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Independent Auditor’s Report 

To the Board of Directors 
DAP Health, Inc. 
Palm Springs, California 

Report on the Audit of the Financial Statements 

Opinion 

We have audited the financial statements of DAP Health, Inc. (Organization), which comprise the 
statement of financial position as of June 30, 2025, and the related statements of activities, functional 
expenses, and cash flows for the year then ended, and the related notes to the financial statements. 

In our opinion, the accompanying  financial statements referred to above present fairly, in all material 
respects, the financial position of DAP Health, Inc. as of June 30, 2025, 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 (Government Auditing Standards). Our 
responsibilities under those standards are further described in the Auditor’s Responsibilities for the 
Audit of the Financial Statements section of our report. We are required to be independent of the 
Organization and to meet our other ethical responsibilities, in accordance with the relevant ethical 
requirements relating to our audit. We believe that the audit evidence we have obtained is sufficient 
and appropriate to provide a basis for our audit opinion. 

Responsibilities of Management for the Financial Statements 

Management is responsible for the preparation and fair presentation of these 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 the Organization’s ability to 
continue as a going concern for one year after the date that the financial statements are 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 the Organization’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 the Organization’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, 
the planned scope and timing of the audit, significant audit findings, and certain internal control–related 
matters that we identified during the audit.  

Report on Summarized Comparative Information 

We have previously audited the 2024 financial statements of the Organization, and we expressed an 
unmodified audit opinion on those financial statements in our report dated March 18, 2025. In our 
opinion, the summarized comparative information presented herein as of and for the year ended June 
30, 2024, is consistent, in all material respects, with the audited financial statements from which it has 
been derived.
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Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated February 6, 
2026, on our consideration of the Organization’s internal control over financial reporting and on our 
tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements and 
other matters. The purpose of that report is solely to describe the scope of our testing of internal 
control over financial reporting and compliance and the results of that testing, and not to provide an 
opinion on the effectiveness of the Organization’s internal control over financial reporting or on 
compliance. That report is an integral part of an audit performed in accordance with Government 
Auditing Standards in considering the Organization’s internal control over financial reporting and 
compliance. 

Fargo, North Dakota 
February 6, 2026 
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DAP Health, Inc. 
Statement of Financial Position – Assets 

June 30, 2025 
(With Comparative Totals for June 30, 2024) 

Without Donor With Donor 2024
Restrictions Restrictions Total Total

Assets

Current Assets
Cash and cash equivalents 19,474,260$    127,032$          19,601,292$    9,642,613$      
Receivables 

Patient 41,613,784      - 41,613,784 21,577,675      
Other 399,464   - 399,464 371,902      

Pledges receivable, current - 124,297 124,297 92,839        
Inventory 

Pharmacy 953,431   - 953,431 1,074,925   
Revivals 697,083   - 697,083 444,431      

Prepaid expenses 1,492,587         - 1,492,587 1,528,165   
Due to (due from) other funds (1,433,931)       1,433,931       -  -         

Total current assets 63,196,678      1,685,260       64,881,938  34,732,550      

Property and Equipment, Net 42,333,810      - 42,333,810 41,311,935      

Right of Use Assets 31,953,932      - 31,953,932 32,981,182      

Other Assets 
Investments 4,110,333 9,795,857       13,906,190  11,725,205
Pledges receivable, net 

of current portion - 1,010,496 1,010,496     1,583,744   
Art collection 1,556,600         3,500    1,560,100     1,560,100   
Deposits and other 405,316   - 405,316 411,879      
Charitable remainder trust

receivable - 11,540 11,540 11,540        
Investment - annuity/

insurance policy -      -    -  353,759      
Goodwill, net 20,103,219 - 20,103,219 22,455,196

Total other assets 26,175,468      10,821,393    36,996,861  38,101,423      

Total assets 163,659,888$  12,506,653$    176,166,541$  147,127,090$  

2025
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DAP Health, Inc. 
Statement of Financial Position – Liabilities and Net Assets 

June 30, 2025 
(With Comparative Totals for June 30, 2024) 

Without Donor With Donor 2024
Restrictions Restrictions Total Total

Liabilities and Net Assets

Current Liabilities
Current portion 

Long-term debt 969,586$          -$  969,586$          12,603,970$    
Lease liabilities 4,983,884         - 4,983,884 4,670,729         

Accounts payable 15,951,981      - 15,951,981 11,769,682      
Accrued expenses 

Salaries and wages 3,143,199         - 3,143,199 3,218,968         
Vacation 3,097,535         - 3,097,535 2,567,775         
Payroll taxes and other 1,695,850         - 1,695,850 364,760            
Interest 2,121,782         - 2,121,782 1,014,383         

Deferred revenue 2,556,339         - 2,556,339 2,676,339         

Total current liabilities 34,520,156      - 34,520,156 38,886,606      

Long-Term Liabilities
Long-term debt, less 

current portion 37,451,057      - 37,451,057 26,578,669      
Lease liabilities, less 

current portion 27,810,292      - 27,810,292 28,946,990      

Total long-term 
liabilities 65,261,349      - 65,261,349 55,525,659      

Total liabilities 99,781,505      - 99,781,505 94,412,265      

Net Assets
Without donor restrictions 61,749,041      - 61,749,041 38,741,097      
Without donor restrictions - 

board designated 2,129,342         - 2,129,342 2,091,641         
With donor restrictions - 12,506,653 12,506,653 11,882,087      

Total net assets 63,878,383      12,506,653      76,385,036      52,714,825      

Total liabilities and
net assets 163,659,888$  12,506,653$    176,166,541$  147,127,090$  

2025
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DAP Health, Inc. 
Statement of Activities 

Year Ended June 30, 2025 
(With Comparative Totals for the Year Ended June 30, 2024) 

Without Donor With Donor 2024
Restrictions Restrictions Total Total

Support and Revenue
Support 

Contributions, net 3,733,636$      943,451$          4,677,087$      6,928,535$      
Fundraising/special events 1,025,660         - 1,025,660 1,454,752   
Fundraising/thrift 

stores, net 840,079   - 840,079 494,226      
Contributed non-

financial assets 7,675,998         - 7,675,998 7,056,856   
Net assets released from

restrictions 988,971   (988,971)         -  -         

Total support 14,264,344      (45,520)           14,218,824  15,934,369      

Revenue 
Program Revenue, net 

Grants 13,331,155      670,086          14,001,241  17,755,313      
Fees for services 253,031,941    - 253,031,941 184,239,419    

Interest and dividends 412,312   - 412,312 478,844      
Realized gains (losses)

on investments 41,535     - 41,535 1,421,292   
Unrealized gains (losses)

on investments 694,372   - 694,372 (394,926)     
Loss on disposal of property

and equipment (16,203)    - (16,203) (492,650)     
Other revenue 395,286   - 395,286 730,481      

Total revenue 267,890,398    670,086          268,560,484    203,737,773    

Total support and 
revenue 282,154,742    624,566          282,779,308    219,672,142    

2025
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DAP Health, Inc. 
Statement of Activities 

Year Ended June 30, 2025 
(With Comparative Totals for the Year Ended June 30, 2024) 

Without Donor With Donor 2024
Restrictions Restrictions Total Total

Expenses
Program services:

Clinic services 221,341,867$  -$          221,341,867$  177,060,492$  
Community health 2,190,228         - 2,190,228 3,611,507         
Social services 5,434,613         - 5,434,613 4,759,286         

Total program services 228,966,708    - 228,966,708 185,431,285    

Supporting services:
Fundraising/thrift stores 6,373,739         - 6,373,739 6,326,284   
Fundraising/special events 2,929,867         - 2,929,867 2,943,052   
Management and general 20,838,783      - 20,838,783 37,097,815      

Total supporting 
services 30,142,389      - 30,142,389 46,367,151      

Total expenses 259,109,097    - 259,109,097 231,798,436    

Change in Net Assets 23,045,645      624,566          23,670,211  (12,126,294)     

Net Assets, Beginning of Year 40,832,738      11,882,087    52,714,825  64,841,119      

Net Assets, End of Year 63,878,383$    12,506,653$    76,385,036$    52,714,825$    

2025
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DAP Health, Inc. 
Statement of Functional Expenses 

Year Ended June 30, 2025 
(With Comparative Totals for the Year Ended June 30, 2024) 

 
 

Total 
Clinic Community Social Total Fundraising/ Fundraising/ Management Supporting 2024

Services Health Services Program Services Thrift Stores Special Events and General Services Totals Total

Salaries and Benefits 69,801,664$    1,754,517$          3,971,484$      75,527,665$         3,438,034$      768,250$          13,107,339$    17,313,623$      92,841,288$      87,508,438$      
Professional Services 6,315,282         3,687                    143,829            6,462,798              5,644                32,745              1,572,079         1,610,468          8,073,266          8,231,980          
Advertising, Printing and Marketing 706,885            47,042                  11,368              765,295                 219,719            217,185            13,186              450,090              1,215,385          1,283,087          
Facilities Costs 11,971,853      14,051                  2,267                11,988,171            2,138,098         38,168              17,195              2,193,461          14,181,632        12,979,436        
Medical Supplies 10,574,474      98,161                  1,476                10,674,111            -                         -                         3,870                3,870                  10,677,981        9,141,868          
Office 698,531            23,304                  20,507              742,342                 85,839              12,683              63,696              162,218              904,560              749,746              
Technology 3,824,673         32,964                  57,198              3,914,835              38,054              66,065              2,016,470         2,120,589          6,035,424          4,436,058          
Events and Outreach 91,736              9,227                    11,254              112,217                 26,263              1,633,228         37,424              1,696,915          1,809,132          921,949              
Banking and Merchant Fees 84,941              -                             38                      84,979                    223,630            48,133              105,881            377,644              462,623              457,199              
Pharmaceuticals 111,538,103    6,107                    -                         111,544,210         -                         -                         270                    270                      111,544,480      82,498,189        
Travel and Transportation 482,544            38,965                  31,678              553,187                 59,817              9,066                78,479              147,362              700,549              637,319              
Client Assistance 3,595                144,784                1,159,012         1,307,391              1,353                -                         25,958              27,311                1,334,702          1,108,330          
Other Expenses 137,714            14,552                  6,446                158,712                 25,540              36,704              57,597              119,841              278,553              153,559              
Depreciation and Amortization 3,576,499         -                             -                         3,576,499              89,650              -                         2,351,976         2,441,626          6,018,125          5,012,180          
Insurance 1,372,846         2,867                    18,056              1,393,769              22,098              67,640              4,128                93,866                1,487,635          1,220,186          
Interest 160,527            -                             -                         160,527                 -                         -                         1,383,235         1,383,235          1,543,762          1,458,912          
Impairment of Goodwill -                         -                             -                         -                              -                         -                         -                         -                           -                           14,000,000        

Total 221,341,867$  2,190,228$          5,434,613$      228,966,708$       6,373,739$      2,929,867$      20,838,783$    30,142,389$      259,109,097$    231,798,436$    

Supporting Services
2025

Programs
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DAP Health, Inc. 
Statement of Cash Flows 

Year Ended June 30, 2025 
(With Comparative Totals for the Year Ended June 30, 2024) 

 
 

2025 2024

Operating Activities
Change in net assets 23,670,211$      (12,126,294)$   
Adjustments to reconcile changes in net assets to net 
  cash from operating activities

Depreciation 3,666,148          2,746,059         
Amortization of goodwill 2,351,977 2,266,121         
Impairment of goodwill -                           14,000,000      
Realized and unrealized gains and losses on investments, net (735,907)            (1,026,366)       
Loss on sale of property and equipment 16,203                492,650            

Change in assets and liabilities
Receivables (20,063,671)       (12,967,406)     
Inventory (131,158)            5,921                
Prepaid expenses 35,578                (410,757)           
Pledges and charitable remainder trusts receivable 541,790              (1,480,116)       
Deposits and other assets 6,563                  1,828,544         
Investment - annuity/insurance policy 353,759              (6,936)               
Operating leases 203,707              365,234            
Accounts payable 4,182,299          7,205,101         
Accrued expenses 2,892,480          5,443,547         
Deferred income (120,000)            2,506,339         

Net Cash From Operating Activities 16,869,979        8,841,641         

Investing Activities
Purchase of property and equipment (4,704,226)         (9,215,972)       
Purchase of investments (1,713,572)         (428,279)           
Proceeds from sales of investments 268,494              20,338,011      
Cash paid for asset purchase agreement acquisition -                           (21,323,944)     
Proceeds from sale of property and equipment -                           298,379            

Net Cash Used for Investing Activities (6,149,304)         (10,331,805)     

Financing Activities
Principal payments on long-term debt (1,563,405)         (1,303,715)       
Proceeds from the issuance of long-term debt 801,409              5,230,979         

Net Cash From (Used for) Financing Activities (761,996)            3,927,264         

Net Change in Cash, Cash Equivalents, and Restricted Cash 9,958,679          2,437,100         

Cash, Cash Equivalents, and Restricted Cash, Beginning of Year 9,642,613          7,205,513

Cash, Cash Equivalents, and Restricted Cash, End of Year 19,601,292$      9,642,613$      
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DAP Health, Inc. 
Statement of Cash Flows 

Year Ended June 30, 2025 
(With Comparative Totals for the Year Ended June 30, 2024) 

 
 
Supplemental Disclosures of Cash Flow Information 
 

2025 2024

Cash Paid During the Year for Interest 436,363$           444,529$          

Lease Liabilities Arising From Obtaining Right of Use Assets 2,857,388$        28,521,594$    

 
Supplemental Disclosure of Non-Cash Investing and Financing Activities 
 

2025 2024

Proceeds From Issuance of Notes Payable Used to Finance
the Acquisition of Borrego Health -$                        30,832,287$    

 
Effective August 1, 2023, the Organization closed on the Asset Purchase Agreement with Borrego Health 
Community Foundation. The following assets were purchased and two notes payables to unrelated parties were 
incurred in connection with the purchase: 
 

2024

Pharmacy inventory 1,013,286$      
Property and equipment 12,421,628      
Goodwill 38,721,317      
Notes payable issued (30,832,287)     

Net cash paid 21,323,944$    
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DAP Health, Inc. 
Notes to Financial Statements 

June 30, 2025 (With Comparative Totals for 2024) 

 
 

Note 1 -  Principal Business Activity and Significant Accounting Policies 
 
Organization 
 
The mission of DAP Health, Inc. (Organization) is to provide comprehensive healthcare and support services 
where all people are seen, heard, and affirmed. The Organization was founded in 1984 as a nonprofit 
organization and is designated as a federally qualified health center. DAP Health System of Care serves as a 
medical home for expanding communities and populations in Riverside and San Diego counties in addition to the 
identified rural areas of both Riverside and San Bernardino counties. The Organization offers a broad continuum 
of clinical and social services designed to meet the health and wellness needs of low-income community 
members. The Organization’s area of expertise is the provision of medical care and social services to 
marginalized populations.  
 
Effective August 1, 2023, the Organization purchased certain assets of Borrego Health Community Foundation as 
identified in the Asset Purchase Agreement (see Note 22). The purchase included 21 clinics, a pharmacy, and 
various other assets. The two healthcare systems operate as one integrated system with approximately 850 
employees serving 100,000 patients at 25 clinics in southern California. 
 
The accounting policies of the Organization reflect practices common to nonprofit organizations and conform to 
accounting principles generally accepted in the United States of America.  
 
The Organization’s principal programs and services are comprised of: 
 
Health Care Services 
As a Federally Qualified Organization (FQHC) 330 Grantee, the Organization provides primary outpatient medical 
care, women’s health services, pediatric care, dental care, behavioral health, comprehensive HIV-Specialty care, 
gender affirming care, LHBTQ+ care, hepatitis care, sexual health services, social services, and urgent care 
services. In addition, the Organization provides pharmaceutical assistance and medical education to low-income, 
uninsured or under-insured community members. The Organization accepts patients and clients with various 
insurance plans, including Medi-Cal (California’s Medicaid Program), Medicare and County Indigent service 
plans. For the uninsured, services are provided on a sliding fee scale depending on individual client income 
eligibility. Insurance assistance is available at each of the health centers to expidite treatment adherence, and 
for the convencience of patients and clients, on-site pharmacy and lab services are available. 
 
Primary Outpatient Medical Center 
Primary care services provide access to a wide range of health services, including preventative care such as 
regular health screenings. Primary care specializes in diagnosing and managing a wide range of health issues 
including: general health, injuries, immunizations, preventative health and wellness referrals to specialists, and 
routine check-ups and physicals. An assigned primary care physician assists in making the right health decisions 
for a medical condition. 
 
Women’s Health Services 
Women’s health and prenatal services are located throughout regional clinics serving Riverside and San Diego 
counties. Services include annual wellness examinations, family planning, care for healthy pregnancies, and 
staying healthy after giving birth. In addition, breast and cervical cancer screenings, mammograms, counseling, 
nutrition, testing, and educational resources for women are also available at all clinic locations. 
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DAP Health, Inc. 
Notes to Financial Statements 

June 30, 2025 (With Comparative Totals for 2024) 

 
 
Pediatric Care 
The Organization’s pediatric services provide preventative and management of all health concerns in infants, 
children, teenagers, and young adults. Pediatricians specialize in diagnosing and managing a child’s healthcare 
needs including preventative health and wellness, injuries, immunizations, routine check-ups, annual school and 
sports physicals, newborn visits, and pediatric psychology and psychiatry services. 
 
Dental Services 
The Organization provides oral health care to low-income, uninsured or under-insured community members in 
five locations in Riverside and San Diego counties. The dental clinics provide a board spectrum of preventative 
and restorative dental services to children and adults. Dental services are coordinated with medical providers to 
ensure that care is coordinated to meet the medical and dental needs of each patient. Preventative dental 
screenings are offered to elementary school children during the school year in the eastern Coachella Valley 
through the school-based dental services program (mobile). The Organization provides health education in 
combination with a broad spectrum of preventative and restorative oral healthcare. The Organization accepts 
pateints and clients with various insurance plans including Medi-Cal (California’s Medicaid program) and for the 
uninsured, services are provided on a sliding fee scale depending on individual client income eligibility.  
 
Behavioral Health Services 
The Organization's comprehensive behavioral health services provide patient centered care that is dedicated to 
improving the mental health and well-being of the community. These services are offered to all patient 
populations including adult, adolescent, children, and LGBTQ+ patients and clients. The Organization offers 
behavioral health services in-person or through telehealth connectivity. Adult and child behavioral needs can be 
assessed by one of the licensed clinicians (psychiatrists, psychologists, licensed clinical social workers and 
psychiatric nurse practitioners). Services include outpatient psychiatry, psychology, group therapy, harm 
reduction (substance abuse), and comprehensive perinatal services prorgram (CPSP). Patients and clients also 
benefit from substance abuse disorder counseling and other psychosocial support servcies offered through the 
social services department. The Organization accepts patients and clients with various insurance plans including 
Medi-Cal (California’s Medicaid Program), and Medicare. For the uninsured, services are provided on a sliding 
scale depending on individual client income eligibility. 
 
Urgent Care Services 
The Organization’s urgent care centers are located in Riverside and San Diego counties and provide walk-in 
urgent care services for people with non-life threatening illnesses. Urgent care services are to reduce emergency 
room utilization and provide extensive access to urgent medical attention for minor illnesses, sprains, fevers, 
and minor infections outside of regular operating hours. 
 
Sexual Wellness and Community Health and Sexual Wellness Services 
The Organization's commitment to testing, education and prevention is continually exercised by its Community 
Health Department. Community health educators/testing counselors provide rapid HIV, sexually transmitted 
infection (STI), Hepatitis C (HCV) tests on-site in the sexual wellness clinic at the Palm Springs main campus; in 
the sexual wellness clinic in Indio, CA; at the Stonewall Medical Clinic in Cathedral City, CA; in the mobile testing 
van; and offsite at community partners’ (medical and non-medical) locations or at special events.  
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DAP Health, Inc. 
Notes to Financial Statements 

June 30, 2025 (With Comparative Totals for 2024) 

 
 
Sexual wellness clinicians provide rapid access to HIV and HIV prevention education medication to prevent 
disease transmission. Education presentations about HIV, HCV, and other STI’s are routinely offered to adults 
and youth throughout Riverside and San Bernardino counties. Early intervention service’s staff link individuals to 
medical care and treatment; provide needs assessments and referrals for services to promote entry into and 
retention in care; benefit navigation and enrollment assistance; and referrals to ongoing case management 
services. Department personnel are also fully trained to educate at-risk individuals about HIV prevention 
including HIV prevention medication, Pre-exposure prophylaxis (PREP) and post-exposure prophylaxis (PEP). 
Sexual wellness clinics provide specialized services for patients and clients with HIV who are challenged by 
substance use disorder. 
 
Through the department’s mobile van, the department provides harm reduction services at a fixed location in 
Palm Springs twice per week, as well as at homeless encampments and other targeted Palm Springs locations. 
The Organization’s harm reduction program provides syringe services and naxalone to counteract overdose. The 
program links substance users to the Organization’s wrap-around services including HIV/HCV/STI testing; on-site 
case management, medical and dental care, behavioral healthcare and substance use disorder counseling, peer 
support relapse prevention group and individual counseling; and other supportive social services such as 
housing placement assistance, food distribution and medical transportation. 
 
Support Services 
The Organization provides a variety of support services that help with needs such as food, housing, 
transportation, and home health support. The Organization supports the full spectrum of living by connecting 
patients and clients to available social services. Case management works collaboratively with patients and 
clients to ensure their medical, personal, and social needs are met. 
 
Case Management Services 
Under the Social Services umbrella, the Organization provides case management to low-income, uninsured or 
under-insured community members. Services are provided at regional clinics. Case management consists of 
service coordination on behalf of adult and child patients and clients to remove barriers to, avoid duplication of, 
and maintain engagement in medical care reduction of hospitalizations, substance use, and other needed 
services. In addition, the team of case managers assess needs, identify barriers and provide individuals with 
referrals and advocacy designed to facilitate linkage to services offered at the Organization or other community 
agencies. The case management model consists of basic care management, complex case management, and 
enhanced case management (ECM) lead by teams that include RN case managers, MFT/MSW, LVN, health 
educators, health navigators, community health specialists, and referrals specialists. The case management 
team provide assistance with medical insurance enrollment, offer guidance on budgeting, and monitor health 
outcomes. Services are offered at all clinics. 
 
Social Wellness Services 
The Organization maintains an extensive social services department providing many services to low-income, 
uninsured, or under-insured community members. The department offers psychologial support services 
including: HIV and Aging, Stress Management, Substance Use Disorder Support Group, Building Healthy 
Relationships, Building a Positive Life, and Talking Circle. Peer run groups include: Sewing with a Purpose, 
Knitting Group, 12-Step Meetings, Book Club, and Clay Sculpting. Additional wellness services such as chair yoga, 
chair massage, Reiki Fitness classes, acupunture, and gentle yoga are under the social services umbrella. The 
department also includes support services through providing housing, food, medical transportation, and referral 
assistance. 
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DAP Health, Inc. 
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Home Health Services 
The Organization provides home healthcare to low-income, uninsured or under-insured community members. 
Their staff bring particular expertise to serving those living with HIV. The care team consists of nurse case 
managers, social workers who coordinate in-home mental health therapy and skilled health services provided by 
homemakers and certified home health aides. Patients and clients served are those who are determined by a 
physician to have a chronic medical dependency due to physical or cognitive impairment from HIV infection. All 
services are provided in the home of the client. 
 
Revivals – Re-Sale Stores 
The Organization operates four resale stores in the service area as a fundraising endeavor. Most items for sale 
are donated by individuals and include clothing, furniture, home décor, artwork, jewelry and books. New 
furniture, carpets/rugs, mattresses and other new items are also available. Over 260 volunteers (many of whom 
are also patients and clients) donated more than 83,000 hours of their time to staff the stores increasing net 
revenue available to be allocated to community health programs, clinical care and social services. 
 
Income Taxes 
 
The Organization is a nonprofit corporation that is exempt from federal income taxes under Internal Revenue 
Code Section 501(c)(3), and from California franchise taxes under related state tax regulations and classified by 
the Internal Revenue Service (IRS) as other than a private foundation. The Organization is required to file a 
Return of Organization Exempt from Income Tax (Form 990) with the Internal Revenue Service. The Organization 
may be subject to tax on income from any unrelated business operations. The Organization currently has 
unrelated business taxable income from the thrift store operations. The Organization’s Form 990, Return of 
Organization Exempt from Income Tax are subject to examination by the IRS, generally for three years after they 
were filed. 
 
The Organization believes that it has appropriate support for any tax positions taken affecting its annual filing 
requirements, and as such, does not have any uncertain tax positions that are material to the financial 
statements. The Organization would recognize future accrued interest and penalties related to unrecognized tax 
benefits and liabilities in income tax expense if such interest and penalties are incurred. 
 
Use of Estimates 
 
The preparation of financial statements in conformity with generally accepted accounting principles 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. Estimates also affect the 
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those 
estimates. 
 
Basis of Accounting 
 
The accompanying financial statements are prepared on the accrual basis of accounting in accordance with 
generally accepted accounting principles. 
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Financial Statement Presentation 
 
The Organization reports information regarding its financial position and activities according to two classes of 
net assets; net assets without donor restriction and net assets with donor restrictions, based upon the existence 
or absence of donor-imposed restrictions. Contributions received are recorded as without donor restrictions or 
with donor restrictions, depending on the existence and/or nature of any donor restrictions. 
 
Net Assets Without Donor Restrictions - These funds represent all resources over which the Board of Directors 
has discretionary control for use in operating the Organization, as well as all property and equipment of the 
Organization. 
 
Net Assets Without Donor Restrictions - Board Designated - These funds represent all resources over which the 
Board of Directors has discretionary control for use in operating the Organization. The Board of Directors have 
designated funds for reserves for the Organization. The Board has designated reserve funding to support 
approximately four months of operations in anticipation of possible federal funding changes due to the 
Affordable Care Act.  
 
Net Assets With Donor Restrictions - These funds represent those resources that are received with donor 
stipulations that limit the use of the donated assets. Some donor-imposed restrictions are temporary in nature, 
such as those that will be met by the passage of time or other events specified by the donor. Other donor-
imposed restrictions are perpetual in nature, where the donor stipulates that resources be maintained in 
perpetuity. Donor-imposed restrictions are released when a restriction expires, that is, when the stipulated time 
has elapsed, when the stipulated purpose for which the resource was restricted has been fulfilled, or both. 
When a donor restriction expires, donor restricted net assets are reclassified to net assets without donor 
restriction and reported in the statement of activities as net assets released from restrictions.  
 
Comparative Data 
 
The financial statements include certain prior-year summarized comparative information in total but not by net 
asset class. Such information does not include sufficient detail to constitute a presentation in conformity with 
generally accepted accounting principles. Accordingly, such information should be read in conjunction with the 
Organization’s financial statements for the year ended June 30, 2024, from which the summarized information 
was derived. 
 
Cash and Cash Equivalents 
 
The Organization considers all cash and highly liquid financial instruments with original maturities of three 
months or less and which are neither held for nor restricted by donors for long-term purposes, to be cash and 
cash equivalents. 
 
Patient Receivables 
 
Patient receivables are uncollateralized patient and third-party payor obligations. The Organization does not 
charge interest on unpaid patient receivables. Payments of patient receivables are allocated to the specific 
claims identified in the remittance advice or, if unspecified, are applied to the earliest unpaid claim. The opening 
balance of patient accounts receivable was $7,982,559 at July 1, 2023. 
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The Organization records credit losses for patient receivables based on the current expected credit losses. Credit 
losses are recorded after consideration of any implicit or explicit price concessions. Management believes that 
the historical loss information it has compiled is a reasonable basis on which to determine expected credit losses 
at June 30, 2025 and 2024 because the composition of the patient and other receivables at those dates are 
consistent with that used in developing the historical credit loss percentages. Management considers historical 
write off and recovery information, its past history with similar cases, and current conditions and reasonable and 
supportable forecasts, to estimate the appropriate allowance for credit losses. The allowance for credit losses as 
of June 30, 2025 and 2024 was insignificant. 
 
Pledges Receivable 
 
Pledges receivable (i.e., unconditional promises to give) expected to be collected within one year are recorded 
at net realizable value. Pledges receivable expected to be collected in future years are initially recorded at fair 
value using present value techniques incorporating risk-adjusted discount rates designed to reflect assumptions 
market participants would use in pricing the asset. In subsequent years, amortization of the discounts is included 
in contribution revenue in the statement of activities. The Organization determines the allowance for 
uncollectible pledges receivable based on historical experience, an assessment of economic conditions, and a 
review of subsequent collections. Pledges receivable are written off when deemed uncollectible. 
 
Inventory 
 
Inventory consists of phamaceuticals and medical supplies and are stated at cost (first-in, first-out) or net 
realizable value. 
 
Investments and Investment Income 
 
Investments in equity securities with readily determinable fair values and all investments in debt securities are 
measured at fair value in the statement of financial position. Investment income or loss (including realized and 
unrealized gains and losses on investments, interest and dividends) is reflected in the statement of activities as 
either restricted or unrestricted depending on any donor restrictions on the underlying investments. 
 
Property and Equipment 
 
Property and equipment acquisitions in excess of $5,000 are capitalized. Depreciation is provided over the  
estimated useful life of each depreciable asset and is computed using the straight-line method. The estimated 
useful lives of property and equipment range from 5 to 40 years. Expenditures for maintenance and repairs are 
charged to operations as incurred. The costs of betterments, which materially extend the useful lives of assets, 
are capitalized.  
 
Gifts of long-lived assets such as land, buildings, or equipment are reported as additions to net assets without 
donor restrictions unless explicit donor restrictions specify how the donated assets must be used. Gifts of long-
lived assets with explicit restrictions that specify how the assets are to be used and gifts of cash or other assets 
that must be used to acquire long-lived assets are reported as net assets with donor restrictions. Absent explicit 
donor stipulations about how long-those long-lived assets must be maintained, expirations of donor restrictions 
are reported when donated or when acquired long-lived assets are placed in service. 
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The Organization considers whether indicators or impairments are present and performs the necessary analysis 
to determine if the carrying values of assets are apporpriate. No impairments were identified for the years 
ended June 30, 2025 and 2024. 
 
Right of Use Assets and Liabilities 
 
Right of use assets and the related liabilities are recognized at the lease commencement date and represent the 
Organization’s right to use an underlying asset and lease obligations for the lease term. Right of use assets are 
measured at the initial value of the lease liability plus any payments made to the lessor before the 
commencement of the lease term, less any lease incentives received from the lessor at or before the 
commencement of the lease term, plus any initial direct costs necessary to place the lease asset into service. 
Right of use assets are amortized over the shorter of the lease term or the useful life of the underlying asset 
using the straight-line method. The amortization period varies among the leases. 
 
Art Collection 
 
Fine art donated to the Organization is considered inexhaustible and recorded at the estimated fair value at the 
date of the gift. The art collection includes paintings and other similar objects with individual values ranging 
from $2,500 to $425,000. Certain art work is considered restricted as the Organization must retain art work for 
three years before it can be disposed of or sold. 
 
During the years ended June 30, 2025 and 2024, the Organization did not receive any artwork.  
 
The following table shows the amount of unrestricted and restricted balances in the Art Collection: 
 

2025 2024

Unrestricted 1,556,600$      1,131,600$      
Restricted 3,500                428,500            

Total Art Collection 1,560,100$      1,560,100$      

 
Goodwill 
 
Goodwill represents the excess of cost over the fair value of assets acquired from business combinations. On an 
annual basis and at interim periods when circumstances require, the Organization tests the recovery of goodwill. 
The Organization recognizes an impairment charge for the amount by which the carrying amount of goodwill 
exceeds it fair value. There was no impairment loss recognized for the year ended June 30, 2025. An impairment 
loss of $14,000,000 was recognized for the year ended June 30, 2024. 
 
Deferred Revenue 
 
Deferred revenue consists of payments received from individuals and corporations for fiscal year 2025 programs 
and sponsorships. All deferred revenue as of June 30, 2025 is expected to be recognized as revenue in 2026. All 
deferred revenue as of June 30, 2024 has been recognized as revenue in 2025. 
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Program Service Revenue - Grant Revenue 
 
Grants from federal, state and local governmental agencies included in program revenue are on a cost-
reimbursement basis and, therefore, revenue is recorded as expenses are incurred, using the accrual basis of 
accounting. 
 
Program Service Revenue - Fee for Services 
 
Patient Service Revenue 
 
Patient revenue is reported at the amount that reflects the consideration to which the Organization expects to 
be entitled in exchange for providing patient care. These amounts are due from patients, third-party payors 
(including health insurers and government programs), and others and includes variable consideration for 
retroactive revenue adjustments due to settlement of audits, reviews, and investigations. Generally, the 
Organization bills the patients and third-party payors several days after the services are performed. Revenue is 
recognized as performance obligations are satisfied. 
 
Performance obligations are determined based on the nature of the services provided by the Organization. 
Revenue for performance obligations satisfied over time is recognized based on actual charges incurred in 
relation to the total expected (or actual) charge. The Organization believes that this method provides a faithful 
depiction of the transfer of services over the term of the performance obligation based on the inputs needed to 
satisfy the obligation. The Organization views each patient encounter as a separate performance obligation. 
Revenue for performance obligations satisfied at a point in time is recognized when goods or services are 
provided. Any related subsequent encounter is recognized as revenue as the performance obligation is satisfied. 
 
The Organization determines the transaction price based on standard charges for goods and services provided, 
reduced by contractual adjustments provided to third-party payors, discounts provided to uninsured patients in 
accordance with the Organization’s policy, and/or implicit price concessions provided to uninsured patients. The 
Organization determines its estimates of contractual adjustments and discounts based on contractual 
agreements, its discount policies and historical experience. The Organization determines its estimate of implicit 
price concessions based on its historical collection experience with this class of patients. 
 
Settlements with third-party payors for retroactive adjustments due to audits, reviews or investigations are 
considered variable consideration and are included in the determination of the estimated transaction price for 
providing patient care. These settlements are estimated based on the terms of the payment agreement with the 
payor, correspondence from the payor and the Organization’s historical settlement activity, including an 
assessment to ensure that it is probable that a significant reversal in the amount of cumulative revenue 
recognized will not occur when the uncertainty associated with the retroactive adjustment is subsequently 
resolved. Estimated settlements are adjusted in future periods as adjustments become known (that is, new 
information becomes available), or as years are settled or are no longer subject to adutis, reviews, and 
investigations. 
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Consistent with the Organization’s mission, care is provided to patients regardless of their ability to pay. 
Therefore, the Organization has determined it has provided implicit price concessions to uninsured patients and 
patients with other uninsured balances (for example, copays and deductibles). The implicit price concessions 
included in estimating the transaction price represent the difference between amounts billed to patients and 
the amounts the Organization expects to collect based on its collection history with those patients. 
 
340B Program Revenue 
 
The contract pharmacy agreements provide that the Organization as the covered entity, is entitled to negotiated 
amounts of income per prescription, less a dispensing fee which is paid to the retail pharmacy. 340B contract 
pharmacy revenue is recognized when a pharmaceutical is dispensed by a contract pharmacy, identified as 340B 
eligible, and replenished by the Organization. 340B contract pharmacy revenue is measured as the amount of 
consideration the Organization expects to receive under the agreement. Dispensing fees and purchases of 340B 
drugs for the contract pharmacies are recorded as operating expenses. Revenues from the 340B Program are 
recognized when obligations under the terms of the contract are satisfied and are recognized at a point in time. 
 
In-kind Contributions 
 
Contributed non-financial assets include thrift store merchandise, medication and sponsorships which are 
recorded at the respective fair values of the goods or services received (Note 18). The Organization does not sell 
donated gifts-in-kind. The contributed thrift store merchandise are valued when sold. The contributed artwork, 
medication, sponsorship, and other items are valued using estimated prices of identical or similar products using 
pricing data under a like-kind methodology considering the goods’ condition and utility for use at the time of the 
contribution. Contributed thrift store merchandise is used for fundraising and development. Contributed 
artwork, medication, sponsorships and other items are used primarily in program services. 
 
In addition to contributed nonfinancial assets, volunteers contribute significant amounts of time to program 
services, administration, and fundraising and development activities. A substantial number of unpaid volunteers 
have made significant contributions of their time. For the years ended June 30, 2025 and 2024, total hours were 
97,714 and 88,152, respectively, to develop programs and assist with fundraising activities. The value of donated 
volunteer services is not reflected in the accompanying financial statements because they do not meet the 
recognition criteria prescribed by generally accepted accounting principles. 
 
Special Events Revenue 
 
Special events revenue is comprised of an exchange element based upon the direct benefit donors receive and a 
contribution element for the difference. The Organization recognizes special events revenue equal to the fair 
value of direct benefits to donors when the special event takes place. The Organization recognizes the 
contribution element of special event revenue immediately, unless there is a right of return if the special event 
does not take place. 
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Thrift Store Revenue 
 
For performance obligations related to the sale of items at the Organization’s thrift stores, control transfers to 
the customer at a point in time. The Organization records revenue for retail sales at the point of sale when 
delivery to the customer occurred. For the years ended June 30, 2025 and 2024, the Organization recognized 
retail revenue of $8,423,880 and $8,204,518, respectively. The retail revenue was offset by cost of goods sold of 
$7,583,801 and $7,710,292, respectively, for the years ended June 30, 2025 and 2024. 
 
Other Revenue 
 
Other operating revenue includes income from rentals, ancillary services, and other operating transactions. 
Revenues for all other operating revenue is recognized when obligations under the contract are satisfied and are 
generally recognized at a point in time. 
 
Donor-Restricted Gifts 
 
The Organization reports contributions restricted by donors as increases in net assets without donor restrictions 
if the restrictions expire (that is, when a stipulated time restriction ends or purpose restriction is accomplished) 
in the reporting period in which the revenue is recognized. All other donor-restricted contributions are reported 
as increases in net assets with donor restrictions, depending on the nature of restrictions.  
 
Contributions are recognized when cash, securities or other assets, an unconditional promise to give, or 
notification of a beneficial interest is received. Conditional promises to give are not recognized until the 
conditions on which they depend have been substantially met. 
 
Financial Instruments and Credit Risk 
 
Deposit concentration risk is managed by placing cash, money market accounts and investments with financial 
institutions believed to be creditworthy. At times, amounts on deposit may exceed insured limits or include 
uninsured investments in money market mutual funds. To date, the Organization has not experienced losses in 
any of these accounts. Although the fair values of investments are subject to fluctuation on a year-to-year basis, 
management believes that the investment policies and guidelines are prudent for the long-term welfare of the 
Organization. 
 
The Organization maintains its cash in bank deposit accounts which exceed federally insured limits. Accounts are 
guaranteed by the Federal Deposit Insurance Corporation (FDIC) up to $250,000 per depositor, per insured bank, 
for each account ownership category. At June 30, 2025 and 2024, the Organization had approximately 
$18,305,000 and $9,609,000, respectively, in excess of FDIC-insured limits. 
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Functional Expenses 
 
The costs of program and supporting services activities have been summarized on a functional basis in a 
statement of functional expenses, which presents the natural classification detail of expenses by function. 
Accordingly, certain costs have been allocated among the programs and supporting services benefited.  
 
The Organization allocates its expenses on a functional basis among its various programs and support services. 
Expenses that can be identified with a specific program and support service are allocated directly according to 
their natural expenditure classification. Other expenses, including volunteer and training services that are 
common to several functions, are allocated by various statistical bases, including time and effort, square 
footage, or units-of-service.  
 
Reclassifications 
 
Certain reclassifications of amounts previously reported have been made to the accompanying financial 
statements to maintain consistency between periods presented. The reclassifications had no impact on 
previously reported net assets or changes in net assets. 
 
Subsequent Events 
 
The Organization evaluated all potential subsequent events as of February 6, 2026, when the financial 
statements were authorized and available to be issued. 
 
 

Note 2 -  Liquidity and Availability 
 
Financial assets available for general expenditure, that is, without donor or other restrictions limiting their use, 
within one year of the statement of financial position date, comprise the following: 
 

2025 2024

Cash and cash equivalents 19,474,260$    9,642,458$      
Receivables 42,013,248      21,949,577      
Investments 2,676,402         1,959,896         

Total financial assets 64,163,910$    33,551,931$    

 
The Organization is committed to investing liquid assets conservatively which may be drawn upon in the event 
of an unanticipated liquidity need. Cash and investments from donor-restricted sources are restricted for 
specific purposes and therefore, are not available for general expenditure. Even though the Board has the ability 
to release Board designated funds for operating needs at any time, since the Board designated amounts were 
not available for operations as of June 30, 2025 and 2024, these amounts have been excluded from the amounts 
listed above. The Organization is in the beginning of a capital expansion project and included in these 
investments are donations towards this project as well as additional funds the Board has designated to pay for 
these capital expenditures.  
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As part of a liquidity management plan, cash in excess of daily requirements is maintained in checking and 
savings accounts. 
 
Additionally, the Organization maintains a $3 million line of credit as discussed in Note 12. As of June 30, 2025, 
$3 million remained available on the Organization’s line of credit. 
 
 

Note 3 -  Program Revenue - Fee for Services 
 
Patient Service Revenue 
 
The Organization has agreements with third-party payors that provide for payments to the Organization at 
amounts different from its established rates. A summary of the payment arrangements with major third-party 
payors follows: 
 
Medicare. The Organization is licensed as a Federally Qualified Health Clinic (FQHC). The Organization is 
reimbursed for most services at cost up to a per visit cap with final settlement determined after submission of 
annual cost reports by the Organization subject to audits thereof by the Medicare fiscal intermediary. The 
Organization’s cost reports have been audited by the Medicare fiscal intermediary through the year ended June 
30, 2022. 
 
Medi-Cal. Services rendered to Medicaid program beneficiaries under Medicaid’s Prospective Payment System 
(PPS) are paid at a predetermined rate which encompasses reimbursement for all services during a single visit 
and is adjusted annually for inflation. Medicaid Fee for Service (FFS) claims are paid at rates which do not exceed 
the PPS rate. Capitation for Medicaid Managed Care is paid for each member of a plan on the assigned member 
roster at a contracted rate determined by cost reports and age of member. The per member per month (PMPM) 
payment is made for each member for each month on the assigned roster. Each visit is reported to the 
contracting plan as a zero claim. In addition, incentive payments can be earned for managing patient care. 
 
Blue Cross. Services are reimbursed based on a set fee schedule. The prospectively determined rates are not 
subject to retroactive adjustment. 
 
The Organization has also entered into payment agreements with certain commercial insurance carriers and 
other organizations. The basis for payment to the Organization under these agreements includes prospectively 
determined rates per discharge, discounts from established charges, and prospectively determined daily rates.  
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Concentration of gross revenues by major payor accounted for the following percentages of the Organization’s 
patient service revenues for the years ended June 30, 2025 and 2024: 
 

2025 2024

Medicare 3% 7%
Medi-Cal 77% 58%
Commercial insurance 17% 30%
Private pay and other 3% 5%

100% 100%

 
Patient service revenue for the years ended June 30, 2025 and 2024 totaled $97,053,262 and $64,797,455. 
 
Generally, patients who are covered by third-party payors are responsible for related deductibles and 
coinsurance, which vary in amount. The Organization also provides services to uninsured patients, and offers 
those uninsured patients a discount, either by policy or law, from standard charges. The Organization estimates 
the transaction price for patients with deductibles and coinsurance and from those who are uninsured based on 
historical experience and current market conditions. The initial estimate of the transaction price is determined 
by reducing the standard charge by any contractual adjustments, discounts, and implicit price concessions based 
on historical collection experience. Subsequent changes to the estimate of the transaction price are generally 
recorded as adjustments to patient service revenue in the period of the change. The ability to estimate the 
collectability of uninsured and other self-pay patients is contingent on the patient’s ability or willingness to pay 
for the services provided. Subsequent changes that are determined to be the result of an adverse change in the 
patient’s ability to pay are recorded as bad debt expense. Bad debt expense for the years ended June 30, 2025 
and 2024 was not significant. 
 
The nature, amount, timing and uncertainty of revenue and cash flows are affected by several factors that the 
Organization considers in its recognition of revenue. Following are some of the factors considered: 
 

 Payors 

 Geography 

 Type of service 
 
For the years ended June 30, 2025 and 2024, the Organization recognized patient service revenue of 
$97,053,262 and $64,797,455 from services and goods provided over time.  
 
340B Program and In-house Pharmacy Revenue 
 
340B program and in-house pharmacy revenue for the years ended June 30, 2025 and 2024 totaled 
$155,978,679 and $119,441,964. These revenues were recognized at a point in time. The 340B program revenue 
represents 55% and 54% of the Organization’s total revenue for the years ended June 30, 2025 and 2024. 
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Note 4 -  Accounts Receivable 
 
Accounts receivable consist of amounts due from local government agencies under various contracts with the 
Organization which were earned, but not received, as of June 30, 2025 and 2024, and fees for services, net of 
allowances for uncollectible amounts. 
 
The following summarizes accounts receivable as of June 30, 2025 and 2024: 
 

2025 2024

Fee for service, non-Clinic 14,240,137$    14,391,470$    
Fee for service, Clinic 11,198,433 10,697,367
Grants and other contracts 20,633,336      21,941              
Other receivables 399,464            371,902            

46,471,370      25,482,680      
Less allowance for uncollectible amounts (4,458,122) (3,533,103)

42,013,248$    21,949,577$    

 
Fee for service, non-Clinic, receivables includes the following at June 30, 2025 and 2024: 
 

2025 2024

340B Program 10,638,620$    9,471,672$      
Capitation 687,426 1,644,041         
Grants 1,398,058         1,361,659         
Other 1,516,033         1,914,098         

14,240,137$    14,391,470$    

 
The Organization grants credit without collateral to its patients most of whom are insured under third-party 
payor agreements. The mix of receivables from third-party payors and patients (Fee for service, Clinic) at June 
30, 2025 and 2024 was as follows: 
 

2025 2024

Medicare 20% 14%
Medi-Cal 73% 76%
Commercial insurance 5% 6%
Private pay and other 2% 4%

100% 100%
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Note 5 -  Pledges Receivable 
 
Pledges receivables have been pledged for future special events, memberships, and to support future 
expansion, net of allowance accounts. Pledges receivable consist of the following at June 30, 2025 and 2024: 
 

2025 2024

Pledges receivable 1,284,533$      1,863,867$      
Less allowance for doubtful accounts (149,740)           (187,284)           

1,134,793$      1,676,583$      

 
Pledges receivable are included in the statements of financial position as follows at June 30, 2025 and 2024:  
 

2025 2024

Pledges receivable, current portion 124,297$          92,839$            
Pledges receivable, noncurrent portion 1,010,496         1,583,744         

Total pledges receivable 1,134,793$      1,676,583$      

 
Pledges receivable collections are expected to occur through the year ending June 30, 2029.  
 
 

Note 6 -  Fair Value Measurements 
 
Certain assets are reported at fair value in the financial statements. Fair value is the price that would be received 
to sell an asset or paid to transfer a liability in an orderly transaction in the principal, or most advantageous, 
market at the measurement date under current market conditions regardless of whether that price is directly 
observable or estimated using another valuation technique. Inputs used to determine fair value refer broadly to 
the assumptions that market participants would use in pricing the asset or liability, including assumptions about 
risk. Inputs may be observable or unobservable. Observable inputs are inputs that reflect the assumptions 
market participants would use in pricing the asset or liability based on market data obtained from sources 
independent of the reporting entity. Unobservable inputs are inputs that reflect the reporting entity’s own 
assumptions about the assumptions market participants would use in pricing the asset or liability based on the 
best information available. A three-tier hierarchy categorizes the inputs as follows: 
 
Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities that can be accessed at 
the measurement date.  
 
Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, 
either directly or indirectly. These include quoted prices for similar assets or liabilities in active markets, quoted 
prices for identical or similar assets or liabilities in markets that are not active, inputs other than quoted prices 
that are observable for the asset or liability, and market-corroborated inputs. 
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Level 3 – Unobservable inputs for the asset or liability. In these situations, inputs are developed using the best 
information available in the circumstances. 
 
In some cases, the inputs used to measure the fair value of an asset or a liability might be categorized within 
different levels of the fair value hierarchy. In those cases, the fair value measurement is categorized in its 
entirety in the same level of the fair value hierarchy as the lowest level input that is significant to the entire 
measurement. Assessing the significance of a particular input to entire measurement requires judgment, taking 
into account factors specific to the asset or liability. The categorization of an asset within the hierarchy is based 
upon the pricing transparency of the asset and does not necessarily correspond to our assessment of the quality, 
risk, or liquidity profile of the asset or liability. 
 
A significant portion of investment assets are classified within Level 1 because they comprise U.S. Treasury 
obligations, exchange traded and close end and mutual funds, and equity securities, with readily determinable 
fair values based on daily redemption values. The corporate bonds are valued by the custodians of the securities 
using pricing models based on credit quality, time to maturity, stated interest rates, and market-rate 
assumptions and are classified within Level 2.  
 
The following table summarizes assets measured at fair value on a recurring basis by classification within the fair 
value hierarchy as of June 30, 2025:  
 

Totals (Level 1) (Level 2) (Level 3)

Assets
U.S. Treasury obligations 1,463,985$      1,463,985$      -$                       -$                       
Exchange traded and close 

end funds 3,445,490         3,445,490         -                         -                         
Equity securities 1,648,118         1,648,118         -                         -                         
Corporate bonds 3,157,643         -                         3,157,643         -                         
Mutual funds 4,190,954         4,190,954         -                         -                         

13,906,190$    10,748,547$    3,157,643$      -$                       
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The following table summarizes assets measured at fair value on a recurring basis by classification within the fair 
value hierarchy as of June 30, 2024:  
 

Totals (Level 1) (Level 2) (Level 3)

Assets
U.S. Treasury obligations 1,330,738$      1,330,738$      -$                       -$                       
Exchange traded and close 

end funds 3,022,454         3,022,454         -                         -                         
Equity securities 1,480,038         1,480,038         -                         -                         
Corporate bonds 2,845,165         -                         2,845,165         -                         
Mutual funds 3,046,810         3,046,810         -                         -                         

11,725,205$    8,880,040$      2,845,165$      -$                       

 
 

Note 7 -  Charitable Remainder Trusts Receivable 
 
The Organization is named in two irrevocable trusts. Total outstanding charitable remainder trusts receivable at 
June 30, 2025 and 2024 amounted to $11,540. 
 
 

Note 8 -  Investment - Annuity/Insurance Policy 
 
The Organization invested in an annuity and life insurance policy on the life of a donor who has executed a gift 
agreement. As of June 30, 2025 and 2024, the investment annuity had a value of $0 and $353,759, respectively.  
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Note 9 -  Property and Equipment 
 
Property and equipment consist of the following at June 30, 2025 and 2024:  
 

Accumulated Accumulated
Cost Depreciation Cost Depreciation

Land 2,193,890$      -$                       2,193,890$      -$                       
Buildings 39,042,380      12,611,937      36,490,189      11,225,986      
Equipment 9,516,183         4,747,067         8,654,553         3,448,526         
Leasehold improvements 7,484,793         4,879,185         6,980,523         4,208,951         
Furniture and fixtures 188,919            188,880            188,920            188,858            
Vehicles 1,758,352         1,026,418         1,786,014         747,127            
Construction in progress 5,602,780         -                         4,837,294         -                         

65,787,297$    23,453,487$    61,131,383$    19,819,448$    

Net property and 
equipment 42,333,810$    41,311,935$    

2025 2024

 
Construction in progress at June 30, 2025 represents costs for numerous projects related to campus expansion 
of varying length and total estimated costs. The following schedule provide the information regarding the larger 
projects currently in process:  
 

Estimated Estimated
CIP as of Cost Completion

June 30, 2025 Remaining Dates
Project

Pavilion 2,807,917$      3,000,000$      12/2028
Various Clinic Minor Alterations & Remodels 1,360,049         1,763,377         Fall 2026
Campus Expansion 1,180,809         480,191            11/2025
Software Implementation (1) 251,875            -                         4/2026
Other Various 2,130                251,870            11/2025

5,602,780$      5,495,438$      

 
(1) There are minimal expected costs related to the completion of the software implementation. At this 

time, no further contracts for implementation/completion are signed, and the estimated cost 
remaining is unknown. 
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Note 10 -  Goodwill 
 
Goodwill as of June 30, 2025 and 2024, consists of the following: 
 

Accumulated Accumulated
Cost Amortization Impairment Loss Net

38,721,317$    (4,618,098)$     (14,000,000)$     20,103,219$    

38,721,317$    (2,266,121)$     (14,000,000)$     22,455,196$    

June 30, 2025

June 30, 2024

 
Due to patient and visits numbers being significantly different for the acquired clinics than originally anticipated, 
the Organization recorded an impairment loss on goodwill of $14,000,000 for the year ended June 30, 2024.  
 
Amortization expense for the years ended June 30, 2025 and 2024, totaled $2,351,977 and $2,266,121, 
respectively. Goodwill relates to the acquisition of Borrego Health effective August 1, 2023, as noted in Note 1. 
As a result, there is only 11 months of amortization for the year ended June 30, 2024.  
 
The weighted average amortization expense period is 10 years and is based on the value of goodwill after the 
impairment. Annual amortization expense for each of the next 5 years is y $2,472,132 per year with $7,742,559 
remaining thereafter. 
 
 

Note 11 -  Leased Facilities 
 
The Organization has entered into non-cancelable operating leases for various clinic, thrift store, and office 
locations. The monthly lease payments range from $600 to $113,783 per month through April 2037. The 
Organization included in the determination of the right-of-use assets and lease liabilities any renewal options 
when the options are reasonably certain to be exercised. Also, the agreements generally require the 
Organization to pay real estate taxes, insurance, and repairs. 
 
The weighted average discount rate is based on the discount rate implicit in the lease. If the implicit rate is not 
readily determinable, the Organization estimates an applicable borrowing rate. The incremental borrowing rate 
is estimated using the Organization’s applicable borrowing rates and the contractual lease term. 
 
The Organization has elected the short-term lease exemption for all leases with a term of 12 months or less for 
both existing ongoing operating leases to not recognize the asset and liability for these leases. Lease payments 
for short-term leases are recognized on a straight-line basis. 
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Total lease costs for the years ended June 30, 2025 and 2024 were as follows: 
 

2025 2024

Operating lease cost 7,158,561$      6,762,516$      
Short-term lease cost 7,717                10,803              

 
The following table summarizes the supplemental cash flow information for the years ended June 30, 2025 and 
2024: 
 

2025 2024

Cash Paid for Amounts Included in the Measurement of Lease Liabilities
Operating cash flows from operating leases 7,366,045$      6,474,298$      

Right of use assets obtained in exchange for operating
lease liabilities, including lease modifications 2,857,388         28,521,594      

 
The following summarizes the weighted-average remaining lease term and weighted-average discount rate: 
 

2025 2024

Weighted-Average Remaining Lease Term
Operating leases 5.35 years 6.64 years

Weighted-Average Discount Rate
Operating leases 7.0% 7.8%

 
The future minimum lease payments under noncancelable operating leases with terms greater than one year 
are listed below as of June 30, 2025: 
 

Years Ending June 30, Operating

2026 7,163,860$      
2027 7,252,072         
2028 7,250,289         
2029 5,814,696         
2030 5,141,144         
Thereafter 7,865,137         

Total lease payments 40,487,198      
Less: Interest (7,693,022)       

Present value of lease liabilities 32,794,176$    
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Note 12 -  Line of Credit 

 
The Organization has an available line of credit of $3,000,000 with JPMorgan Chase Bank as of June 30, 2025. 
The line is secured by the Organization’s accounts receivable, equipment, inventory and general intangibles. 
Advances under the line of credit accrue interest at the adjusted SOFR rate (Note Rate) and at the rate of 3% per 
annum above the Note Rate and matures December 2026. There was no outstanding balance on the line of 
credit as of June 30, 2025. 
 
 

Note 13 -  Long-Term Debt 
 
Long-term debt at June 30, 2025 and 2024 consisted of the following: 
 

2025 2024

3.9% note payable to bank, due in monthly installments of 
$32,439 including interest, to April 2038, secured by
property 3,973,054$      4,202,481$       

3.56% note payable to Innercare, due in semiannual installments of 
of $2,959,336 including interest, to July 2026, unsecured (1) 13,792,712 13,792,712       

3.56% note payable to Neighborhood Healthcare, due in semiannual
installments of $3,655,976 including interest, to July 2026,
unsecured 17,039,574 17,039,574       

6.65% equipment note payable to bank, due in monthly installments of 
$64,373 including interest, to October 2030, secured by
equipment 3,446,648 3,972,116         

8.00% note payable for insurance premium funding, due in monthly
installments of $60,857 including interest, to August 2025 168,655 120,507            

8.54% note payable for insurance premium funding, paid in full -                         55,249              
38,420,643      39,182,639       

Less current portion (969,586)           (12,603,970)     

Long-term debt, net of current portion 37,451,057$    26,578,669$    

 
 

(1) Subsequent to year-end, this note payable was amended whereby the due date was remained as July 
2026 and payments would be made as cash flow allowed. In addition, the interest that has accrued on 
those notes through August 2025 was forgiven (this forgiveness will be recognized in fiscal year 2026) 
but would starting accruing again in September 2025. 
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Long-term debt principal payment requirements are as follows: 
 

Amount

969,586$          
31,678,985      

897,594            
951,695            

1,009,209         
2,913,574         

38,420,643$    

2030
Thereafter

Year Ending June 30,

2026
2027
2028
2029

 
 

Note 14 -  Health Reimbursement Arrangement 
 
The Organization has a health reimbursement arrangement (HRA) that is funded solely through Organization 
contributions. The HRA allows eligible participants to be reimbursed tax free for qualified medical expenses 
subject to a specified ceiling. Amounts remaining at the end of the year can generally be carried over to the next 
year. The Organization is not permitted to refund any part of the balance to the participants; the account cannot 
be used for anything other than reimbursements for qualified medical expenses; and remaining amounts are not 
portable upon termination once the participant leaves the Organization. The Organization provides $5,000 per 
eligible employee. The Organization has accrued no estimated expense at June 30, 2025 and 2024 representing 
amounts likely to be utilized by employees for qualified medical expenses based on the history of use to date. 
 

 

Note 15 -  Employees’ 401(k) Plan 
 
Eligible employees who have attained age 21 and have completed three (3) consecutive months of service may 
participate in the Organization’s 401(k) Profit Sharing plan (401(k) Plan). The funds in the 401(k) Plan all became 
100% vested at date of rollover. Employees may contribute 1% to 100% of their compensation with a maximum 
allowed by the IRS. Employees are always 100% vested in their contributions to the plan.  
 
The Organization will make Safe Harbor matching contributions up to 4% and may make additional discretionary 
matching contributions up to 7% of an employee’s eligible pay for those who have completed 500 hours of 
service. The Safe Harbor matching contributions are 100% vested. The 401(k) Plan also allows for elective profit-
sharing contributions by the Organization.  
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Additional discretionary contributions as approved by the Board are vested as follows: 
 

40%
60%

100%

Vesting PercentageYears of Vesting Service

Less than 1
1
2
3
4

0%
20%

80%
5 or more

 
Amounts contributed to employees’ 401(k) plans by the Organization were $3,169,699 and $2,625,891 for the 
years ended June 30, 2025 and 2024, respectively. Plan forfeitures in the 401(k) Plan are used to pay 
administrative expenses of the 401(k) Plan and to reduce employer contributions.  
 
The 401(K) Plan is intended to satisfy all of the requirements for a qualified retirement plan under the 
appropriate provisions of the Internal Revenue Code, ERISA and other applicable federal and state laws. The 
Organization is the Plan Administrator with the Board Treasurer acting as its agent for the 401(k) Plan. 
Participants exercise control over some or all of the investments in their 401(k) Plan accounts. This limits the 
liability of the fiduciaries for losses resulting from investment decisions made by the participants. 
 
 

Note 16 -  Net Assets with Donor Restrictions  
 
Net assets with donor restrictions consist of the following at June 30, 2025 and 2024: 
 

2025 2024

Building improvements 11,792,465$    10,849,014$    
Charitable remainder trust services 11,540              11,540              
Grants 699,148            580,283            
Art collection 3,500                441,250            

Net assets with donor restrictions 12,506,653$    11,882,087$    

 
During 2025 and 2024, net assets were released from donor restrictions by incurring expenditures satisfying the 
restricted purposes and the expiration of time restrictions in the amounts of $998,971 and $1,967,369. These 
amounts are included in net assets released from restrictions in the accompanying statements of activities. 
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Note 17 -  Revivals Thrift Shops Operations 
 
The Organization has Revivals Thrift Shops operations as a component of fundraising activity. The amounts on 
the statement of activities are reported at net value. The following summarizes the gross revenues received and 
costs of goods sold for the years ending June 30, 2025 and 2024: 
 

2025 2024

Thrift store sales 8,423,880$      8,204,518$      
Cost of goods sold (7,583,801)       (7,710,292)       

840,079            494,226            
Thrift store - merchandise donated 7,281,008         6,959,762         

Fundraising/thrift stores - net 8,121,087$      7,453,988$      

 
 

Note 18 -  Contributed Non-Financial Assets 
 
The Organization received the following contributions of non-financial assets for the years ending June 30, 2025 
and 2024: 
 

2025 2024

Thrift store - merchandise donated 7,281,008$      6,959,762$      
Medication 36,193              97,094              
Sponsorships 358,621            -                         
Other 176                    -                         

7,675,998$      7,056,856$      

 
The contributed thift store merchandise are valued when sold. The contributed artwork, medication, 
sponsorship, and other items are valued using estimated prices of identical or similar products using pricing data 
under a like-kind methodology considering the goods’ condition and utility for use at the time of the 
contribution. Contributed thrift store merchandise is used for fundraising and development. Contributed 
artwork, medication, sponsorships and other items are used primarily in program services. All contributed non-
financial assets during the years ended June 30, 2025 and 2024 were unrestricted. 
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Note 19 -  Concentration of Revenue 
 
For the years ended June 30, 2025 and 2024, the Organization received 5% and 8%, respectively, of revenue 
from grants funded by governmental sources. A significant portion of government grant funding is provided by 
the federal Ryan White grant program and the HIV Prevention Activities Program. The Organization’s strategic 
plan has anticipated decreased Ryan White funding and is in process of and has implemented programs to 
enable the continuation of services into the future. 
 
 

Note 20 -  Rental Income 
 
The Organization has entered an exclusive lease agreement with Walgreen Co. for a pharmacy as a convenience 
and benefit to the Organization‘s clients in the Sunrise building. The lease has a twenty five-year term that 
expires September 2027 with monthly rental income of $3,675. There are also leases with six other entities with 
monthly rentals between $88 and $8,938 in fiscal year 2025 which have various terms. One of the leases expires 
in November 2025, four expire throughout 2027, and one with an expiration date of August 2029. 
 
Minimum future rental income to be received on these leases is as follows: 
 

Amount

2026 251,747$          
2027 248,713            
2028 141,569            
2029 1,200                
2030 200                    

643,429$          

Year Ending June 30,

 
 

Note 21 -  Related Party Balance and Transactions 
 
The Organization is the sole member of Sunrise DAP, LLC, a California limited liability company. Sunrise DAP, LLC, 
is the Administrative General Partner of Vista Sunrise II, L.P. (Partnership), with other partners being CVHC 
Sunrise Vista LLC (Managing General Partner); Miles Avenue Housing, Inc. (Withdrawing Limited Partner); and 
Wells Fargo Affordable Housing Community Development Corporation (Investor Limited Partner). The purposes 
of the Partnership are to acquire, finance, own, construct, rehabilitate, maintain, improve, operate, lease and if 
appropriate or desirable, sell or otherwise dispose of the Vista Sunrise II Apartment Complex (Complex). 
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The Complex is being constructed on the Organization’s campus and consists of studios and one-bedroom units 
for individuals and families who experience chronic illnesses, physical or mental disabilities, or those who are 
homeless. The project will be funded by federal and state tax credits along with additional funding through 
Riverside County and the City of Palm Springs. Title to the Complex will remain with the Partnership and no 
partner has any ownership interest in the Complex. The Managing General Partner will perform ongoing 
partnership management throughout the term of the fifteen-year tax credit compliance period and shall be paid 
an ongoing partnership management fee equal to 80% of any partnership management, and/or incentive 
management fees receive for the project. Sunrise DAP, LLC will provide CVHC Sunrise Vista LLC ongoing tenant 
concerns throughout the fifteen-year term, including recommending replacement of property manager. The 
Organization is deferring the developer fee over the fifteen-year term. The Organization shall have the Right of 
First Refusal (for the period of two years) and first option to Purchase the Project upon expiration of the fifteen-
years (or earlier if permitted by the investor). 
 
The Organization has a ground lease with the Partnership effective January 31, 2022 through January 31, 2121 
unless terminated earlier in accordance with the lease. The rent of one dollar annually shall be paid in advance 
on or before January 1 of each year during the lease term. The Organization will be responsible for 75% of the 
costs for keeping and maintaining the park improvements, carports and the combined driveway. The Partnership 
will reimburse the Organization for 25% of the reasonable out-of-pocket costs incurred by the Organization for 
any repairs or replacements to the park improvements or the shared driveway. 
 
The Organization is the sole owner of Vista Sunrise Inc., a 501(c)(3) organization. Vista Sunrise Inc. was formed 
to be the Managing General Parter of Vista Sunrise Apartments, L.P. (A California Limited Partnership). Vista 
Sunrise Apartments, L.P. (“Partnership”) is the owner and operatior of an 80-unit low income housing project for 
people living with HIV/AIDS called Vista Sunrise Apartments, located adjacent to the Organization. 
 
Vista Sunrise Inc. has delegated its substantial management duties of the Vista Sunrise Apartments to 
McCormack Baron Ragan Management Services, Inc. ("MBR”), a management company with extensive 
experience in the management of low-income projects. MBR is affiliated with MBS Urban Development Co., the 
development general partner of the Partnership. The Board of Vista Sunrise Inc. provides oversight to determine 
that the delegated management duties are being adequately performed by MBR. Vista Sunrise Inc. is operated 
by members of the Board of Directors of DAP. Vista Sunrise Inc. does not maintain an office or place of business 
separate from DAP, nor has it hired separate, paid staff members. 
 
The Organization conducts various services with companies owned by members of the Board of Directors and 
relations of employees in the normal course of business. All transactions are at arm’s length. The transactions 
relating to these Board of Directors related party transactions amounted to $336,250 and $303,832 at June 30, 
2025 and 2024, respectively. Related party payables were $15,243 and $9,480 as of June 30, 2025 and 2024, 
respectively. 
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Note 22 -  Business Combination 
 
As discussed in Note 1, effective August 1, 2023, the Organization purchased the assets and assumed certain 
contracts of Borrego Health Community Foundation to help increase market share, provide synergies across the 
business, and potentially expand services that were not previously provided. In connection with this purchase, 
the Organization issued two notes payable with unrelated entities and entered into certain Administrative 
Service Agreements. The assets purchased were recorded at fair value at the date of purchase. 
 
The following summarizes the assets purchased net of the debt issued: 
 

Amount

Pharmacy inventory 1,013,286$      
Property and equipment 12,421,628      
Goodwill 38,721,317      

 
As identified in Note 10, certain triggering events required that management complete a qualitative and 
quantitative assessment of goodwill which resulted in an impairment to goodwill of $14,000,000 being 
recognized for the year ended June 30, 2024. This resulted in goodwill being written down to $24,721,317. 
 
 

Note 23 -  Contingencies  
 
Malpractice Insurance 
 
The Organization has malpractice insurance coverage to provide protection for professional liability losses on a 
claims-made basis subject to a limit of $1 million per claim and an annual aggregate limit of $3 million. Should 
the claims-made policy not be renewed or replaced with equivalent insurance, claims based on occurrences 
occurring during its term, but reported subsequently, would be uninsured. 
 
The Organization has malpractice insurance coverage to provide protection for professional liability losses on a 
claims-made basis through the Federal Tort Claims Act (FTCA) and through additional liability insurance (gap 
insurance) for those situations not covered by the FTCA. Should the claims-made policy not be renewed or 
replaced with equivalent insurance, claims based on occurrences occurring during its term, but reported 
subsequently, would be uninsured. 
 
Litigation, Claims, and Disputes 
 
The Organization is subject to the usual contingencies in the normal course of operations relating to the 
performance of its tasks under its various programs. In the opinion of management, the ultimate settlement of 
litigation, claims, and disputes in process will not be material to the financial position, operations, or cash flows 
of the Organization. 
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The health care industry is subject to numerous laws and regulations of federal, state, and local governments. 
Compliance with these laws and regulations, specifically those relating to the Medicare and Medicaid programs, 
can be subject to government review and interpretation, as well as regulatory actions unknown and unasserted 
at this time. Federal government activity with respect to investigations and allegations concerning possible 
violations by health care providers of regulations could result in the imposition of significant fines and penalties, 
as well as significant repayments of previously billed and collected revenues from patient services. 
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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 

To the Board of Directors 
DAP Health, Inc. 
Palm Springs, California  

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 (Government Auditing Standards), the financial 
statements of DAP Health, Inc. (Organization) which comprise the statement of financial position as of 
June 30, 2025, and the related statements of activities, functional expenses, and cash flows for the year 
then ended, and the related notes to the financial statements, and have issued our report thereon dated 
February 6, 2026. 

Report on Internal Control over Financial Reporting 

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

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material 
misstatement of the 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 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. We identified certain 
deficiencies in internal control, described in the accompanying Schedule of Findings and Responses as 
item 2025-001 that we consider to be a significant deficiency. 
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Report on Compliance and Other Matters 

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

The Organization’s Response to Findings 

Government Auditing Standards requires the auditor to perform limited procedures on the 
Organization’s response to the findings identified in our audit and described in the accompanying 
Schedule of Findings and Responses. The Organization’s response was not subjected to the auditing 
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on 
the response. 

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. 

Fargo, North Dakota 
February 6, 2026 
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2025-001 Audit Adjustments and Preparation of Financial Statements 
Significant Deficiency in Internal Control over Financial Reporting 

Criteria A complete system of internal control contemplates an adequate system for recording 
and processing journal entries that are significant to the financial statements. In 
addition, a properly designed system of internal control over financial reporting includes 
preparation of an entity’s financial statements and accompanying notes by internal 
personnel of the entity. Management is responsible for establishing and maintaining 
internal control over financial reporting and procedures related to the fair presentation 
of the financial statements in accordance with U.S. generally accepted accounting 
principles (GAAP).  

Condition As part of our audit, we proposed an audit adjustment to the financial statements 
related to unbilled receivables which were not identified by management. The amount 
identified as understated revenue and accounts receivable balances was largely offset 
by a proposed allowance for uncollectable claim amounts, proposed by mangement, 
which reduced the net financial statement impact of the omission by approximately 
$455,000. 

Cause The underlying cause of the deficiency relates primarily to the timing of recording 
Medi-Cal wrap payments and other claim revenue-related activity as part of reviewing 
cutoff amounts for the current accounting period. 

Effect This control deficiency resulted in patient service revenue in the interim financial 
statements being understated by approximately $455,000. 

Recommendation  We recommend management strengthen reconciliation and review procedures 
surrounding revenue cutoff to ensure all charges and adjustments are recorded in the 
appropriate period. Enhanced coordination between billing and clinical teams and 
increased monitoring of post–month-end charge activity would further support timely 
and accurate reporting. 

Management’s Response 
And Corrective Plan Although the allowance offset mostly mitigated the effect on net receivables, 

management agrees the condition still represents a breakdown in our revenue and 
receivable cutoff control process. Accurate cutoff procedures are essential to ensuring 
revenue and related receivables are recorded in accordance with generally accepted 
accounting principles. The deficiency highlights the need for more rigorous 
reconciliation and review procedures taken by our revenue management team to 
ensure all charges and adjustments are captured in the proper period. 
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Management has acknowledged the need for strengthened internal controls over revenue and receivable cutoff, 
the calculation of contractual allowances, and the timing of recording MediCal Wrap payments as they relate to 
denied capitated claims. Management has committed to enhancing month-end billing procedures, improving 
our monitoring of post–month-end charge activity. These actions, once fully implemented, are expected to 
remediate the deficiency and provide greater assurance over the completeness and accuracy of period-end 
revenue and receivables. 




