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Board of Directors Covenant House 

~ Ernst & Young LLP 5 Times Square New York, New York 

Report of Independent Auditors 

~ Phone: (212) 773-3000 www.ey.corn 

We have audited the accompanying combined statement of financial position of Covenant House and Affiliates (the "Organization") as of June 30, 2003, and the related combined statements of activities, functional expenses and cash flows for the year then ended. These combined financial statements are the responsibility of the Organization's management. Our responsibility is to express an opinion on these combined financial statements based on our audit. We did not audit the financial statements of Covenant House Alaska whose statements reflect total assets of $4,108,123 as of June 30, 2003 and total contributions and revenue of $2,874,059 for the year then ended. Those statements were audited by other auditors whose report has been furnished to us and our opinion, insofar as it relates to data included for Covenant House Alaska, is based solely on the report of the other auditors. The prior year summarized comparative information has been derived from Covenant House's 2002 combined financial statements and in our report dated October 22, 2002, we expressed an unqualified opinion on those combined financial statements. 
We conducted our audit in accordance with auditing standards generally accepted in the United States and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the combined financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the combined financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall combined financial statement presentation. We believe that our audit and the report of other auditors provide a reasonable basis for our opinion. 
In our opinion, based on our audit and the report of other auditors, the combined financial statements referred to above present fairly, in all material respects, the combined financial position of Covenant House and Affiliates at June 30, 2003, and the changes in their combined net assets and their combined cash flows for the year then ended in conformity with accounting principles generally accepted in the United States. 



In accordance with Government Auditing Standards, we have also issued our report dated September 15, 2003 on our consideration of the Organization's internal control over financial reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral pa~ of an audit performed in accordance with Government Auditing Standards and should be read in conjunction with this report in considering the results of our audit. 
Our audit and that of other auditors were made for the purpose of forming an opinion on the combined financial statements of the Organization for the year ended June 30, 2003 taken as a whole. The accompanying combined schedule of expenditures of federal awards and schedule of expenditures of State of New Jersey financial assistance are presented for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and the State of New Jersey Office of Management and Budget Circular Letter 98-07 and are not a required part of the combined financial statements. The information in those schedules has been subjected to the auditing procedures applied in the audit of the combined financial statements for the year ended June 30, 2003 and, in our opinion, based on our report and the report of other auditors, is fairly stated, in all material respects, in relation to the combined financial statements taken as a whole. 

September 15, 2003 ~ t ~LLP 



Covenant House and Affiliates 
Combined Statements of Financial Position 

Assets Cash and cash equivalents Short-term investments Short-term contributions receivable Grants receivable Other receivables Inventory Prepaid expenses Property, plant and equipment, net Long-term contributions receivable, net Long-term investments Other assets Total assets Liabilities and net assets Accounts payable, accrued expenses and refundable advances Annuities payable Debt obligations Deferred revenue Total liabilities Commitments and contingencies Net assets: Unrestricted: Undesignated Investment in property, plant and equipment Board designated Total unrestricted Temporarily restricted Permanently restricted Total net assets Total liabilities and net assets 

June30 2003 2002 

$170,537,428 $171,711,383 

22,125,323 21,721,355 

21,617,545 82,049,450 25.796.444 13,190,014 77,949,979 36.434.762 129,463,439 13,547,377 127,574,755 16,727,270 5,401,289 5,688,003 



Covenant House and Affiliates Combined Statements of Activities 
Year ended June 30, 2003 with summarized financial information for 2002 

Temporarily Permanently Unrestricted Restricted Restricted Contributions, revenue and reclassifications: Contributions: Contributions from individuals, foundations and corporations, including legacies and bequests of $7,855,033 ($12,685,648 in fiscal 2002) $ 85,645,145 $ 5,283,599 $ Con~buled services ~ merchandise $14,317 Govemr~at grants and contracts 21,646,973 364,164 Special events revenue $4,224,132 Less direct beaefit to donor costs 982,401 Net special events income Total conmbutioas Revenue: Investment income: I atea'est and dividends ~ Net twa-ealized gains 0oss~) Net realized losses Other income, gains Total revenue Total ccol~butioas arid revenue Reclassifications: Net assets telrasad from restrictions Total conifilYdtioas, tevonue and reclassifications Expenses: Frogram services Suppling services: Management and general Fund-raising Tolal su!~lxxtmg secvices Total expenses Cmrent year wanslation adjustment Total expenses and translation adjustment Change in net assets Net assets, beginait~g of 5'ea~ Net assets, cad of yenr 

90,928,744 814,317 2.2,011,137 $ 97,002,300 913,886 15,259,859 
3241,731 3,720,238 111,348,166 5,647,763 

2,650,239 603,283 (1,735,310) 1.433,062 
64,614 293,286 178.014 (19,425) 

2,714,8~ 877,144 (1,735,310) 1.6IL076 
6,896,283 
1,657,298 (2,901,455) (1,823,911) 830.903 2,951,274 14,299,440 6,183,677 

9,610,565 (9,363,570) (246,995) 
14,659,118 

23.910.005 t3.179.893) (266A20) 120,463,(~)2 114,659,118 



l~liJ 



Covenant House and Affiliates 
Combined Statements of Cash Flows 

Cash flows from operating activities Change in net assets Adjustments to reconcile change in net assets to net cash provided by operating activities: Current year translation adjustment Contributed investments Contributions restricted for building construction and fixed asset acquisitions Discount on contribution receivable Unrealized and realized losses on investments Net actuarial adjustment related to long-term investments and annuities payable under split-interest agreements Depreciation and amortization Use (contributions) of contributed inventory Contributed property, plant and equipment Permanently restricted contributions Changes in operating assets and liabilities: Contributions receivable Grants receivable Other receivables Prepaid expenses Other assets Accounts payable, accrued expenses and refundable advances Net cash provided by operating activities Cash flows from investing activities (Purchases) sales of investments, net Purchases of property, plant and equipment and construction in progress Net cash used in investing activities Cash flows from financing activities Payment of annuity obligations Additions t~ gift annuity arrangements Contributions restricted for building construction and fixed asset acquisitions Proceeds from special-pur]x)se grant restricted for acquisition of property Proceeds from loans Payment of debt obligations Permanently restricted contributions Net cash provided by financing activities Net (decrease) increase in cash and cash equivalents Cash and cash equivalents at beginning of year Cash and cash equivalents at end of year 

Year ended June 30 2003 2002 $ (1,577,923) $ (5,311,345) 
(2,075,074) (547.860) (2,614,342) 2,190 (48,107) (2,159,415) 117,030 858,166 4.725.366 173,925 5,417,707 15,834 
786,023 (218.241) 2,480,752 583,977 (637,163) 40.062 

599.035 4.954.377 (85.939) (52,100) (438,243) (881,075) I44.441 (1,826,390) 1,402,206 (142,441) 1.000210 2,802,873 1.882,770 
(4,151,333) (8,,382.180) 3,436,885 11,862,571 (12,533,513) (8,425,686) 
(574,266) 786.031 1,732,033 35,330 (57,114) 
(556,456) 580274 3.556.103 227,807 4.644,299 (1,106.897) 438.243 1.922,014 7.783,373 (7,808,626) 1,240,457 23,515,641 22,275,184 $15,707,015 $23,515,641 Supplemental disclosure of non-cash activities Long-term contributions receivable resVicted for acquisition of property $ 1,365,152 $ 304,929 



Covenant House and Affiliates 
Notes to Combined Financial Statements 

June 30, 2003 
O~nniza~n Covenant House is a not-for-profit organization which was founded in 1968 and incorporated in 1972. Covenant House and its affiliates provided shelter, food, clothing, counseling, medical attention, crisis intervention, public education and other services to over 77,000 runaway and homeless youths during fiscal 2003. In addition, Covenant House offers a national toll-free crisis intervention hotline. Covenant House is the sole member of the following not-for-profit affiliates: 
Under 21 Covenant House Alaska Covenant House California Covenant House Florida Covenant House Georgia Covenant House Michigan Covenant House Missouri 

Covenant House New Jersey Covenant House New Orleans Covenant House Pennsylvania/Under 21 Covenant House Texas Covenant House Washington, D.C. Covenant House Western Avenue Testamentum 
In addition, Covenant House is the sole member of Covenant International Foundation ("CIF"), a not-for-profit corporation. CIF is a member of the following international not-for- profit affiliates: Covenant House Toronto Covenant House Vancouver Asociaci6n Casa Alianza (Guatemala) Casa Alianza De Honduras 

Casa Alianza Nicaragua Fundaci6n Casa Alianza M6xico, I.A.P Casa Alianza Intemacional 
Covenant House is also a member of the above international not-for-profit affiliates except for Fundaci6n Casa Alianza MSxico, I.A.P. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

I. Organization and Basis of Combination (continued) Basis of Combination 
The combined financial statements include the accounts of Covenant House, the aforementioned affiliated organizations and the entities, including trusts, for which Covenant House exercises direct or indirect control and possesses an economic interest. All significant intercompany transactions and balances have been eliminated in combination. 2. Summary of Significant Accounting Policies Fund Accounting and Net Asset Classification 
To ensure compliance with restrictions placed on the resources available to Covenant House, Covenant House's accounts are maintained in accordance with the principles of fund accounting. This is the procedure by which resources are classified for accounting and reporting into funds established according to their nature and purposes. In the combined financial statements, funds that have similar characteristics have been combined into three net asset categories: permanently restricted, temporarily restricted and unrestricted. Permanently restricted net assets contain donor-imposed restrictions that stipulate the resources be maintained permanently, but permit Covenant House to use or expend all of the income derived from the donated assets for unrestricted purposes, except where the instructions of the donor specify otherwise. 
Temporarily restricted net assets contain donor-imposed restrictions that permit Covenant House to use or expend the assets as specified. The restrictions are satisfied either by the passage of time or by actions of Covenant House. Unrestricted net assets are not restricted by donors, or the donor-imposed restrictions have expired. As reflected in the accompanying combined statements of financial position, Covenant House's Board of Directors has designated a portion of the unrestricted net assets of Covenant House for long-term investment purposes. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) 
The majority of expenses can generally be directly identified with the program or supporting service to which they relate and are charged accordingly. Other expenses by function have been allocated among program and supporting services classifications on the basis of square footage of office space occupied, salaries, and other bases as determined by the managements of Covenant House and its affiliates. 
Covenant House records earned revenues on an accrual basis; investment income is recognized in accordance with the policies enumerated below. In addition, Covenant House records as revenue the following types of contributions, when they are received unconditionally, at their fair value: cash, promises to give, certain contributed services and gifts of long-lived assets. Conditional contributions are recognized as revenue when the conditions on which they depend have been substantially met. Except as otherwise disclosed, substantially all of Covenant House's government grants are cost reimbursement type grants and are considered conditional contributions for purposes of applying revenue recognition policies. Contributions are recorded net of estimated uncollectible amounts. Temporarily Restricted Contributions 
Covenant House records contributions as temporarily restricted if they are received with donor stipulations that limit their use either through purpose or time restrictions. When donor restrictions expire, that is, when a time restriction ends or a purpose restriction is fulfilled, temporarily restricted net assets are reclassified to unrestricted net assets and reported in the accompanying combined statements of activities as net assets released from restrictions. It is Covenant House's policy to record temporarily restricted contributions received and expended in the same accounting period in the unrestricted net asset class activity. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) Contributions that the donor requires to be used to acquire long-lived assets (e.g., building improvements, furniture, fixtures and equipment) are reported as temporarily restricted. Covenant House reflects the expiration of the donor-imposed restriction when long-lived assets have been placed in service, at which time temporarily restricted net assets are reclassified to unrestricted net assets and reported in the accompanying combined statements of activities as net assets released from restrictions. 
Property, plant and equipment am recorded at cost if purchased or, if donated, at fair value at the date of the gift, less accumulated depreciation and amortization. Depreciation is computed on the straight-line basis over the estimated useful lives of the assets which range from 3 to 33 years. Leasehold improvements am amortized on the straight-line basis over the lesser of the term of the lease or their estimated useful lives. Contributed Services and Merchandise 
Contributed services are recognized as revenue if the services create or enhance nonfinancial assets or require specialized skills, are provided by individuals possessing those skills and typically need to be purchased if not provided by donation. Contributed services am recorded at the fair value of the services provided. Contributed services and promises to contribute services that do not meet the above criteria are not recognized as revenues and are not reported in the accompanying combined financial statements. Contributions of clothing and merchandise are valued at their estimated fair value at the date of receipt and recognized as revenue when received and expensed from inventory when used. 
Covenant House maintains an allowance for doubtful accounts for estimated losses that may result from the inability of its donors to make required payments. Such allowances are based upon several factors including, but not limited to, historical experience and the financial condition of the donor. 



Covenant House and Affiliates Notes to Combined Financial Statements (continued) 
2. Summary of Significant Accounting Policies (continued) Cash and Cash Equivalents Covenant House considers highly liquid investments purchased with a maturity of three months or less, other than those held in the long-term investment portfolio, to be cash equivalents. 
Use of Estimates The preparation of the combined financial statements in conformity with accounting principles generally accepted in the United States requires management to make estimates and assumptions that affect the repoaed amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the combined financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. 
Marketable equity securities and debt obligations are carried at quoted market value. Income earned from investments, including realized and unrealized gains and losses, in all net asset classifications, except permanently restricted net assets, is recorded in the net asset class owning the assets. Income earned from permanently restricted investments, including realized and unrealized gains and losses, is recorded as unrestricted, except where the instructions of the donor specify otherwise. Investments which are undesignated and are not temporarily or permanently restricted are classified as short-term. All other investments are classified as long-term. 
Inventories consist of materials and supplies which, if purchased, are stated at the lower of cost or market under the average method, or if donated, are stated at current market value. 

11 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) 
The following methods and assumptions were used by Covenant House in estimating its fair value for financial instruments: Cash and cash equivalents: The carrying amounts reported in the accompanying combined statements of financial position for cash and cash equivalents approximate fair value. Common stocks, mutual funds and debt securities: Fair values of common stocks, mutual funds and debt securities are based on quoted market prices. 
Investment in real estate: Market values for real estate held for sale are not readily determinable and are shown at historical cost if purchased or estimated fair value at date of gift if donated. Beneficial interests in perpetual trusts: The fair value of beneficial interests in perpetual trusts is approximated by Covenant House's share of the fair value of the assets held by the trust. Debt obligations: The carrying amount reported in the accompanying combined statements of financial position for debt obligations approximates fair value. See Note 7 for additional information regarding investments. Summarized Financial Information for Fiscal 2002 and Reclassification The accompanying combined 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 accounting principles generally accepted in the United States. Accordingly, such information should be read in conjunction with Covenant House's combined financial statements for the year ended June 30, 2002, from which the summarized information was derived. Certain prior year balances have been reclassified to conform with the current year presentation. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

3. Components of Program and Supporting Services 
The Shelter and Crisis Care program provides crisis care, shelter, food, clothing, counseling and legal advice to abandoned and runaway youths through Covenant House programs in North and Central America. The Outreach program is an effort to reach youths who would otherwise not find their way to the shelters. Outreach vans cruise the city streets every night, searching for these youths and providing them with food, a trained counselor and a safe ride to a shelter. The Mother/Child program provides emergency shelter, food and counseling to homeless mothers under the age of 21 and their children. Nineline is Covenant House's toll-free number which provides immediate counseling to runaway or potential runaway adolescents and their families. Medical services include clinics maintained by Covenant House affiliates to provide youths in the programs with needed medical attention. The Community Service Center program provides comprehensive services to youths who have left Covenant House affiliates' crisis centers, and other youths in the community who need support to maintain themselves in stable living situations. The Public Education program informs and educates the public on how to identify potential "runaway" and "throwaway" adolescents, the public and private resources available to help such adolescents before they leave home and the public support services available to these families to improve the home environment. Rights of Passage ("ROP") provides transitional home services for up to 18 months to youths, including individual counseling and help with completing their education and finding jobs and housing. Management and General services include administration, finance and general support activities. Certain administrative costs that relate to specific programs have been allocated to such programs. Fund-raising services relate to the activities of the development department in raising general and specific contributions. Direct Benefit to Donor Costs are those costs incurred in connection with special events related to items benefiting attendees of such events, such as meals and entertainment. 

13 



Covenant House and Affiliates Notes to Combined Financial Statements (continued) 
4. Allocation of Joint Costs Under the requirements of the AICPA's Statement of Position 98-2, Accounting for Costs of Activities of Not-for-Profit Organizations and State and Local Government Entities that Include Fund Raising ("SOP 98-2"), the joint costs of certain informational mailings that contain an appeal for funds are allocated between the public education program and fund- raising. Of the total joint costs of approximately $1.5 million incurred in fiscal 2003, approximately $975,000 was allocated to public education. Of the total joint costs of approxi- mately $5.4 million incurred in fiscal 2002, approximately $3.6 million was allocated to public education. 
5. Contributions Receivable 
Contributions receivable have been recorded at present value, net of estimated uncollectible amounts. Those receivables that are due in more than one year have been discounted to their present value using a discount rate ranging from 3.5% to 8%. The receivables are due as follows: 
One year One to five years Thereafter 
Less discount to present value Present value of contributions receivable 

June 30 
$ 3,290,994 1,488,403 1,443.463 $4,312,421 822,921 1,218,176 6,222,860 (483.079 6,353,518 (366.049 $ 5,739,781 $5,987,469 Included in contributions receivable at June 30, 2003 and 2002 is approximately $866,000 and $899,000, respectively, discounted to present value, relating to the fair value of rent-free use of a facility in Anchorage, Alaska contributed by an unrelated party. 6. Grants and Contracts Grants receivable at June 30, 2003 and 2002 of $3,641,517 and $3,196,332, respectively, are expected to be collected within one year. 

14 



Covenant House and Affiliates Notes to Combined Financial Statements (continued) 
6. Grants and Contracts (continued) Covenant House and its affiliates receive funding under grants and contracts from various federal, state and local government agencies. In accordance with the terms of certain government contracts, the records of certain affiliates are subject to audit for varying periods after the date of final payment of the contracts. The affiliates are liable for any disallowed costs; however, the management of the affiliates believes that the amount of costs disallowed, if any, would not be significant. As of June 30, 2003, Covenant House had been approved for a number of government cost reimbursable grants in which conditions stipulated in the grant agreements have not been met. Accordingly, these grants are considered conditional promises to give and are not included in the accompanying combined financial statements. 
Investments at June 30, 2003 consist of the following: 

Cash and cash equivalents Common stocks U.S. government securities Corporate debt securities Mutual funds Beneficial interests in trusts held in perpetuity Other 
Investment in real estate 

Total Short-term Long-term Fair Value 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

7. Investments (continued) Investments at June 30, 2002 consist of the following: 
Cash and cash equivalents Common stocks U.S. government securities Corporate debt securities Mutual funds Beneficial interests in trusts held in perpetuity Other 
Investment in real estate 
8. Property, Plant and Equipment 

Total Short-term Lonl~-term Fair Value 

Property, plant and equipment, net, consisted of the following: 
Land Buildings Building improvements Equipment Equipment under capital leases Leasehold improvements Construction in progress Less accumulated depreciation and amortization (including accumulated amortization on equipment under capital leases of $2,714,189 in fiscal 2003 and $2,687,372 in fiscal 2002) 

June30 2003 2002 

134,677,514 
52.660.898 87,056,163 $ 82,016,616 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

8. Property, Plant and Equipment (continued) In fiscal 1996, an affiliate was awarded a grant of $1.0 million from the City of Atlantic City (the "City") to be used for the construction of a new shelter facility. The grant provides that if the affiliate were to cease utilization of the facility in its program activities, the affiliate would be obligated to the City for the amount of the grant. In fiscal 1992, an affiliate was awarded two grants totaling approximately Can. $6,800,000 from the Province of Ontario ("Ontario") to be used to establish a shelter facility located in Toronto, Ontario. The grant provides, among other things, that in the case of disposition, the net proceeds received from the sale of the facility will be distributed to the affiliate and Ontario in an amount proportionate to the funding provided by the parties for the establishment of the facility (56.1% to Ontario and 43.9% to the affiliate). 
In fiscal 2000, an affiliate borrowed $472,000 from a bank to purchase a building. The term loan bears interest at a rate for five years of 1.75% plus the yield on five-year treasury bonds (8.54% at June 30, 2003) and is secured by the underlying property. The balance outstanding at June 30, 2003 and 2002 of $458,033 and $462,367, respectively, is included as a component of debt obligations in the accompanying combined statements of financial position. Future minimum payments are $44,210, including interest, per year through 2030. In fiscal 2002, an affiliate borrowed $1,001,000 from a bank to be used for operating purposes. The term loan bears interest at a rate for ten years at 7.6%. During fiscal 2003, Covenant House amended the debt agreement to state an interest rate of 6.15% annually. The loan is secured by certain property located in Orlando, Florida. The balance outstanding at June 30, 2003 and 2002 of $938,715 and $971,944, respectively, is included as a component of debt obligations in the accompanying combined statements of financial position. Future minimum payments are $105,164, including interest, per year through 2011, after which the remaining principal is due. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

In fiscal 2002, an affiliate borrowed approximately $3.5 million to finance the purchase and renovation of a building for its Shelter and Crisis Care Program. The financing consisted of two five-year term loans with JPMorgan Chase Bank ("Chase") and the Non-Profit Finance Fund, respectively. The term loans bear interest based on the LIBOR or money market rate plus 55 basis points (1.89% at June 30, 2003) and a fixed rate of 6% per annum, respectively. The balance outstanding at June 30, 2003 and 2002 on these loans totals $3,316,247 and $3,508,568, respectively, and is included as a component of debt obligations in the accompanying combined statements of financial position. The loans are collateralized by securities owned by Covenant House and mortgages on the property. Covenant House serves as co-borrower on the loan from Chase. Covenant House is the lessee of certain equipment under capital leases expiring in various years through fiscal 2007. Generally, assets under capital leases are purchased at the end of the lease term, Amortization of assets under capital leases is included in depreciation and amortization expense. The following summarizes the scheduled loan repayment: 
2004 2005 2006 2007 2008 There~er 

$ 414,133 407,060 386,980 2,777,000 108,955 887,339 $ 4~81,467 Covenant House has an unsecured line of credit agreement with Chase to borrow up to an aggregate amount of $2,500,000. Interest is payable at the Chase prime rate. The line of credit expires on December 31, 2003. There were no borrowings under this facility during fiscal 2003 and 2002. An affiliate has a $500,000 unsecured line of credit with interest payable at the prime rate. 

18 



Covenant House and Affiliates Notes to Combined Financial Statements (continued) 

In fiscal 2002 and 2001, an affiliate was awarded special-purpose grant/loans of $150,500 and $750,000, respectively, from the State of New Jersey Department of Community Affairs ("DCA"), passed through the Federal Department of Housing and Urban Development, for the construction and renovation of the Newark Crisis Center. These grant/loans are reflected as deferred revenue in the accompanying combined statements of financial position and will be amortized over a 10-year period commencing in fiscal 2002. In the event the affiliate ceases utilization of the facility for its program activities, the affiliate would be obligated to DCA for the unamortized amount of the grant. In fiscal 2001, an affiliate was awarded a grant/loan that amounted to $100,000 from the Department of Human Services, State of New Jersey, in order to finance the renovation/improvement of its newly acquired ROP facility. Pursuant to the facility restriction clause and other terms of the capital funding agreement, the grant/loan is reflected as deferred revenue in the accompanying combined statements of financial position and will be amortized over a 20-year period commencing in fiscal 2002. 
Covenant House is the beneficiary in a number of split-interest agreements with donors. Covenant House may control donated assets and may share with the donor or the donor's designee income generated from those assets until such tithe as stated in the agreement (usually upon the death of the donor or the donor's designee) at which time the remaining assets are generally unrestricted for Covenant House's use. Covenant House also has beneficial interests in certain perpetual trusts administered by a third party (valued at approximately $556,000 and $575,000 at June 30, 2003 and 2002, respectively, and included in long-term investments). Covenant House records the assets arising from the split-interest agreements on its combined statements of financial position (at fair value) if the assets are controlled and invested by Covenant House. Covenant House records contribution income and a liability for amounts payable to annuitants using an actuarial calculation at the time of the gift. Adjustments to the actuarial calculation for changes in assumptions are made annually. The discount rates used in the calculation at June 30, 2003 and 2002 ranged from 3.5% to 6.0%. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

11. Sprit-interest Agreements (continued) At June 30, 2003 and 2002, approximately $8.1 million and $7.8 million, respectively, of long-term assets and approximately $5.6 million and $5.2 million, respectively, of annuities payable in the accompanying combined statements of financial position related to such agreements. In other situations where assets are controlled and invested by an independent third party, Covenant House records a receivable and contribution income for its share of the assets based on the present value of the estimated future distributions expected to be received by Covenant House over the expected term of the agreement. At June 30, 2003 and 2002, long-term receivables relating to such agreements were approximately $1.2 million and $731,000, respectively. 
The management of Covenant House has determined that the functional currency of certain of its foreign affiliates is the United States dollar and for the remaining foreign affiliates the functional currency is the local currency. Accordingly, for those affiliates that use United States dollars as the functional currency, monetary assets and liabilities are translated using the current exchange rate in effect at the combined statements of financial position date, while nonmonetary assets and liabilities are translated at historical rates. Operations are generally translated at the weighted average exchange rate in effect during the fiscal year. 
The resulting foreign exchange gains and losses are recorded in the combined statement of activities. 
For the affiliates whose functional currency has been determined to be the local currency, assets and liabilities are translated using the exchange rates in effect at the combined statements of financial position date. Operations are translated based on a weighted average exchange rate for the fiscal year. The resulting translation gains and losses are reported as a component of the applicable net asset classification. At June 30, 2003 and 2002, accumulated translation gains (losses) were approximately $75,000 and ($2 million), respectively. At June 30, 2003, approximately 15% of Covenant House's assets were held by foreign affiliates. 



Covenant House and Affiliates Notes to Combined Financial Statements (continued) 

Temporarily restricted net assets are available for the following purpose and time restrictions June 30 Pu~ restrictions: Covenant House New Jersey purchase and renovation of Crisis Center Latin American programs Covenant House Alaska Shelter and Crisis Care Covenant House Michigan Rights of Passage facility construction Covenant House Texas program restrictions Covenant House Washington, D.C. program restrictions Other donor-imposed purpose restrictions Time restrictions: Donated use of facility (Covenant House Alaska through 2018) Covenant House California Tenth Anniversary Campaign Split-interest agreements Other time restrictions 
14. Permanently Restricted Net Assets 

47,036 228,SS6 133,800 311,782 1,042,390 79,092 3,448,541 

47,036 899,500 164,634 375,184 1,076,607 3,601,739 1,948,363 
865,661 898,749 314,160 425,726 4,055,630 3,403,745 3,020~729 3,885,987 $13,547,377 $16,727,270 

Permanently restricted net assets are restricted to investment in perpetuity. Except for changes in unrealized gains (losses) on the fair value of perpetual trusts administered by third parties, which ale reflected in the permanently restricted net asset class, the income is not designated for specific programs and is expendable for unrestricted purposes. 



Covenant House and Affiliates Notes to Combined Financial Statements (continued) 

Net assets were released from donor restrictions during fiscal 2003 and 2002 by incurring expenses satisfying purpose restrictions or time restrictions elapsing as specified by donors as follows: 
Purpose restrictions satisfied: Latin American programs Covenant House Alaska Shelter and Crisis Care Covenant House California program restrictions Covenant House Texas capital campaign Other net donor-imposed purpose restrictions ~ and reclassifications Time restrictions elapsed: Split-interest agreements Other time restrictions Permanent restrictions removed 

Year ended June 30 2003 2002 

$ 9,610,565 $ 5,357,366 
Contributed services were provided by Covenant House Faith Community ("Community") members. Community members are full-time volunteers who commit themselves to a year of service to runaway and homeless youths. Room and board, $15 stipend per week, health insurance and reimbursement for other personal expenses are provided to Community members. The expenses associated with Community members were approximately $480,000 and $503,000 for the years ended June 30, 2003 and 2002, respectively, and are reported in the accompanying combined financial statements. The value of contributed services performed by Community members was approximately $358,000 and $531,000 for the years ended June 30, 2003 and 2002, respectively, and was not recognized in the accompanying combined financial statements. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

17. Pension Plan and Other Employee Benefits Covenant House has a defined benefit pension plan (the "Plan") covering substantially all of its employees and the employees of its domestic affiliates. Benefits are generally based on years of service and average salary, as defined under the Plan. Covenant House's policy is to contribute the amount recommended by its actuary. The assets of the Plan, which are held by the Mutual of America Life Insurance Company, consist primarily of mutual funds that are invested in equities and debt obligation instruments. 
In accordance with the disclosure requirements of Statement of Financial Accounting Standards No. 132, Employers' Disclosures about Pensions and Other Postretirement Benefits ("SFAS 132"), Covenant House has decided to provide the abbreviated disclosures available to nonpublic entities. 
The Plan's actuary performed the computations required for financial statement disclosure as of June 30, 2003 and 2002. Employee data as of July 1, 2002 and 2001 were projected forward to the June 30, 2003 and 2002 measurement dates, respectively. 
The following table presents the Plan's related disclosures under the provisions of SFAS 132, as accounted for under Statement of Financial Accounting Standards No. 87, Accounting for Pensions: June 30 2003 2002 Projected benefit obligation Plan assets at fair value Underfunded status $ 25,714,155 19347,289 $22,915,176 17,310,307 $ (5,766,866) $ (5,604,869 Prepaid benefit cost recognized in the combined statements of financial position $ 853,288 $ 1,144,745 
Weighted-average assumptions Discount rate Expected long-term rate of return on plan assets Average rate of increase in compensation levels Year ended Benefit cost Employer contributions Benefits paid 

6.5% 8.5 5.5 
$ 2,515,146 2,223,689 326,099 

6.5% 8.5 5.5 
$ 3,950,064 2,298,452 3,971,855 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

17. Pension Plan and Other Employee Benefits (continued) In addition to the above, one of the domestic affiliates maintains a defined contribution plan for substantially all of its employees. The affiliate contributes 4% of eligible employees' compensation plus a matching contribution equal to 50% of the employees' contribution, with a maximum match of 2% per year. The expense related to the defined contribution plan was approximately $101,000 and $104,000 in fiscal years 2003 and 2002, respectively. Covenant House also maintains a tax-deferred annuity plan for its employees. Covenant House does not make contributions to this plan; contributions are made only by the participants. An affiliate provides extended health care and dental benefits to substantially all full-time employees upon retirement. Effective July 1, 2003, this benefit was eliminated. The affiliate's liability of $80,000 as at June 30, 2003 relating to post-employment benefits for retirees who were "grandfathered" with this benefit has been recorded in accounts payable and accrued liabilities in the combined statements of financial position. The gain of $133,900 associated with the curtailment of this defined benefit plan is included in the calculation of post-employment benefits expense. In addition, the labor laws of Covenant House affiliates in Central America provide for severance pay if an employee is dismissed without just cause. Accrued expenses related to such potential payments are determined in accordance with local statutes and are reflected in the accompanying combined financial statements. 18. Tax-Exempt Status Covenant House and its U.S. affiliates are qualified as tax-exempt organizations described in Section 501(c)(3) of the Internal Revenue Code (the "Code") and, accordingly, are not subject to federal income taxes under Section 501(a) of the Code. Covenant House and its U.S. affiliates, as not-for-profit organizations, are exempt from state and local income taxes and have been classified as publicly-supported charitable organizations under Section 509(a)(1) of the Code and qualify for the maximum charitable contribution deduction for donors. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

19. Commitments Covenant House and its affiliates are parties to a number of operating leases. Aggregate future minimum lease payments under operating leases that have remaining terms in excess of one year as of June 30, 2003 are as follows: 
Year ending June 30: 2004 2005 2006 2007 2008 

$ 771,447 420,338 198,166 147,498 147,289 $1,684,738 
Covenant House and certain of its affiliates are contingently liable under various claims and lawsuits, many of which are covered in whole or in part by insurance. In managements' opinions, none of these claims and lawsuits will have a material adverse effect on the combined financial position or combined changes in the net assets of Covenant House. Covenant House owns and operates the building located at 346 West 17tn Street. During fiscal 2003, Covenant House received several violation notices stating that the building's facade did not meet the requirements as stated in the City of New York regulations. Therefore, the Board of Directors has authorized expenditures totaling $2.7 million to make necessary repairs. As of June 30, 2003, expenditures in connection with the repair work totaled approximately $450,000. In fiscal 2003, an affiliate entered into an agreement with a construction company to provide renovations to the 52na Street New York facility which houses the Mother/Child program. The agreement is a guaranteed maximum price contract with the affiliate committed to $2.1 million adjusted for approved changes in work. The renovation project is anticipated to be completed during winter 2004. The renovations are being funded by a capital campaign launched by the affiliate in fiscal 2002. The affiliate has expended approximately $1.3 million and $101,000 at June 30, 2003 and 2002, respectively, in connection with the renovations. 



Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

In fiscal 2003, an affiliate completed construction of a permanent building on its main site for the Crisis Center and is proceeding with improvements to other buildings on and premises of the main site. All improvements are expected to be completed in September 2004 and to have an approximate cumulative cost of $4,000,000. The improvements are being funded by a fundraising campaign. As of June 30, 2003, the affiliate has expended approximately $2.1 million in connection with the improvements. 



Other Financial Information 
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Covenant House and Affiliates Notes to Combined Schedule of Expenditures of Federal Awards 

The accompanying combined schedule of expenditures of federal awards includes the federal grant activity of Covenant House and Affiliates for the year ended June 30, 2003 and is prepared on the accrual basis of accounting as prescribed by accounting principles generally accepted in the United States. The information in this schedule is presented in accordance with OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. 
In fiscal 2001, Covenant House New Jersey was awarded two special-purpose grant/loans of $750,000 and $20,500, respectively, from the Department of Housing and Urban Development (CFDA No. 14.231) passed through the State of New Jersey Department of Community Affairs ("DCA") for its program facilities in Newark, New Jersey. The outstanding balance of these grant/loans at June 30, 2003 is $616,400. These grant/loans are being amortized over a ten-year period commencing in fiscal 2002. In the event that Covenant House New Jersey ceases utilization of the facilities for which these funds were intended for its program activities, Covenant House New Jersey would be obligated to DCA for the unamortized amount of the grant/loans. 3. Subrecipients Of the federal expenditures presented in the Schedule, Covenant House provided funding to a subrecipient under the following award: U.S. Department of Labor. Youth Opportunities Program (under the Workforce Investment Act) 17.259 $ 810,836 



 



Covenant House and Affiliates Notes to Schedule of Expenditures of State of New Jersey Financial Assistance 
Year ended June 30, 2003 

The accompanying schedule of expenditures of State of New Jersey financial assistance includes the grant activity of Covenant House New Jersey for the year ended June 30, 2003 and is prepared on the accrual basis of accounting as prescribed by accounting principles generally accepted in the United States. The information in this schedule is presented in accordance with State of New Jersey Office of Management and Budget Circular Letter 98-07. 2. Grant/Loan Awards 
In fiscal 2001, Covenant House New Jersey was awarded a special-purpose grant/loan of $750,000 from the Department of Housing and Urban Development ("HUD") (CFDA No. 14.231) passed through the State of New Jersey Department of Community Affairs ("DCA"). In addition, Covenant House New Jersey was awarded a special-purpose grant loan of $150,500 from DCA. Of this amount, $20,500 was passed through DCA from HUD. The balance of the funding, $130,000, came directly from DCA. The outstanding balance of these grant/loans at June 30, 2002 is $616,400. These grant/loans are being amortized over a ten- year period commencing in fiscal 2002. In the event that Covenant House New Jersey ceases utilization of the facilities for which these funds were intended for its program activities, Covenant House New Jersey would be obligated to DCA for the unamo~zed amount of the grant/loans. 



Audit Reports and Schedules Related to Office of Management and Budget Circular A-133 



~ Ernst ~ YouNg LLP ~ Phone: (212) 773-3000 3 limes Square www.ey.com New York, New York 10036-6530 

Report of Independent Auditors on Compliance and on Internal Control Over Financial Reporting Based on an Audit of the Financial Statements in Accordance with Government Auditing Standards Board of Directors Covenant House We have audited the combined financial statements of Covenant House and Affiliates (the "Organization") as of and for the year ended June 30, 2003, and have issued our report thereon, which expressed reliance on other auditors, dated September 15, 2003. We conducted our audit in accordance with auditing standards generally accepted in the United States and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. 
As part of obtaining reasonable assurance about whether the Organization's financial statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct and material effect on the determination of financial statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported under Government Auditing Standards. Internal Control Over Financial Reporting In planning and performing our audit, we considered the Organization's internal control over financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the combined financial statements and not to provide assurance on the internal control over financial reporting. Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that might be material weaknesses. A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low level the risk that misstatements in amounts that would be material 
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in relation to the combined financial statements being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions. We noted no matters involving the internal control over financial reporting and its operation that we consider to be material weaknesses. However, we noted other matters involving the internal control over financial reporting, which we have reported to management of the Organization in separate letters as indicated in the accompanying combined schedule of letters to management. 
This report is intended solely for the information and use of the Organization's audit committee, management, federal awarding agencies, pass-through grantors and the State of New Jersey and is not intended to be and should not be used by anyone other than these specified parties. 

"l" ~LLP 



~ Ernst & Young LLP ~ Phone: (212) 773-3000 5 Times Square www.ey.com New York, N~w York 10036-653(; 
Report of Independent Auditors on Compliance with Requirements Applicable to Each Major Federal and State of New Jersey Program and on Internal Control Over Compliance in Accordance with OMB Circular A-133 Board of Directors Covenant House 

We have audited the compliance of Covenant House and Affiliates (the "Organization") with the types of compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement and the State of New Jersey State Grant Compliance Supplement that am applicable to its major federal and State of New Jersey programs for the year ended June 30, 2003. The Organization's major federal and State of New Jersey programs am identified in the summary of auditors' results section of the accompanying combined schedule of findings and questioned costs. Compliance with the requirements of laws, regulations, contracts and grants applicable to the major federal and State of New Jersey programs is the responsibility of the Organization's management. Our responsibility is to express an opinion on the Organization's compliance based on our audits. We conducted our audits of compliance in accordance with auditing standards generally accepted in the United States; the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States; OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and State of New Jersey Office of Management and Budget Circular Letter 98-07 ("98-07"). Those standards, OMB Circular A-133 and 98-07 require that we plan and perform the audits to obtain reasonable assurance about whether noncompliance with the types of compliance requirements referred to above that could have a direct and material effect on major federal and State of New Jersey programs occurred. An audit includes examining, on a test basis, evidence about the Organization's compliance with those requirements and performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinion. Our audits do not provide a legal determination of the Organization's compliance with those requirements. In our opinion, the organization complied, in all material respects, with the requirements referred to above that am applicable to each of its major federal and State of New Jersey programs for the year ended June 30, 2003. 

A Member Practice of Ernst & Young Globa 



The management of the Organization is responsible for establishing and maintaining effective internal control over compliance with requirements of laws, regulations, contracts and grants applicable to federal and State of New Jersey programs. In planning and performing our audit, we considered the Organization's internal control over compliance with requirements that could have a direct and material effect on major federal and State of New Jersey programs in order to determine our auditing procedures for the purpose of expressing an opinion on compliance and to test and report on internal control over compliance in accordance with OMB Circular A-133 and 98-07. Other auditors' consideration of internal control over compliance with requirements that could have a direct and material effect on the portion of the major federal programs (CFDA Nos. 14.218 and 14.235) they audited is included in their report dated August 15, 2003. 
Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal control that might be material weaknesses. A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low level the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants that would be material in relation to major federal and State of New Jersey programs being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions. We and other auditors noted no matters involving the internal control over compliance and its operation that we and other auditors consider to be material weaknesses. 
This report is intended solely for the information and use of the Organization's audit committee, management, federal awarding agencies, pass-through grantors and the State of New Jersey and is not intended to be and should not be used by anyone other than these specified parties. 

September 15, 2003 



Covenant House and Affiliates 
Combined Schedule of Findings and Questioned Costs Year ended June 30, 2003 

Part I--Summary of Auditors' Results Section 
Financial Statement Section Type of auditor's report issued Internal control over financial reporting: Material weakness(es) identified? Reportable condition(s) identified not considered to be material weaknesses? Noncompliance material to financial statements noted? 
Dollar threshold used to determine Type A programs Auditee qualified as low-risk auditee? Type of auditor's report on compliance for major programs Intemal control over compliance: Material weakness(es) identified? Were reportable condition(s) identified that are not considered to be material weakness(es)? Any audit findings disclosed that are required to be reported in accordance with Circular A- 133 (Section 510(a))? Identification of major programs: 

Unqualified 
No No No 
$450,798 Yes Unqualified 
No 
No No 

CFDA Number(s) or Contract Number Name of Federal Prol~'am or Cluster U.S. Department of Housing and Urban Development: 14.218 Community Development Block Grants/Entitlement Grants 14.235 Supportive Housing Program 14.246 Economic Development Initiative U.S. Department of Labor: 17.259 Workforce Investment 17.263 Youth Opportunity U.S. Department of Health and Human Services: 93.557 Street Outreach Program for Runaway and Homeless Youths 99 Congressional Appropriation 
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Covenant House and Affiliates Combined Schedule of Findings and Questioned Costs (continued) 
Year ended June 30, 2003 

State of New Jersey Section Dollar threshold used to determine Type A programs Auditee qualified as low-risk auditee? Type of auditor's report on compliance for major programs Internal control over major programs: Material weakness(es) identified? Were reportable condition(s) identified that are not considered to be material weakness(es)? 

$300,000 Yes Unqualified 
No 
No Any audit findings disclosed that are required to be reported in accordance with State of New Jersey Office of Management and Budget Circular Letter 98-07 No Identification of major programs: ~ State of New Jersey Contract Number Name of State of New Jersey Pro~-am 0300-GM Department of Human Services Division of Youth and Family Services Transitional Living, Newark Rights-of-Passage 

None. 
None. Part lV~_hedule of State of New Jersey Findings and Questioned Costs 
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Covenant House and Affiliates Combined Schedule of Letters to Management 
Year ended June 30, 2003 

Covenant House (Parent Entity) 
Covenant House California 
Covenant House Florida 
Covenant House Georgia Covenant House New Jersey 
Covenant House New Orleans 
Covenant House Pennsylvania Covenant House Texas Under 21 Covenant House Washington, D.C 

September 15, 2003 
N/A N/A 
N/A 
August 8, 2003 August 8, 2003 
August 1, 2003 N/A September 19, 2003 
September 8, 2003 
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