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4' 4200 One Shell Square 701 Poydras Street New Orleans Louisiana 70139-9869 

Report of Independent Auditors 
The Board of Directors Covenant House New Orleans 
We have audited the accompanying statement of fmancial position of Covenant House New Orleans as of June 30, 1997, and the related statements of activities, functional expenses and cash flows for the year then ended. These financial statements are the responsibility of Covenant House New Orleans' management. Our responsibility is to express an opinion on these financial statements based on our audit. 
We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the fmanciat statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the finan- cial statements. An audit also includes assessing the accounting principles used and s~gnm- cant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. 

September 17, 1997 

Ernst & Young LLP IS a member of Ernst & Young International, Ltd. 



Covenant House New Orleans Statement of Financial Position 

Assets Cash and cash equivalents Contributions receivable - short-term Grants receivable Other receivables Donated inventory Prepaid expenses and other assets Real estate held for resale Land, building and equipment, net of accumulated depreciation oI $960,370 as of 1997 and $885,763 as ot 1~9(~ Contributions receivable - long-term Long-term investments Total assets 
Liabilities and net assets Liabilities: Accounts payable and accrued expenses Refundable advances Due to parent Total liabilities Net assets: Unrestricted: Board designated Investment in land, building and equipment Total unrestricted net assets Temporarily restricted Total net assets Total liabilities and net assets 
See accompanying notes 

June 30 1997 1996 119,357 48,072 130,506 2,005 10,657 55,845 20,000 
996,613 
2.399.304 

49,506 57,537 178,796 4,793 10,760 38,673 20,000 
1,031,385 6,538 2,327,778 $ 3,782,359 $ 3,725,766 

$ 189,043 $ 45,300 117.539 161,842 60,000 75,886 297,728 351,882 
2,399,304 996.613 2,327,778 1,031,385 3,395,917 34.560 3,359,163 68,875 3,430,477 3,428,038 $ 3,782,359 $ 3,725,766 



Covenant House New Orleans Statement of Activities Year ended June 30, 1997 with summarized financial information for the year ended June ~l), I996 

Contributions, revenue and reclassifications: Contributions: Contribution from Covenant House Conmbution from individuals, foundations and corporations including legacies and bequests totaling $31,179 in 1997 Government grants and contracts Contributed services and merchandise, including inventory adjustments Special events revenue, net of direct costs of $29,339 in 1997 Total conL~butL~ns Revenue: Investment income Other income Total revenue Total contributions and revenue Reclassifications: Net assets released from restrictions Total contributions, revenue and reclassifications Expenses: Program services Supporting services: Management and general Fund-raising Total supporting services Total expenses Changes in net assets before cumulative effect of a change in accounting principle Cumulative effect of a change in accounting principle Change in net assets Net assets, at beginning of year Net assets, at end of year 
See accompanying notes 

Total Temporarily June 30 Unrestricted Ilestrlt ted 1997 1996 

4,378,123 (34,315) 4,343,808 3,942,957 
3,331,612 435,469 574.288 

3,331,612 3,197,701 435,469 574.288 365,288 571.229 
36,754 (34,315) 2,439 (191,261) 138,387 36,754 (34,315) 2,439 (52,874) 





154,076 3,246,279 333 85,333 
See accompanying notes 

Supportin;~ Services Management Total 



Covenant House New Orleans 
Statement of Cash Flows 

Operating activities Increase (decrease) in net assets Adjustments to reconcile increase (decrease) in net assets to net cash provided by (used in) operating activities: Cumulative effect of change in accounting principle Depreciation and amortization Net unrealized gain on investments Loss on disposition of equipment Contributed equipment Change in operating assets and liabilities: Receivables Contributed inventory Prepaid expenses and other assets Accounts payable and accrued expenses Refundable advances Due to parent Net cash provided by (used in) operating activities Investing activities Acquisition of land, building and equipment Sale of real estate held for resale Purchases of long-term investments Sales of long-term investments Net cash provided by investing activities Net increase (decrease) in cash and cash equivalents Cash and cash equivalents at beginning of year Cash and cash equivalents at end of year 
See accompam m ~, m~tes 

Year ended June 30 1997 1996 2,439 $ (52.874) 
94,031 (126,509) m (23,975) 67,081 103 (17,172) 27,201 (14,700) 41.653 

(138,387) 85,030 (5,404) 285 (9,300) 
19,688 6,077 (8,792) (50,923) (20,500) (6,270) 50,152 (181,370) 

(35.284) (708,828) (102,065) 40,000 (843,132) 763,811 1,048,722 



1. Organization 

Covenant House New Orleans 
Notes to Financial Statements 
June 30, 1997 

Covenant House New Orleans is a not-for-profit corporation established in 1984 tor the purpose of providing programs for the care and shelter of runaway and homeless youths under the age of 21. Covenant House New Orleans is afftliated with similar organizations in other locations, all of which are affdiates of Covenant House, the parent, a not-for- profit corporation which provides guidance and support for various activities related to the care of youths. Affiliated organizations are as follows: Asociacion Casa Alianza (Guatemala) Casa Alianza de Honduras Covenant House Alaska Covenant House California Covenant House Florida Covenant House Mlch~g,m Covenant House New Jerae y Covenant House Texas Covenant House Toronto Covenant House Washington, D. C. Covenant House Western Avenue Covenant International Foundation Fundacion Casa Alianza Mexico, I. A. P Testamentum Under 21 (New York) 
Covenant House provides management and organizational support for its affiliated organi- zations. In addition to fired-raising activities for its own programs, Covenant House con- ducts certain fund-rms,ng activities on behalf of the affiliates. 
2. Summary of Significant Accounting Policies 
Summarized Financial Information for 1996 The financial statements include certain prior-year summarized comparative reformation in total but not by net asset class or functional category. Such information does not include sufficient detail to constitute a presentation in conformity wittl generally accepted accounting principles. Accordingly, such information should be read in conjunction with Covenant House New Orleans' financial statements for the year ended June 30, 1996, from which the summarized information was derived. 



Covenant House New Orleans 
Notes to Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) 
Fund Accounting and Net Asset Classification To ensure compliance with restrictions placed on the resources available to Covenant House New Orleans, Covenant House New Orleans' accounts are maintained in accor- dance 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 purpose. In the financial statements, funds that have similar characteristics have been com- bined into three net asset categories: permanently restricted, temporarily restricted and unrestricted. 
Permanently restricted net assets contain donor-imposed restrictions that stipu- late the resources be maintained permanently, but permit Covenant House New Orleans to use or expend all of the income derived from the donated assets for unrestricted purposes. 
Temporarily restricted net assets contain donor-imposed restrictions that permit Covenant House New Orleans to use or expend the assets as specified. The restrictions are satisfied either by the passage of time or by actions of Covenant House New Orleans. Unrestricted net assets are not restricted by donors, or the donor-imposed restrictions have expired. As reflected in the accompanying statement of financial position, Covenant House New Orleans' board of directors has designated all unrestricted net assets of Covenant House New Orleans, with the exception of investment in land, building and equipment, for long-term investment purposes and shortfalls from operational deficiencies. 

Functional Expense Allocation The majority of expenses can generally be directly identified with the program or sup- porting service to which they relate and are charged accordingly. Other expenses by func- tion have been allocated among program and supporting service classifications on the basis of square footage of office space occupied, salaries and other bases determined by Cove- nant House New Orleans' management. 



Covenant House New Orleans 
Notes to Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) 
Revenue Recognition 
Covenant House New Orleans records earned revenues on an accrual basis; investment income is recognized in accordance with policies enumerated below. In addition, Covenant House New Orleans 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. Substantially all of Covenant House New Orleans' government grants are on the cost reimbursement basis and are considered to be condi- tional contributions for applying revenue recognition policies. Conditional contributions are recognized as revenue when the conditions on which they depend have been sub- stantially met. Contributions are recorded net of estimated uncollectible amounts. 
Temporarily Restricted Contributions Covenant House New Orleans records contributions as temporarily restricted if they are received with donor stipulations that limit their use either through purpose or time restric- tions. 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 statement of activities as net assets released from restrictions. It is Covenant House New Orleans' policy to record temporarily restricted contributions received and expended in the same accounting period in the unrestricted net asset class activity. 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 New Orleans 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 statement of activi- ties as net assets released from restrictions. Cash and Cash Equivalents For the purpose of the statement of cash flows, Covenant House New Orleans considers all 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. 



Covenant House New Orleans Notes to Financial Statements (continued) 
2. Summary of Significant Accounting Policies (continued) 
Investments and Investment Income 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 assets 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. The following methods and assumptions were used by the Organization in estimating its fair value disclosures for financial instruments: Cash and cash equivalents and other investments: The carrying amounts reported in the statement of financial position for cash and cash equivalents and other investments 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. Real estate held for sale: Market values for real estate held for sale are not readily determinable and are shown at historic cost if purchased or estimated fair value at date of gift if donated. See Note 6 for additional information regarding investments 
Land, Building and Equipment Land, building and equipment are 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, ranging from three to five years. Leasehold improvements are amortized over the lesser of the term of the lease or their estimated useful fives. 



Covenant House New Orleans 
Notes to Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) Contributed Services and Merchandise Contributed services are recognized as revenue if the services received create or enhance nonfmancial assets, require specialized skills provided by individuals possessing those skills and typically need to be purchased if not provided by donation. Contributed services are recorded at the fair market 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 financial statements. Contributions of clothing and merchandise are valued at the estimated fair market value at the date of receipt and recognized as revenue when received and expensed from inventory when used. Use of Estimates The preparation of the financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amount of assets, liabilities, additions to net assets and deductions from net assets. Actual results could differ from those estimates. Reclassifications Certain items included in the 1996 financial statements have been reclass~l~ed to conform to the 1997 financial statement presentation. 3. Components of Programs and Supporting Services The Shelter and Crisis program provides crisis care, shelter, food, clothing, counseling and legal advice to abandoned and runaway youths in the New Orleans area. Medical services include basic medical services, referrals, HIV testing and counseling Mother~Child services include shelter, assessment, counseling, case management, referral, parenting education, and nursery services for mothers and their children while in residence. 

11 



Covenant House New Orleans 
Notes to Financial Statements (continued) 

3. Components of Programs and Supporting Services (continued) Rights of Passage provides transitional housing services for up to 24 months to youths, including individual counseling and help with completing their education and finding jobs and housing. The Outreach program is an effort to reach youths who would otherwise not fred their way to the shelters. Outreach vans cruise the city streets, searching out these youths and providing them with food, a trained counselor and a safe ride to a shelter. The Public Education program informs and educates the public on how to identify poten- tiai "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. 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. 4. Allocation of Joint Costs The joint costs of certain informational mailings that contain an appeal for funds are allo- cated between the public education program and fund-raising. Approximately $65,000 of $177,000 total joint costs in 1997 were allocated to public education. 
5. Contributions Receivable At June 30, 1997, contributions receivable consisted substantially of unconditional prom- ises to give of approximately $48,000 and are due to be collected within one year. 

12 



Covenant House New Orleans 
Notes to Financial Statements (continued) 

6. Investments Investments at June 30, 1997 consisted of 

Cash and cash equivalents Common stocks Debt securities Mutual funds 

Long-Term Board- Designated Unrestricted Market) Cost 

$ 2,399,304 $ 2.128.403 In fiscal 1996, Covenant House New Orleans changed its method of recording marketable securities from cost to market value resulting from the early adoption of Statement of Financial Standards No. 124, Accounting for Certain Investments Held by Not-for-Profit Organizations (SFAS 124). SFAS 124 requires not-for-profit organizations tt~ record investments in all debt securities and marketable equity securities at fair value, with gam.~ and losses (realized and unrealized) recorded in the statement of activities. The ettcct ot this change in accounting principle as of July 1, i995 was an increase in net assets of approximately $138,000. The fair values for common stocks, debt securities and mutual funds are based on quoted market prices. The following schedule summarizes the investment return and its classification in the statement of activities for fiscal 1997: 
Dividends and interest Net realized and unrealized gains Investment return designated for current operations 

Unrestricted $ 106,046 192,837 $ 298.883 
13 



Covenant House New Orleans Notes to Financial Statements (continued) 
7. Land, Building and Equipment 
Land Building and improvements Furniture and equipment 
Less accumulation depreciation and amortization 

June 30 1997 $ 100,500 846,897 1,010.086 1,957,483 960,870 $ 996,613 Covenant House New Orleans completed the construction and renovation of a community services center (the Project) which became operational in October 1994. The total cost of the Project was approximately $926,000, which was funded by a Special Project Grant of $486,000 from the City of New Orleans, a $75,000 Community Development Block Grant (CDBG) and Capital Appeal contributions from private donors. Refundable advances included $75,000 received through the CDBG. This amount ha~ been donated to Covenant House New Orleans in equal amounts over five years begmmng October 1995 provided the facility is used lor ltq intended purposes and not sold by Covenant House New Orleans. Grant revenue rec,~gn J zed in 1997 related to this grant totaled $15,000. 
8. GovernmentGranN Grants receivable of approximately $131,000 are expected to be received by the Orgamzation during fiscal 1998. During fiscal 1997, the Organization received funding under grants as follows: U. S. Department of Housing and Urban Development $ 540,694 U. S. Department of Health and Human Services 1 t9,515 U. S. Department of Agriculture 37,437 U. S. Department of Education 9,132 Federal Emergency Management Agency 5,384 State/Local Private Agencies 2,940 City of New Orleans Community Development Block Grant 15,000 $ 7~o II)2 

14 



Covenant House New Orleans 
Notes to Financial Statements (continued) 

9. Temporarily Restricted Net Assets Temporarily restricted net assets of approximately $35,000 are restricted for the use of specified organization programs. 10. Faith Community 
Contributed services were provided by members of the Covenant House Faith Community (Community). Community members are full-time volunteers who commSt themselves to a year of service to runaway and homeless youths. Room and board, $15 per day stipend, health insurance and reimbursement for other personal expenses are provided to Commu- nity members by Covenant House New Orleans. The expenses associated with Community members were approximately ,qg,q,000 for the year ended June 30, 1997, and are reported in the accompanying financial s~atements. The value of services performed by Community members was approximately $70,000 in 1997 and was not recognized in the accompa- nying financial statements. 11. Tax-Exempt Status Covenant House New Orleans is exempt from federal income taxes under Section 501(a) of the Internal Revenue Code as an organization described in Section 501(c)(3), Covenant House New Orleans qualifies as a public charity. 12. Related Party Transactions Covenant House provides financial support as well as management and organizational support for its organizations and also conducts fund-raising activities for its programs. Contributions and promises to give directly by Covenant House are allocated and recorded in the accounts of the entity designated by the donor. In fiscal 1997, Covenant House New Orleans received support contributions from Covenant House totaling $628,000. In addition, Covenant House New Orleans paid approximately $452,000 in 1997 to Covenant House for fund-raising expenses. 
Covenant House provides certain of its afNiates with insurance, computer access services and data software and hardware maintenance. Covenant House has allocated expenses of approximately $60,000 in 1997 related to such services to Covenant House New Orleans. 



Covenant House New Orleans 
Notes to Financial Statements (continued) 

12. Related Party Transactions (continued) 

Covenant House New Orleans participates in a defined benefit pension plan covering sub- stantially all Covenant House employees. Total pension cost is allocated to Covenant House New Orleans from Covenant House. Pension costs were approximately $50,000 in 1997. The amounts due to Covenant House at June 30, 1997 resulted from the transactions described above. 



 
ERNST&YOUNG LLP 

The Board of Directors Covenant House New Orleans 

~ 4200 One Shell Squafe 701 Poydras Street New Orleans Louisiana 70139-9869 

We have audited, in accordance with generally accepted auditing standards, the financial statements of Covenant House New Orleans for the year ended June 30, 1997, and have issued our report thereon dated September 17, 1997. Statement on Auditing Standards No. 61, Communication With Audit Committees, requires the independent auditor to communicate to the board of directors certain infor- mation regarding the scope and results of the audit to assist the committee in overseeing the financial reporting and disclosure process for which management is responsible. This letter summarizes the reporting requirements of this statement for our 1997 audit. Auditors' Responsibility Under Generally Accepted Auditing Standards Our audit, conducted in accordance with generally accepted audttmg standards, is designed to provide reasonable, rather than absolute, assurance that lhe Covenant House New Orleans financial statements are free of material misstatement. These financial state- ments are the responsibility of management and it is our responsibility to express an opinion on these financial statements based on our audit results. Significant Accounting Policies The accounting principles followed by Covenant House New Orleans and the methods of applying these principles conform, in all material respects, with generally accepted accounting principles generally used by voluntary health and welfare organizations. The annual audited financial statements include a summary of these significant accounting policies. During the course of our audit, we noted no changes in significant accounting policies or their application. 
Other Matters 
Statement on Auditing Standards No. 61 also requires communications to the board of directors in the following areas: 
~ Sensitive accounting estimates. ~ Significant audit adjustments. Ernst &Young LLP IS a member of Ernst &Young International, Ltd 



~ The adoption of, or a change in, an accounting principle 
~ Other information in documents containing audited financial statements ~ Disagreements with management. 
~ Consultations with other accountants ~ Major issues discussed with management prior to retention ~ Difficulties encountered in dealing with management when performing the audit. ~ Methods of accounting for significant unusual transactions and for controversial or emerging areas. During the course of our audit, we did not encounter any circumstances and we are unaware of any items in any of these areas which require discussion with the board of directors. 
This report is intended solely for the information and use of the board of directors. 

September 17, 1997 
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Covenant House and Affiliates 
Combined Financial Statements, Other Financial Information and Audit Reports and Schedule Related to Office of Management and Budget Circular A- 13 3 

Year ended June 30, 1997 
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ERNST&YOUNG LLP 

Board of Directors Covenant House 

~ 787 Seventh Avenue ~ Phone: 212 773 3000 New York, New York 10019 

Report of Independent Auditors 
We have audited the accompanying combined statement of financial position of Covenant House and Affiliates (the "Organization") as of June 30, 1997, 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 financial statements based on our audit. We did not audit the financial statements of Covenant House Toronto which statements reflect total assets of $10,487,545 as of June 30, 1997 and total contributions and revenues of $6,977,880 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 that organization, is based solely on the report of the other auditors. We conducted our audit in accordance with generally accepted auditing standards and Government Auditing Standards issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. In our opinion, based on our audit and the report of other auditors, the financial statements referred to above present fairly, in all material respects, the financial position of Covenant House and Atfiliates as of June 30, 1997, and the changes in its net assets and its cash flows for the year then ended in conformity with generally accepted accounting principles. In accordance with Government Auditing Standards, we have also issued our report dated September 17, 1997 on our consideration of the Organization's internal control over financial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and grants. 

Ernst & Young LkP is a member of Ernst & Young International, Ltd. 



Our audit and those 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, 1997, taken as a whole. The accompanying Combined Schedule of Expenditures of Federal Awards for the year ended June 30, 1997 and Schedule of State of New Jersey Assistance for the year ended June 30, 1997 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 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, 1997 and, in our opinion, based on our audit and the report of other auditors, is fairly presented in all material respects in relation to the combined financial statements taken as a whole. 
September 17, 1997 



Covenant House and Affiliates 
Combined Statement of Finartcial Position June 30 

Assets Cash and cash equivalents Short-term investments (Note 7) Short-term contributions receivable (Note 5) Grants receivable (Note 6) Other receivables Inventory Prepaid expenses (Note 16) Property held for sa/e, net Property, plato and equipment, net (Note 8) Long-term contributions receivable (Notes 5 and l O) Long-term investments (Notes 7 and 2 O) Other assets Total assets Liabilities and net assets Accounts payable, accrued expenses and refundable advances Annuities payable (Note 10) Debt obligations (Note 9) Total liabilities Commitments and contingencies (Notes 6, 8, 17, 1.o and20) Net assets: Unrestricted: Undesignated Investment in property, plant and equipment Board designated Accumulated translation adjustment Total unrestricted Temporarily restricted (Note i2) Permanently restricted (Note 13) Total net assets Total liabilities and net assets 

1997 1996 

$ 129,508,800 $ 114,882,427 

8,772,217 8,208,445 

19,367,376 57,475,590 37,166,749 (1,159,915) 
18,422,081 54,922~75 27,169,582 (1,044,062) 112,849,800 2,863,336 5,023,447 99,469,876 2,804,959 4,399,147 106,673,982 $ 129,508,800 $ 114,882,427 



Covenant House and Affiliates 
Combined Statement of Activities Year ended June 30, 1997 with sttrnmarized financial information for the year ended June 30, 1996 

Contributions. revenue and reclessifications: Conmbutions from individuals, foundations and corporations, including legacies and beques~ of $6,704,938 ($5,398,947 in 1996) Contributed services and merchandise Government grants and conla'acts Special events revenue Less direct costs of events Net special events income Total conlributions Revenue: Investment income: Interest and dividends Net unrealized gains R~t ~iz~ gains Change in value of split interest agreements Other income and gains Total revenue Total contributions and revenue Reclassifications (Note 14): Net assets released from resmetions Total conlributions, re-cenue and. reclassifications Expenses (Notes 4, 15 and 16): Pregr~_m sev, ices Suppomng services: Management and general Fund-raising Total supporting services Total cxpens~ Current year wanstation adjnslrnent (Note 11) Total expenses and. ~an.slation adjustment Change in net ass~ before cumulative effect of change in accounting principles Cumulative effect of change in accounting principles: Split-interest agreements (Note 2) Other Change in net assets Net assets beginning of year Net assets end of year 

Temporarily Permanently Unrestricted Restricted Restricted 1997 1996 

86 202 838 1,243.341 87,446,179 78,365,529 
2,668,421 84,876 2,753,297 2,543,709 1,846,834 - - 1,846,834 102,162 800,964 - - 800,964 643A18 (16,067) (10,947) 74,300 47.286 26,690 1.218.742 1.300 1220,042 I 415 754 
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Covenant House and Affiliates 
Combined Statement of Cash Flows ~ote 2) 

Cash flows from operating activities Change in net assets Adjustments to reconcile change in net assets to net cash provided by operating activities: Cumulative effect of change in accounting principles Cumulative translation adjustment Conu-ibution of investments Contributed occupancy costs Contribution restricted for building consu'uction Unrealized and realized gains on investments Noncash conlributious under split-interest agreements Change in v~lue of split-interest agreements Depreciation and amortization Permanently restricted conu'ibutions Conu'ibuted inventory Contributed property, plant and equipment Gain on sale of fixed assets and property held for sale Changes in operating assets and liabilities: Conmibutions receivable Grants receivable Other receivables Inventory Prepaid expenses Other assets Accounts payable, accrued expenses and refundable advances Annuities payable Net cash provided by operating activities Cash flows from investing activities Purchases of investments, net Purchases of property, plant and equipment and constmetion in progress Proceeds from sale of property held for sale Proceeds from sale of property, plant and equipment Net cash used in investing activities Cash flows from financing activities Contributions resu-icted for building construction Payment of long-term debt and other debt obligations Permanently restricted conffibutions 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 Supplemental information Interest paid 

Year ended June 30 1997 1996 

13~252,441 10,252295 
(8~582,705) (6,516,359) 183,063 (549,105) (13,420,655) 4,959,000 20.784 60.143 

$ 1N00 S 24,000 



Covenant House and Affiliates 
Notes to Combined Financial Statements June 30, 1997 

1. Organization and Basis of Combination Organization Covenant House is a not-for-profit organization which was founded in t968 and incorporated in 1972. Covenant House and its affiliates provided shelter, food, clothing, counseling, medical attention, crisis intervention and other services to approximately 48,000 runaway and homeless youths during fiscal 1997. 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 Mlcbagan Covenant House New Jersey Covenant House New Orleans Covenant House Texas Covenant House Washington, D.C Covenant House Western Avenue Testamentum In addition, Covenant House is the sole shareholder 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 Asociacion Casa Alianza (Guatemala) Casa Alianza De Honduras Fundacion Casa Alianza Mexico, I.A.P Covenant House is also a member of the above international not-for-profit affiliates except for Fundacion Casa Alianza Mexico, I.A.P. 



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

1. 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 Iransactions and balances have been eliminated in combination. 2. Summary of Signitieant Accounting Policies During 1997, Covenant House changed its method of accounting for interests in perpetual trusts resulting from the adoption of the American Institute of Certified Public Accountants ("AICPA") Audit and Accounting Guide, Not-for-Profit Organizations. The cumulative effect of this change in accounting principle was to increase permanently restricted net assets by $550.000 as of July 1, 1996. The effect on the change in net assets before cumulative effect of ~hange m accounting principle for fiscal 1997 was an increase of $74,300. Fund Accounting and Net Asset Classifications 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 financial statements, funds that have similar characteristics have been combined into three net asset categories: permanently restricted, temporarily reslricted 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. 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. 



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

2. Summary of Significant Accounting Poficies (continued) Unrestricted net assets are not restricted by donors, or the donor-imposed restrictions have expired. As reflected in the accompanying combined statement of financial position, Covenant House's Board of Directors has designated a port~on of the unrestricted net assets of Covenant House for long-term invesunem purposes. Functional Expense Allocation The majority of expenses can generally be dtrectly 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 supportmg services classifications on the basis of square footage of office space occupied, salaries, and other bases determined by the mm,~ements of Covenant House and its affiliates. 
Covenant House records earned revenues on an accrual basis; investment income is recognized in accordance with 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. Substantially all of Covenant House's government grants are cost reimbursement type grants and are considered conditional contributions for 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 reslriction ends or a purpose restriction is fulfilled, temporarily restricted net assets are reclassified to unrestricted net assets and reported in the combined statement 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 lung-lived assets have been placed m service, at which time temporarily restricted net assets are reclassified to unrestricted net assets and reported in the combined statement of activities as net assets released from restrictions. Property, Plant and Equipment Property, plant and equipment are recorded at cost if purchased or, if donated, at fair value at the date of the gift, less accumulated depreciation and amortization. Depreclat~on is computed on the straight-line basis over the estimated useful lives of the assets which range from 3 to 33 years. Leasehold improvements are amortized over the lesser of the term of the lease or their estimated useful lives. Covenant House is the lessee of certain equipment under capital leases expiring in various years through fiscal 2000. 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. Contributed Services and Merchandise Contributed services are recognized as revenue if the services create or enhance nonfmancial assets or require specialized skill, are provided by individuals possessing those skills and typically need to be purchased if not provided by donation. Contributed services are 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 recooga~zed as revenue when received and expensed from inventory when used. 
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Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

2. Summary of Signiticant Accounting Policies (continued) Cash and Cash Equivalents For purposes of the combined statement of cash flows, 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 financial statements prepared in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and habdiues and disclosure of contingent assets and liaNhues at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. Investments and Investment Income Marketable equity securities and debt obligations are earned at quoted market value. Income earned from investments, incluchng realized and unrealized gains and losses, in all net asset classifications, except permanentl? resWicted 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 spect~ otherwise. Investments which are undestgnated and are not temporarily or permanently restricted are classified as short-term. All other mvestments are classified as long-term. 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 combined statement 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. 



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

2. Summary of Si~niticant Accounting Policies (continued) Real estate hem for sale: 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 beneftcial interests in perpetual trusts is approximated by Covenant House's share of the fair value of the assets held by the trust. See Note 7 for additional information regarding investments. Advertising Expense Advertising expense consists primarily of the cost of public service announcements and is recorded in the period such announcements are first made. Advertising expense for fiscal 1997 was approximately $205,000. Summarized Financial Information for Fiscal 1996 and Reclassifications The accompanying combined financial statements include certain prior year summarized comparative reformation in total but not by net asset class. Such information does not include sufficient de~l to constitute a presentation in conformity with generally accepted accounting principles. Accordingly, such information should be read in conjunction with Covenant House's financial statements for the year ended June 30, 1996, from which the summarized information was derived. Certain 1996 amounts have been reclassified to conform to the current fiscal year presentatior~ 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. 
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Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

3. Components of Proo~ram and Supporting Services (continued) The Outreach program is an eflbn to reach youths who would otherwise not fred their way to the shelters. Outreach vans crmse 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 t~ee number which provides immediate counseling to run- away 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. Rights of Passage 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. 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. Fund-raising services relate to the activities of the developmem department in raising general and specific contributions. Management and General services include adminisWation, finance and general support activities. Certain administrative costs that relate to specific programs have been allocated to such programs. 
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Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

4. Allocation of Joint Costs 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 approxi- mately $5,318,000 incurred in 1997, approximately $1,878,000 was allocated to public education. 
5. Contributions Receivable At June 30, t997, contributions receivable, net of estimated uncollectible amounts, and discounted to present value, are due to be collected as follows: 

One year One to five years More than five years $1,804,756 425,900 1,372,165 $3,602,821 Included in contributions receivable is approximately $1,034,000, discounted to present value, relating to the fair value of rent-free use of a facility in Anchorage, Alaska contributed by an unrelated third party. 6. Grants and Contracts Grants receivable of $1,498,035 at June 30, 1997 are expected to be received by the Organization during fiscal 1998. During fiscal 1997, Covenant House and its affiliates received 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 af~liates 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 managements of the affiliates believe that the amount of costs disallowed, if any, would not be significant. As of June 30, 1997, 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. 
14 



7. Investments 

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

Investments at June 30, 1997 consist of the following: 
Cash and cash equivalents Common stocks U.S. government securities Corporate debt securities Mutual funds Beneficial interests in masts in perpetuity Other 
Real estate held for sale 
8. Property, Plant and Equipment 

Short-term Long-term Total 

Property, plant and equipment, net, consisted of the following at June 30, 1997 Land Bmldmgs Braiding maprovements Eqmpment Leasehold improvements Equipment under capital leases Construction in progress Less accumulated depreciation and amortization (including accumulated amortization on equipment under capital leases of approximately $2,604,460) 

$16,013,562 26,226,267 1,407,208 18,193,192 13,873,184 2,634,596 10,880,813 89,228,822 
32,507,752 $56,721,070 



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

8. Property, Plant and Equipment (continued) In fiscal 1996, Covenant House New Jersey ("CHNY') was awarded a grant of $1,000,000 from the City of Atlantic City (the "City") to be used for the construction of a new shelter facility. The grant provides that if CHNJ were to cease utilization of the facility in its program activities, CHNJ would be obligated to the City for the amount of the grant. In fiscal 1992, Covenant House Toronto ("CH Toronto") was awarded two grants totaling 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 CH Toronto 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 CH Toronto). During fiscal 1997, Covenant House Alaska entered into an agreement to purchase a building for use in its program services, contingent upon funding being provided for the purchase by the U.S. Department of Housing and Urban Development. The purchase price of the building is $650,000. 
Debt obligations consisted of obhgauons under capital leases (net of interest of approximately $7,900). As of June 30, 1997. aggregate principal payments of the capital lease obligations during the next three years are appmxunately as follows: 1998 1999 2000 $33,300 15,100 8,100 $56,500 Covenant House's capitalized lease obligauons are for data processing and telephone equipment. These leases provide for the transfer of ownership of the equipment at the end of the lease term. Covenant House has an unsecured line of credit agreement with Chase Manhattan Bank ("Chase") to borrow up to an aggregate amount of $2,000,000. Interest is payable at the Chase prime rate plus 75 basis points. There are no outstanding borrowings at June 30, 1997. 
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Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

10. Split-interest Agreements 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 time as stated in the agreement (usually upon the death of the donor or donor's designee) at which time the remaining assets are generally unreslricted for Covenant House's use. Covenant House also has beneficial interests in certain perpetual masts administered by a third party (valued at $624,300 at June 3O, 1997). Covenant House records the assets of the agreements on its statement of financial position (at fair value) if the assets are controlled and invested by Covenant House. Covenant House records conWibution 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, 1997 ranged from 6.0% to 8.9%. At June 30, 1997, approximately $2.6 million of long-term investments and $1.5 million of annuities payable in the accompanying combined financial statements related to such arrangements. State mandated insurance reserves related to these agreements are maintained at the required level. tn 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 Jtme 30, 1997, long-term receivables relating to such agreements were approximately $507,000. 
11. Foreign Currency Translation 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 remammg foreign affiliate the functional currency is the local currency. Accordingly, for those affiliates that use United States dollars as the functional currency, monetary assets and liabihues are translated using the current exchange rate in effect at the statement 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 period. The resulting foreign exchange gains and losses are recorded in the combined statement of activities. 
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Covenant House and Affiliates 
Notes to Combined Financial Statements (continued) 

11. Foreign Currency Translation (continued) For the affihate whose functional cttrrency has been determined to be the local currency, assets and habilities are translated using the exchange rates in effect at the statement of financial position date. Operations are translated based on a weighted average exchange rate for the fiscal period. The resulting translation gains and losses are reported as a component of the apphcable net asset classification. Approximately 12% of Covenant House's assets are held by foreign affiliates. 
12. Temporarily Restricted Net Assets Temporarily restricted net assets are available for the following time and purpose restrictions Time restrictions: Donated use of facility Sprit-interest agreements Other time restrictions Purpose restrictions: Covenant House California program restrictions Donation Kinderhilfe Alemaula Other donor-imposed purpose restrictions 
13. Permanently Restricted Net Assets 

$1,034,414 839,924 247~44 193,500 129,458 418,796 $2,863.336 
Permanently restricted net assets are restricted to investment in perpetuity. 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 by incurring expenses satisfying ume and purpose restrictions specified by donors as follows: Time restrictions expired Purpose restrictions satisfied: Crisis Center construction project Shelter and crisis care---mother/child Health services Acquisition of building and equipment Outreach Rights of passage Other purpose restrictions satisfied 
15. Faith Community 

$ 178,800 
567,500 134,143 92,544 75,148 39,991 30242 141,825 $1,260,193 

Contributed services were provided by Covenant House Faith Community members. Community members are full-lime volunteers who commit themselves to a year of service to runaway and homeless youth. 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 $675,000 for the year ended June 30, 1997 and are reported in the accompanying combined financial statements. The value of contributed services performed by community members was approximately $498,000 and was not recognized in the accompanying combined financial statements. 16. Pension Plan Covenant House has a defined benefit pension plan (the "Plan") covering substantially all of its employees and the employees of certain 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 consist primarily of mutual funds that are invested in equities and debt obligations. 



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

16. Pension Plan (continued) Total pension expense for the Plan for fiscal year 1997 included the following: Service cost--benefits earned during the year Interest cost on projected benefit obligation Actual return on plan assets Net amorflzation and deferral Total pension cost 
881,619 679,875 (1,580,153) 785,474 $ 766,815 The aetuarially computed benefit obligations and trusteed net assets, at fair value, of the Plan are presented below: Accumulated benefit obhganon, including vested benefits of $6,487,653 Projected benefit obligation for service rendered to date Plan assets at fair value Plan assets in excess of projected benefit obligation Unrecognized prior service cost being amortized over 15 years Unrecognized net loss from past experience different from that assumed Unrecognized net asset being recognized over 15 years Prepaid pension expense 

$ 6,836,017 $ 9,854,741 11,643,291 1,788,550 192,247 (1,184,478) (293,078) $ 503,241 The weighted average discount rate and rate of increase in future compensation levels used in determining the actuarial present value of the projected benefit obhgatmn were 7.25% and 5%, respectively. The expected long-term rate of return on assets was 8% 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. The expense related to the defined contribution plan was approximately $62,000 during the year ended June 30, 1997. Covenant House also maintains a tax deferred annuity plan for its employees. Covenant House does not contribute to the plan; contributions are made only by the participants. 
20 



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

17. Negotiation of Program Licenses Under 21 maintains a residential program which is not licensed by the New York State Division of Youth (the "Division"). In order to obtain a hcense, Under 21 is required to obtain operating certificates for certain programs. One operating certificate has been obtained, and management and legal counsel of Under 21 are currently negotiating with the Division regarding attaining compliance with the Division's requirements and are of the opinion that such compliance will be achieved, and the license will be granted. 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 maxiraum charitable contribution deduction for donors. 
19. Commitments Covenant House is party to a number of operating leases that expire at various dates through the year 2001. Aggregate future minimum lease payments under operating leases that have remaining terms in excess of one year as of June 30, 1997 are approximately as follows: YearendingJune30: 1998 1999 2000 2001 
20. Contingencies 

$ 617,000 390,000 37,000 16,000 $1,060,000 
Covenant House and certain of its affiliates are contingently liable under various claims and lawsuits, many of which are covered in whole or m part by insurance. In managements' opinions, none of these claims and lawsuits will have a material adverse effect on the combined financial position or changes in net assets of Covenant House. 
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Award Recipient 

Covenant House and Affiliates 
Schedule of State of New Jersey Assistance Year ended June 30, 1997 

NJ Grant 1997 New Jersey Grantor/Program Title Number Exnendit Covenant House New Jersey State of New Jersey Department of Health: Alcohol/Drug Abuse Prevention, Training and Salaries Education: Salaries 96-524-ADA-00 Salaries 97-669-ADA-00 Fringe benefits 97-669-ADA-00 
Covenant House New Jersey Atlantic City Parmership for the Prevention of HIV/A1DS-passed through the City of Atlantic City: Salmies 97-749-AIDS-00 Fringe benefits 97-749-AIDS-00 OTPS-Program expenses 97-749-AIDS-00 

Total State of New Jersey Assistance 

$22,276 5,673 828 28,777 
23,165 6A85 8,800 38,450 
$67,227 



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



~_~ ~RNST & ~OUNG L/_P ~ 787SeventhAvenue ~ Phone: 212 773 3000 New York, New York 10019 

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 The 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, 1997, and have issued our report thereon, which expressed reliance on other auditors, dated September 17, 1997. We conducted our audit in accordance with generally accepted auditing standards and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. 
Compfianee 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 intemal 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 interrml control over financial reporting. Our consideration of the internal control over financial repomng would not necessarily disclose all matters in the internal control over financial reporting that rmgJat be material weaknesses. A material weakness is a condition in which the design or operanon of one or more of the internal control components does not reduce to a reLativety tow te, tet the risk that misstatements in amounts that would he material 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 

Ernst & Young LLP IS a member of Ernst & Young International, Ltd. 



noted no matters involving the internal control over firmncial 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 a separate letter dated September 17, 1997. This report is intended for the information of the Organization's audit committee, management, federal awarding agencies, pass-through entities and the State of New Jersey. However, this report is a matter of public record and its disu'ibution is not limited. 
September 17, 1997 
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Report of Independent Auditors on Compliance with Requirements Applicable to each Major Program and Internal Control Over Compliance in Accordance with OMB Circular A-133 
The Board of Directors Covenant House Compliance 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 that are applicable to each of its major federal programs for the year ended June 30, 1997. The Organization's major federal programs are idennfied in the summary of auditor's results section of the accompanying schedule of findings and questioned costs. Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is the responsibility of the Organization's management. Our responsibility is to express an opinion on the Organization's compliance based on our audit. We conducted our audit of compliance in accordance with generally accepted auditing standards; the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the b~pes of compliance requirements referred to above that could have a direct and material effect on a major federal program occurred. An audit includes examining, on a test basis, evidence about the Organization's compliance with those requirements and performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination on the Organization's compliance with those requirements. In our opinion, the Organization complied, in all material respects, with the requirements referred to above that are applicable to each of its major federal programs for the year ended June 30, 1997. 
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Internal Control Over Compfianee The management of the Organization is responsible for establishing and maintaining effecnve internal control over compliance with requirements of laws, regulations, contracts and ~ants applicable to federal 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 a major federal program in order to determine our audatmg 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. Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal control that rmght be material weaknesses. A material weakness is a condition in which the design or operataon of one or more of the internal control components does not reduce to a relauvely tow level the risk that noncompliance with applicable requirements of laws, regulat/ons, contracts and grants that would be material in relation to a major federal program being audited may occur and not be detected within a timely period by employees m the normal course of performing their assigned functions. We noted no matters involving the internal control over compliance and its operation that we consider to be matenal x~eaknesses. This report is intended for the information of the audit committee, rnanagement and federal awarding agencies and pass-through entities. However, this report is a matter of public record and its distribution is not limited. 
September 17, 1997 
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Covenant House and Affiliates 
Schedule of Findings and Questioned Costs Year ended June 30, 1997 

Part I---Summary of Auditor's Results 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? 
Federal Awards 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 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: 

Unquahfied 
No 
No No 
$300,000 Yes Unqualified 
No 
No 
No 

CFDA Number(s) or contract number Name of Federal Program or Cluster U.S. Department of Housing and Urban Development: 14.235 Supportive Housing Program NJ39SPG508 Special Purpose Acquisition Grant 93.658 U.S. Department of Health and Human Services Foster Care-Title IV-E 10.553/10.555 U.S. Department of Agriculture Nutrition Cluster 
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Covenant House and Affiliates 
Schedule of Findings and Questioned Costs (continued) Year ended June 30, 1997 

Part H--Schedule of Financial Statement Findings None. Part IH--Schedule of Federal Award Findings and Questioned Costs 


