounts payable and accrued expenses 72,880                 
 Deferred revenue (95,123)                

Net cash used in by operating activities (262,472)              

Cash flows from investing activity
Purchase of property and equipment (52,941)                

Net cash used in investing activity (52,941)                

Cash flows from financing activity
Repayments of notes payable (63,556)                

Net cash used in financing activity (63,556)                

Net decrease in cash and cash equivalents (378,969)              

Cash and cash equivalents, beginning of year 1,141,617            

Cash and cash equivalents, end of year $ 762,648               

Supplemental disclosure of cash flow information
Interest paid during the year $ 18,156                 

The following table provides a reconciliation of cash and cash equivalents shown above to the cash and
cash equivalents and resticted cash reported in the statement of financial position.

Cash and cash equivalents $ 711,281               
Restricted deposit - unemployment reserve account 51,367                 
             Total $ 762,648               

(Increase) decrease in:
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NOTE 1 NATURE OF ACTIVITIES 
 
Palcare, Inc. (Agency or Palcare) was established as a nonprofit public benefit 
corporation in 1987 to provide a childcare center near San Francisco International 
Airport offering high quality childcare with options for flexible scheduling, at extended 
hours, six days per week. The Agency opened in 1993 and serves families with infant, 
toddler, and preschool-age children. Palcare’s main constituency is families with 
employees based at San Francisco International Airport and local hospitals as well as 
families who live and work elsewhere in the San Francisco Peninsula community. 
 
The County of San Mateo (County) contracts with Palcare on behalf of the San 
Francisco Airport Commission (Commission), to provide childcare for parents working 
at the airport and second priority enrollment for County employees on a preferential 
basis. The Commission has subsidized extended-hour childcare costs at Palcare for 
the children of airport-based employees since 1993. The current contract is for the 
period from July 1, 2018 to June 30, 2023. In accordance with the contract with the 
County, the County pays no more than $300,000 per quarter, up to an annual 
maximum of $1,200,000, through June 30, 2022. The contract is renewed every five 
years.  
 
 

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Basis of Presentation 
The Agency’s financial statements have been prepared on the accrual basis of 
accounting in accordance with accounting principles generally accepted in the United 
States of America (U.S. GAAP) which require the Agency to report information 
regarding its financial position and activities according to the following net asset 
classifications: 
 

Net assets without donor restrictions: Net assets that are not subject to 
donor-imposed restrictions and may be expended for any purpose in performing 
the primary objectives of the Agency. These net assets may be used at the 
discretion of the Agency’s management and the board of directors. 
 
Net assets with donor restrictions: Net assets subject to stipulations imposed 
by donors, and grantors. Some donor restrictions are temporary in nature; those 
restrictions will be met by actions of the Agency or by the passage of time. Other 
donor restrictions are perpetual in nature, whereby the donor has stipulated the 
funds be maintained in perpetuity. As of June 30, 2022, Palcare’s net assets with 
donor restrictions amounted to zero. 



Palcare, Inc. 
Notes to Financial Statements 

Year ended June 30, 2022 
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NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Basis of Presentation (Continued) 

Donor restricted contributions are reported as increases in net assets with donor 
restrictions. When a restriction expires, net assets are reclassified from net 
assets with donor restrictions to net assets without donor restrictions and 
reported in the statement of activities as net assets released from restrictions. 
Donor restricted contributions whose restrictions are met within the same 
reporting period as received are reported as contributions without donor 
restrictions in the accompanying financial statements. 

 
Cash and Cash Equivalents 
Cash and cash equivalents include all monies in banks and highly liquid investments 
with maturity dates of less than three months, which are neither held for nor restricted 
by donors for long term purposes. The carrying value of cash and cash equivalents 
approximates fair value because of the short maturities of those financial instruments. 
 
Tuition Receivables 
The Agency has experienced negligible losses with collecting its receivables and 
consequently considers a provision for uncollected amounts not deemed necessary. 
Management continually monitors the status of receivables through the use of aging 
and other reports. 
 
Grants and Contracts Receivable 
Grants and contracts receivable consists of amounts due from grants and contracts. 
Annually, a review of grants and contracts receivable is conducted to determine 
collectability on past due accounts and an allowance is established based on historical 
data, if necessary. As of June 30, 2022, management determined that no allowance 
was deemed necessary. 

   
Property and Equipment  
Property and equipment are stated at cost, less accumulated depreciation. The 
Agency capitalizes all purchases of property and equipment with a cost of $5,000 or 
more, if donated, at fair value on the date of donation. Equipment purchased through 
a grant is expensed in the year allowed by the granting agency. Depreciation and 
amortization is computed using the straight-line method over the estimated useful lives 
as follows.  
 

Equipment, childcare 5 to 7 years 
Equipment, office 5 years 
Donated equipment 5 to 7 years 
Leasehold improvements 5 to 20 years 
 

Maintenance and repairs that do not extend the useful lives of the respective assets 
are expensed as incurred. 
 

  



Palcare, Inc. 
Notes to Financial Statements 
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NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Fair Value Measurement 
The Agency’s financial instruments include investments. The carrying amount of these 
financial instruments has been estimated by management to approximate fair value. 
Fair value is defined 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.” When determining the inputs used to measure fair value, the 
highest priority is given to observable inputs and lowest priority is given to 
unobservable inputs. Financial Accounting Standards Board (FASB) Accounting 
Standards Codification (ASC) 820-10, Fair Value Measurement, establishes a fair 
value hierarchy to prioritize the inputs used in measuring fair value. 
 
The fair value hierarchy is categorized into three levels based on the inputs as follows: 
 

Level 1: Quoted prices for identical assets and liabilities in active markets. 
 
Level 2: Observable inputs other than Level 1, which include quoted prices for 

similar assets or liabilities in active markets, quoted prices from those 
willing to trade in markets that are not active, or other inputs that are 
observable or can be corroborated by market data for the term of the 
instrument. 

 
Level 3: Unobservable inputs that are supported by little or no market activity and 

that are significant to the fair values of the assets and liabilities. 
 
The Agency measured the fair value of investments using Level 1 inputs (see Note 4). 
 
Donated Services and In-kind Contributions 
Donated professional services are recorded at the respective fair values of the services 
received. Parent volunteers contribute significant amounts of time to the program 
services, administration, and fundraising and development activities; however, the 
financial statements do not reflect the value of these contributed services because they 
do not meet recognition criteria prescribed by U.S. GAAP. For the year ended June 
30, 2022, the Agency did not require parent participation hours of enrolled families due 
to COVID-19, so there were no parent contributed supplies. 
 
Revenue Recognition 
The Agency is supported primarily through tuition, government grants, and 
contributions. 
 
 



Palcare, Inc. 
Notes to Financial Statements 

Year ended June 30, 2022 
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NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 

Revenue Recognition (continued) 
In accordance with Accounting Standard Update (ASU) 2016-14, Not-for-Profit Entities 
(Topic 958) – Presentation of Financial Statements of Not-for-Profit Entities, 
contributions received are recorded as net assets without donor restrictions or net 
assets with donor restrictions, depending on the existence and/or nature of any donor-
imposed restrictions. Contributions that are restricted by the donor are reported as an 
increase in net assets without donor restrictions if the restriction expires in the reporting 
period in which the contribution is recognized. All other donor restricted contributions 
are reported as an increase in net assets with donor restrictions, depending on the 
nature of restriction. When a restriction expires (that is, when a stipulated time 
restriction ends, or purpose restriction is accomplished), net assets with donor 
restrictions are reclassified to net assets without donor restrictions and reported in the 
statements of activities as net assets released from restrictions. 
 
Tuition, fees, contract revenues, and other transaction-based revenue sources are 
recognized when the services have been provided. Funds received in advance of 
earnings are deferred until the earnings process has been complete. 
 
Use of Estimates 
The preparation of financial statements 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 revenue and expenses during the reporting period. 
Actual results could differ from those estimates. 
 
Functional Allocation of Expenses 
The costs of program activities and supporting services have been summarized on a 
functional basis in the statement of functional expenses. The statement presents the 
natural classification of detail of expenses by function. Accordingly, certain costs have 
been allocated among the programs and supporting services benefited. Indirect costs 
such as general and administrative expenses include costs that are not directly 
identifiable with any specific program, but which provide the overall support and 
direction of the Agency. Such expenses which are common to multiple functions have 
been allocated among the various functions benefited either based upon square 
footage or personnel time records. 
 
Tax Exemption Status 
The Agency has received exempt status under section 501(c)(3) of the Internal 
Revenue Code, and Section 23701(d) of the State of California Revenue and Taxation 
Code. The Agency is annually required to file a Return of Organization Exempt from 
Income Tax (Form 990) with the Internal Revenue Service (IRS) along with related 
state filings. The related tax returns are subject to examination by federal and state 
taxing authorities generally for three years after they are filed.  
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NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Tax Exemption Status (continued) 
The Agency has no unrelated business income, and management has analyzed tax 
positions taken and has concluded that, as of June 30, 2022, there are no uncertain 
tax positions taken or expected to be taken that would require recognition of a liability 
or disclosure in the financial statements. 
 
New Accounting Pronouncements Not Yet Adopted 
In February 2016, FASB issued ASU 2016-02, Leases. This accounting standard 
requires organizations that lease assets, to recognize a right-of-use asset and a liability, 
initially measured at the present value of the lease payments, in its balance sheet. 
Lessor accounting is largely unchanged from that applied under current U.S. GAAP. This 
accounting standard will also require additional disclosure about the amount, timing, and 
uncertainty of cash flows arising from leases. This accounting standard is effective for 
fiscal years beginning after December 15, 2021. ASU 2016-02 is effective for the 
Agency beginning July 1, 2022. The Agency has not yet adopted this ASU and is 
currently assessing the impact of this new accounting standard on its financial 
statements. 
 
 

NOTE 3 LIQUIDITY AND AVAILABILITY OF FINANCIAL ASSETS 
 

At June 30, 2022, the Agency’s financial assets available for general expenditures 
consist of the following: 
 

 
As part of the Agency’s liquidity management, the Agency has the policy to structure 
its financial assets to be available as its general expenditures, liabilities, and other 
obligations come due. In addition, the Agency invests cash in excess of daily 
requirements, if available, in short-term investments. 
  

Financial assets at year end:
Cash and cash equivalents $ 711,281      
Investments 369,569      
Tuition receivables 2,468          
Grants receivables 345,583      

1,428,901   

Less net assets with donor restrictions -                  

Financial assets available to meet general 
expenditures over the next twelve months $ 1,428,901   
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Notes to Financial Statements 

Year ended June 30, 2022 
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NOTE 4 INVESTMENTS 
 

Investments consist of mutual funds, which are considered to be investments held for 
resale and reported at fair market value. The composition and fair value of investments 
on June 30, 2022, is as follows: 
 

 
 
Investment activity for the year ended June 30, 2022 is as follows: 
 

 
 
NOTE 5 GRANT AND CONTRACTS RECEIVABLES 
 

Grants and contracts receivable as of June 30, 2022 are compromised of the following: 
 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Quoted Prices in 
Active Markets for 

Identical Assets
Fair Value (Level 1)

Mutual Funds $ 369,569                $ 369,569                      

Investments balance, as of June 30, 2021 $ 437,023                      
Unrealized loss on investments (67,454)                       
Investments balance, as of June 30, 2022 $ 369,569                      

San Francisco International Airport 
- Childcare Facilities and Services Subsidy $ 142,921         

San Mateo County  - Tuition Assistance Program 300                
California Department of Education

 - California State Preschool Program (CSPP) 40,919           
California Department of Social Services

 - General Child Care and Development Program (CCTR) 161,443         
Total grants and contracts receivable $ 345,583         



Palcare, Inc. 
Notes to Financial Statements 

Year ended June 30, 2022 
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NOTE 6 PROPERTY AND EQUIPMENT 
 
Property and equipment as of June 30, 2022 consisted of the following: 
 

 
Depreciation and amortization for the year ended June 30, 2022 amounted to 
$116,504. 

 
 
NOTE 7  CONCENTRATION OF RISK 

 
The Agency’s cash and cash equivalents are held by several financial institutions. At 
June 30, 2022, the amount exceeding the federally insured limits is approximately 
$219,628. The Agency does not believe it is exposed to any significant credit risk as 
the financial institutions are considered very substantial entities within the financial 
community. 
 
At June 30, 2022, grants and contracts receivable are primarily due from two funders 
(see Note 5). In addition, the Agency receives approximately 29% of its support from 
the federal, state, and local governments. A significant reduction in the level of this 
support could affect the Agency’s ability to continue to provide services. 
 
Substantially all non-management employees of the Agency are covered by a 
collective bargaining agreement. The inability to negotiate terms or dependence on 
these workers create a concentration of services. The loss of services or any service 
disruption could impact the Agency’s ability to provide services. 
 
 

NOTE 8  EMPLOYEE BENEFITS 
 
The Agency offers all of its full-time permanent employees health insurance coverage 
in a health maintenance organization and offers a 403(b) deferred compensation plan 
with no employer match. 
 
 
 
 
 
 
 
 
 

Equipment, childcare $ 206,566          
Equipment, office 8,090              
Donated equipment 7,733              
Leasehold improvements 2,532,843       

Total property and equipment 2,755,232       
Accumulated depreciation and amortization (1,119,768)     

Property and equipment, net $ 1,635,464       



Palcare, Inc. 
Notes to Financial Statements 

Year ended June 30, 2022 
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NOTE 8  EMPLOYEE BENEFITS (CONTINUED) 
 
Employees of the Agency are entitled to paid vacation based on length of service and 
other factors. Employees have the vested right to accumulated vacation upon hiring. 
As of June 30, 2022, the Agency has recorded an accrued vacation liability of $87,557, 
which is recorded as a component of accounts payable and accrued expense in the 
accompanying statement of net position. Sick leave benefits are accumulated for each 
employee, however, employees do not gain a vested right to the accumulated sick 
leave. Accumulated employee sick leave benefits are therefore not recognized as a 
liability by the Agency, and sick leave benefits are recorded as expenditures in the 
period taken. 
 
 

NOTE 9  UNEMPLOYMENT RESERVE DEPOSIT 
 
The Agency elected to be self-insured for employment benefits starting in 2021. 
As of June 30, 2022, the Agency’s balance in the unemployment reserve account is 
$51,367 and is presented as a noncurrent asset in the accompanying statement of 
financial position. 

 
 
NOTE 10 NOTE PAYABLE 

 
In March 2020, the Agency obtained a secured note payable in the amount of 
$350,000. Proceeds from the loan are intended to be used for construction costs 
associated with the Tidepools Infant Center. The loan bears an interest rate of 5.25% 
with monthly payments of $6,656. As of June 30, 2022, the note payable has the 
following balance: 
 

 
Interest on the loan charged as expense on the note amounted to $ 18,156 for the year 
ended June 30, 2022. 
 
Future principal payments on the note payable are as follows: 
 

 
 
 
 

. 
 

Notes payable balance as of June 30, 2022 $ 260,737           
Less current portion (64,934)            
Note payable, net of current portion $ 195,803           

 Year ending June 30 Amount
2023 $ 64,934             
2024 69,254             
2025 73,864             
2026 52,685             
Total $ 260,737           
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NOTE 11  COMMITMENTS 
 
Collective Bargaining 
Substantially all non-management employees of the Agency are covered, by a 
collective bargaining agreement with the Communications Workers of America, which 
was effective November 27, 2018 through October 1, 2020. The contract was extended 
until October 31, 2021. A new agreement was signed and it is effective from November 
1, 2021 to October 31, 2024. 
 
Leases 
The Agency’s lease relating to its premises with the County of San Mateo extends 
through June 30, 2031. The lease requires annual increases equal to the increase in 
the consumer price index, not to exceed 5%. Minimum lease payments currently 
required under the lease approximate $151,000 per year. 
 
The Agency entered into a lease with 1001 California Drive LLC, effective July 1, 2017 
for classroom space. The Agency plans to open two classrooms to serve 40 infant 
children. The lease extends through June 30, 2026. The lease requires annual 
increases to equal to 2% per annum through the lease term with minimum lease 
payments of $165,000 per year. 
 
In addition, the Agency leases certain office equipment through 2022. 
 
For the year ended June 30, 2022, the facilities rent and equipment lease, including 
month-to-month and long-term leases, totaled $361,864. Future minimum lease 
payments are as follows: 
 

 
 

NOTE 12  CONTINGENCIES 
 
Grant awards require the fulfillment of certain conditions as set forth in the instrument 
of grant. Failure to fulfill the conditions could result in the return of the funds to the 
grantors. The Agency deems this contingency remote since by accepting the grants 
and related terms, it has accommodated the objectives of the Agency to the provisions 
of the grants. The Agency’s management is of the opinion that the Agency has 
complied with the terms of all grants. 
 
 
 
 
 

Year ending June 30 Amount
2023 $ 333,977           
2024 337,491           
2025 341,075           
2026 174,949           

Thereafter 158,296           
Total $ 1,345,788        



Palcare, Inc. 
Notes to Financial Statements 

Year ended June 30, 2022 
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NOTE 13 SUBSEQUENT EVENTS 
 
The Agency has evaluated events or transactions that occurred subsequent to  
June 30, 2022 through December 15, 2022, the date the accompanying financial 
statements were available to be issued, for potential recognition or disclosure in the 
financial statements and determined that no subsequent events occurred require 
disclosure or adjustment in the accompanying financial statements other than the 
matter described below: 
 
Subsequent to year-end, an Infrastructure Grant from CDSS amounting to $36,778 
was awarded to the Agency for the reimbursement of the playground facility renovation 
of the preschool wing. The grant term is July 1, 2022 up to June 30, 2023. 



 

 

SUPPLEMENTARY INFORMATION 
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Federal Grantor/ Program
Pass Through Grantor/ or Award Award Revenue

Program Title Number Amount Recognized Expenditures
State Awards

California Deptartment of Social Services
General Child Care CCTR-1254 322,242           322,242           322,242           
First 5 QRIS 27,963             27,963             27,963             

California Deptartment of Education
State Preschool CSPP-1528 244,699           244,699           244,699           

TOTAL STATE AWARDS 594,904           594,904           594,904           

Local Awards

Passed through County of San Mateo 
 San Francisco Airport Commission Support 465,400           465,400           465,400           

TOTAL LOCAL AWARDS 465,400           465,400           465,400           

Total State and Local Awards $ 1,060,304        $ 1,060,304        $ 1,060,304        



Palcare, Inc. 
Combining Statement of Activities – CDE Basis 

Year ended June 30, 2022 
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Total CA Non-CA
Child Development Child Development

CCTR-1254 CSPP-1528 Programs Programs Total
Revenues and Support

Government grants and contracts $ 322,242        $ 244,699      $ 566,941             $ -                     $ 566,941        
Local grants and contracts -                -              -                     27,963               27,963          
Airport support -                -              -                     465,400             465,400        
Parent fees and tuition -                -              -                     2,568,295          2,568,295     
Corporate/foundation grants -                -              -                     67,500               67,500          
Donations -                -              -                     25,450               25,450          
Fundraising -                -              -                     887                    887               
Miscellaneous income -                -              -                     8,477                 8,477            

Total revenues and support 322,242        244,699      566,941             3,163,972          3,730,913     

Expenses
Program expenses 1,712,550     1,479,455   3,192,005          44                      3,192,049     
General and administrative 170,000        150,000      320,000             292,331             612,331        
Fundraising -                -              -                     10,939               10,939          
Other expense, net -                -              -                     67,078               67,078          

Total expenses before depreciation 
   and amortization 1,882,550     1,629,455   3,512,005          370,392             3,882,397     

Depreciation and amortization 67,317          51,255        118,572             -                     118,572        

Total expenses 1,949,867     1,680,710   3,630,577          370,392             4,000,969     

Change in net assets $ (1,627,625)    $ (1,436,011)  $ (3,063,636)         $ 2,793,580          $ (270,056)      
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Expenditures CCTR-1254 CSPP-1528 Total
1000 Certificated Personnel Sal. $ 987,167       $ 812,504       $ 1,799,671    
2000 Classified Personnel Sal. 210,878       164,233       375,111       
3000 Employee Benefits 148,439       112,401       260,840       
4000 Books and Supplies 30,320         33,112         63,432         
5000 Services and other operating expense 335,026       356,395       691,421       
6000 Capital Outlay 720              810              1,530           

6100/6200 Other Approved Capital Outlay -               
6400 New Equipment -               -               -               
6500 Equipment Replacement -               -               -               
Admin Cost 170,000       150,000       320,000       

Depreciation on assets not purchased with public funds 67,317         51,255         118,572       
Start-up expenses - service level exemption -               -               -               

Total $ 1,949,867    $ 1,680,710    $ 3,630,577    



Palcare, Inc. 
Schedule of Claimed Equipment Expenditures 

Year ended June 30, 2022 
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Unit Cost Under $10,000 Per Item CCTR 1254 CSPP 1528 Total
None $ -               $ -               $ -               

$ -               $ -               $ -               

Unit Cost $10,000 or more per item with prior written approval
None $ -               $ -               $ -               

Total $ -               $ -               $ -               



Palcare, Inc. 
Schedule of Claimed Expenditures for Renovation and Repairs 

Year ended June 30, 2022 
 
 

See accompanying notes to the supplementary information. 
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Unit Cost Under $10,000 Per Item CCTR-1254 CSPP-1528 Total
None $ -               $ $ -               

$ -               $ -               $ -               

Unit Cost $10,000 or more per item with prior written approval
None $ -               $ -               $ -               

Total $ -               $ -               $ -               



Palcare, Inc. 
Schedule of Claimed Administrative Costs 

Year ended June 30, 2022 
 
 

See accompanying notes to the supplementary information. 
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CCTR-1254 CSPP-1528 Total
Indirect Costs $ 170,000       $ 150,000       $ 320,000       
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Schedule of Claimed Start-up Expenses 
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There were no claimed startup expenses for the year ended June 30, 2022. 
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Year ended June 30, 2022 
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There were no claimed budget and impasse credit expenses for the year ended June 30, 2022. 
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Note 1 BASIS OF PRESENTATION 
 

The accompanying schedule of expenditures of state and local awards (schedule) includes 
the grant activity of Palcare, Inc. and is presented on the accrual basis of accounting. The 
information in the schedule is presented in accordance with the reporting requirements of 
the California Department of Education. Therefore, some amounts presented in the 
schedule may differ from amounts presented in, or used in the preparation of, the basic 
financial statements and supplementary schedules. 
 

Note 2  ALLOWABLE AND UNALLOWABLE COSTS 
 
The following are the allowable and unallowable costs for the Child Development Program 
in accordance with the applicable requirements from the related funding terms & 
conditions: 
 
A. Interest expense is only allowable as a reimbursable cost in certain circumstances 

when it has been preapproved by the administering state department or relates to the 
lease purchase, acquisition, or repair or renovation of early learning and care facilities 
owned or leased by the contractor. Allowable interest expense of $1,564 for CCTR-
1254 relating to the note payable for the renovation of the childcare facility was 
claimed as a reimbursable expense for the year ended June 30, 2022. 

 
B. All expenses claimed for reimbursement under a related party rent transaction must 

be supported by a fair market rental estimate from an independent appraiser, licensed 
by the California Office of Real Estate Appraisers. No related party rent expense was 
claimed as a reimbursable expense for the year ended June 30, 2022. 

 
C. Bad debt expense is unallowable unless it relates to uncollected family fees 

documentation of adequate collection attempts exists. No bad debt expense was 
claimed to a child development contract for the year ended June 30, 2022. 
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Independent Auditor’s Report on Internal Control Over Financial Reporting and  
on Compliance and Other Matters Based on an Audit of Financial Statements 

Performed in Accordance with Government Auditing Standards 
 
 
Board of Directors 
Palcare, Inc. 
 
 
We have audited, 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, the financial statements of Palcare, Inc 
(“Palcare”) as of and for the year ended June 30, 2022, and the related notes to the financial 
statements, and have issued our report thereon dated December 15, 2022. 
 
Report on Internal Control Over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered Palcare's internal 
control over financial reporting (internal control) as a basis for designing audit procedures that are 
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, 
but not for the purpose of expressing an opinion on the effectiveness of Palcare's internal control. 
Accordingly, we do not express an opinion on the effectiveness of Palcare'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 financial statements will not be prevented or detected and 
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, 
in internal control that is less severe than a material weakness, yet important enough to merit attention 
by those charged with governance. 
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any 
deficiencies in internal control that we consider to be material weaknesses. However, material 
weaknesses or significant deficiencies may exist that have not been identified. 
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Report on Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether Palcare's  financial statements are free from 
material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and 
material effect on the financial statements. However, providing an opinion on compliance with those 
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The 
results of our tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards. 
 
Purpose of this Report 
 
The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of 
Palcare's internal control or on compliance. This report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering Palcare’s internal control and 
compliance. Accordingly, this communication is not suitable for any other purpose. 
 
 

 
Glendale, California 
December 15, 2022 
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There were no findings and questioned costs for the year ended June 30, 2022. 
 



Palcare, Inc. 
Status of Prior Year Findings 

Year ended June 30, 2022 
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There were no prior year findings noted. 
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