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Report of Independent A uditors 

The B oard of D irectors 
Covenant tlonse N ew O rleans 

W e have audited the accom panyin g statements of financial position of Covenant ttouse 
New Orleans as of June 30, 1998 and 1997, and the related statem ents of cash flows for 
the years then ended and the related statements of activities and functional expenses for 
the year ended June 30, 1998. These financial statem ents are the responsibility of 
Covenant House New Orleans's m anagement. Our responsibility is to express an opinion 
on these fin ancial statem ents based on our audits. 

W e conducted our audits in accordance w ith generally accepted auditing standards. Those 
standards require that w e plan and perform the audit to obtain reasonable assurance about 
whether the financial statem ents are free of m aterial m isstatem ent. An audit includes 
examining, on a test basis, evidence supporting the am ounts and disclosures in the finan- 
cial statements. An audit also in cin des assessing the accountin g principles used and 
significant estim ates m ade by m anagem ent, as well as evaluating the overall financial 
statem ent presentation. W e believe that our audits provide a reasonable basis for our 
epinion. 

In our opinion, the financial statements referred to above present fairly, in all m aterial 
respects, the financial position of Covenant H ouse New Orleans at June 3(1, 1998 and 
1997, and its cash flow s for the years then ended, and the changes in its net assets for the 
year ended .lune 30, 1998 in conform ity with generally accepted accounting principles. 

August 21, 1998 

LLP 



Covenant H ouse N ew Orleans 

Statmnenls of Financial Position 

A ssets 
Cash and cash extuivalenks 
Contributions receivable - short-terna 
()ranks recmvable 
O ther recei wlbles 
Contributed inventory 
Prepaid expenses and other assets 
Real estate held R~r resale 
Land, buihling and equipm ent, net of accum ulated depre- 
ciation of $1,006,281 in 1998 and $960,870 in 1997 

Long-term investm ents 

Total assets 

Liabilities and net assets 
Liabilities: 
Accounts payable and accrued expenses 
Refundable advances 
D ue to Parent 

Total liabilities 

N et assets: 
U nrestricted: 
Board designated 
hw estment in land, building and equipm ent 

Total tm restricted net assets 

Temporarily restricted - designated projects 
Total net assets 

Total liabilities and net assets 

See accompanyin g notes 

June 30 
1998 1997 

$ 116,957 
105,686 
153,994 
2,763 
10,521 
85,879 
20,000 

992,068 
2.242.628 

$ 119,357 
48.072 
130.506 
2,005 
10,657 
55,845 
20,000 

996,613 
2.399,304 

$ 3,730,496 $ 3,782.359 

458,634 351,882 

2,242,628 
992,1)68 

2,399,304 
996.613 

3,234,696 
37.166 

3,395,917 
34.560 

3,271,862 3,430,477 

$ 3,730,496 $ 3,782.359 



Covenant H ouse N ew Orleans 

Statem ent of A ctivities 

Year ended June 30, 1998 w ith sum m arized 
financial inform ation for the year ended June 30, 1997 

ConllJbutions, revenue and reclassil]cations: 
Corllril)utJolls: 
Conlribution teem Par ent 
(M nuihutim ~ trom m divicluals, ftm ndations and 
cool,orations, including legacies and bequests 
tolali]lg $97,825 in 1998 

(]overnnlenl grants and contracts 
('ontribuled services and m erchandise, inctutlin 

inventory adjustments 
Special events revenue, net of direct costs of 
$21,525 in 1998 

Total COlltributions 

Revcnuc~ 
lrLvgst ulent itlcou/e 
O ther inconle 

Tolal revellue 
Total conlrJl)ulions and reveuue 

Reclassifications: 
Net assets released from restrictions 

Total COl~Iribulions. levefLue and reclassificatious 

} -xpgnsgs: 
Pl ()grain services 
Supporting services: 
M anagem ent and general 
l:u rLd-i aising 

Tonll stlpporling services 
Total expe.nses 

('hange in nel assels 
Net assets, al beginning of year 
Net assets, at end of year 

See accompa/o,ing notes 

Tem porarily 
R estricted Tota 



Covenant H ouse N ew Orleans 

Stalem ent of Functional Expenses 

Year ended June 30, 1998 with sum m arized 
financial inform ation for the year ended June 30, 1997 

Salaries and w ages 
Payroll taxes 
Em I)loyee benefit:~; 
Total salaries and related expenses 

Faith colnnlunily costs 
Legal fees 
M exlical fees 
('onsulfing fees 
Accounting fees 
Supplies 
Telephone 
t'estage, printing and m ailing lists 

O ccupancy: 
Fuel and utilities 
Repails and nlaintenance 
Donated facilities 
Rent and oilier 

E.quipnmnt 
Transportation 

Specific assistance to individuals: 
Food 
M exlical 
l)onatexl m edical 
Clothil~g, allow~mces and other 
1)onatezl clolhing and inerehandise 

Tem porary help 
()ther purchased services 
Dues, licenses and perm its 
Subscriptions and publications 
Slafl recruinnenl 
Insurance 
I)onaled services 
M iscellaneotls 
Bank charges and :[ex:s 
Tolal functional expenses before 
dcpreciation and am ortization 

Depreciation mad am ortization 
Total |ilnctional expenses 
1 ,ess direct costs of special events 
Total expe nses reported by funclion on 
statem ent of activities 

Program  Services 



Suooortin~ Services 
M anagem ent 

and Fund- Tota 
General RaisinE 1998 1997 

See accompanying notes 



C ovenant H ouse N ew O rleans 

Statem ents of Cash Flow s 

O peratin:g activities 
Increase (decrease) in net assets 
Adjustments to reconcile increase (decrease) in net assets to 
net cash provided by (used in) operating activities: 
Depreciation and am ortization 
Net unrealized gain on investm ents 
Loss c,n disposition of equipm ent 
Contributed equipm ent 
Change in operating assets and liabilities: 
Receivables 
Contributed inventory 
Prepaid expenses and other asse[s 
Accounts payable and accrued expenses 
Refundable advances 
D ue to Parent 

Net cash provided by (used in) operating activities 

Investing activities 
Acquisition of 1,'ro d, building and equipm ent 
Proceeds fi'om sale of equipm ent 
t'urcbases of long-tellll investm ents 
Sales of long-tern 1 invesmm nts 
Net cash provided by investing activities 

Net increase (decrease) in cash and cash equivalents 
Cash and (:ash equivalcnks at beginning of year 

Cash and cash equivalents at end of year 

See accompanying nole,~ 

Year ended June 31) 
1998 1997 

$ (158,615) $ 2,439 

98,633 
(106,616) 

296 

(750) 

(81,86o) 
136 

(30,034) 
18,878 
17,903 
69,971 

94,031 
(126,509) 

(23,975) 

67,081 
103 

(17,172) 
27,201 

(14,700) 
41,653 

(172,058) 50,152 

(94,034) 
400 

(407,978) 

(35,284) 

(708,828) 
671,270 763,811 



1. O rganization 

Covenant H ouse N ew O rleans 

N otes to Financial Statem ents 

June 30,1998 

Covenant House New Orleans is a not-for-profit corporation established in 1984 for the 
purpose of providing programs for the care and shelter of runaway and hom eless youths 
under the age of 21. Covenant House New Orleans is affiliated w ith sim ilar organizations 

m other locations, all of which are affiliates 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: 

Covenant House Alaska 
Covenant H ouse California 
Covenant H ouse Florida 
Covenant House New Jersey 
C~venara l-~ use New O ~'le.ans 
Covenant House M ichigan 
Covenant H ouse Texas 
Covenant ttouse W ashington, D .C. 
Covenant ftouse W estern Avenue 
Testam entum 
Under 21 
Covenant ttouse Toronto 
Covenan t ttouse Vancouver 

Association Casa Alianza (Guatemala) 
Casa Alianza De Honduras 
Casa Alianza Nicaragua 
Casa Alianza Internacional 
Fundacion Casa Alianz.a M exico, I.A .P 

Covenant House New Orleans serves youth through the follow ing program s and 
supporting services: 

The Shelter and Crisis program provides crisis care, shelter, food, clothing, coun- 
seling and legal advice to abandoned and runaway youths in the New Orleans area. 

M edical services include basic medical services, referrals, H IV testing and 
cntm se]ing. 



Covenant H ouse N ew O rleans 

Notes to Financial Statements (continued) 

1. O rganization (continued) 

M other/Child services include shelter, assessment, counseling, case management, 
reterral, parenting education, and nursery services lor m others and their children 
w hile in residence. 

Comm unity Service Center provides com prehensive services to youth who have 
left Covenant House affiliates' crisis centers, and other youth in the com munity 
who need support to m aintain them selves in stable living situations. 

Rights of Passage provides transitional housing services for up to 24 months to 
youth s, iucluding individual counseling and help with com pleting their education 

and finding jobs and housing. 

The Outreach program is an eflbrt to reach youths who w ould otherwise not find 
their w ay to the shelters. O utreach 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 pubfic on how to identify 
potential "runaw ay" and "throw away" adolescents, the public and private 
resources available to help such adolescents before they leave home, and th e public 
support services available to these fam ilies to im prove th e hom e environm ent. 

M anagem ent and General services include adm inistration, finance and general 
support activities. Certain admin istrative costs that relate to specific program s have 
been allocated to such program s. 

Fund-Rais#~g services relate to the activities of the development department in 
raising general and specific contributions. 

Covenant House New Orleans is exempt from federal income taxes under Section 501(a) 
of tile Internal Revenue Code as an organization described in Section 501(c)(3). Covenant 
l louse New Orleans qualifies as a public charity. 



C ovenant H ouse N ew O rleans 

Notes to Financial Statements (continued) 

2. Significant Accounting Policies 

Fund Accounting and Net Asset Classification 

To ensure com pliance w ith restrictions placed on the resources available to Covenant 
House New Orleans, Covenant House New Orleans' accounts are m aintained in accor- 
dance w ith the principles of fund accounting. This is the procedure by which resources are 
classified for accounting and reporting purposes into funds established according to their 
nature and purpose. In the financial statements, funds that have sim ilar characterkstics have 
been com bined in to three net asset categories: perm anently restricted, tem porarily 
,estricted and unrestricted. 

Perm anently restricted net assets contain donor-im posed restrictions that stipu- 
late the resources be maintained permanently, but perm it Covenant H ouse N ew 
O rlc.ans to use or expend all of the incom e derived from the donated assets for 
unrestricted purposes. 

Tem porarily restricted net assets contain donor-im posed restrictions thal perm it 
Covenant House New Orleans to use or expend the assets as specified. The 
restrictions are satisfied either by the passage of tim e or by actions of Covenant 
H ouse N ew O,leans. 

U nrestricted net assets are not restricted by donors, o," the donor-im posed 
restrictions have expired. As reflected in the accompanying statement of financial 
position, Covenant House New Orleans' board of directors ha~s designated all 
unrestricted net assets of Covenant House New Orleans, w ith the exception of 
investm ent in land, building and equipm ent, for long-term investment purposes 
and shortfalls fiom operational deficiencies. 

Functional Expense A llocation 

'/'he majorir:y 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 am ong program and supporting service classifications on the basis 
of square footage of office space occupied, salaries and other bases determ ined by Cove- 
nant House New Orleans' m anagem ent. 



C ovenant H ouse N ew O rleans 

Notes to Financial Statements (continued) 

2. Significant Accounting Policies (continued) 

Revenue Recognition 

Covenant [touse New Orleans records earned revenues on an accrual basis: investment 
incom e is recognized in accordance w ith policies enum erated below , in addition, Covenant 
ttouse 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 H ouse New Orleans' 
government grants are on the cost reim bursem ent basis and are considered to be condi- 
tional contributions for applying revenue recognition policies. Conditional contributions 
are recognized as revenue w hen the conditions on w hich they depend have been sub- 
stantially met. Contributions are recorded net of estim ated uncollectible am ounts. 

Tem porarily Restricted Contributions 

Covenant House New Orleans records contributions as tem porarily restricted if they are 
received w ith donor stipulations that lim it their use either through purpose or tim e rcstric- 
lions. W hen donor restrictions expire, that ks, w hen a tim e restriction ends or a purpose 
restriction is fulfilled, tem porarily restricted net assets are reclassified to unrestricted net 
assets and :reported in the statem ent of activities as net assets releas ed from restrictions. It 
is Covenant House N ew Orleans' policy to record tem porarily restricted contributions 
received and expended in the sam e accounting period in the unrestricted net asset class. 

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 N ew O rleans reflects the expiration of the donor-imposed restriction 
when long-lived assets have been placed in service, at which tim e tem porarily restricted 
net assets are reclassified to unrestricted net assets and reported in the statement of activi- 
lies as net as sets releas ed from restrictions. 

C ash and C ash Equivalents 

For the purpose of lhe statem ent of cash flows, Covenant H ouse New Orleans considers 
all highly liquid investm ents purchased w ith a m aturity of three m onths or tess, oth er than 
those held in the long-term inveslm ent portfolio, to be cash equivalents. 



Covenant H ouse N ew Orleans 

Notes to Financial Statements (continued) 

2. Significant Accounting Policies (continued) 

Investm ents and Investm ent Incom e 

M arketable equity securities and debt obligations are carried at quoted m arket value. 
Incom e earned from investments, including realized and unrealized gains and losses, is 
recorded in the unrestricted net asset class except w here the instructions of the donor 

specify othelw ise. 

See Note 4 for additional inform ation regarding investm ents. 

Land, Building and Equipinent 

Land, buiklin g and equipment are recorded at cost if purchased or, if donated, at fair value 
at the date of the gift, less accum ulated depreciation and am ortization. Depreciation is 
com puted oll the straight-line basis over the estim ated useful lives of the assets, ranging 
from three to five years. Leasehold im provements are am ortized over the lesser of the 
term of the lease or their estim ated useful lives. 

Contributed Services and M erchandise 

Contributed services are recognized as revenue if the services received create or enhance 
nonfinancial assets, require specialized skills provided by in dividuals possessing those 
skills and typically need to t~e purchased if not provided by donation, Contributed services 
arc recorded at tlie fair m arket value of the services provided. Contributed services and 
prom ises to contribute services that do not meet the above criteria are not recognized as 
revenues and arc not reported in the accom panying financial statem ents. 

Coutributions of clothing and m erchandise are valued at the estim ated fair m arket value at 
the date of receipt and recognized as revenue when received and expensed from inventory 

w hen used. 

Use of Estim ates 

The preparation of the fin ancial statem ents in conform ity w ith generally accepted 
accounting principles requires m anagem ent to make estimates and assumptions that affect 
the reported am ount of assets, liabilities, additions to net assets and deductions fi'om net 
assets. Actual results could differ from those estim ates. 



C ovenant H ouse N ew O rleans 

Notes to Financial Statements (continued) 

2. Significant Accounting Policies (continued) 

Contributions Receivable 

Unconditional pledges to give that are expected to be collected w ithin one year are 
recorded at net realizable value. Unconditional pledges to give that are expected to be 
collected in future years are recorded at the present value of their estim ated future cash 
flows. For the year ended June 30, 1998, the discounts on those am ounts are im m aterial, 
thus not recordecl. 

Contributions receivable of approxim ately $106,000 and $48,000 at June 30, 1998 and 
1997, respectively. 

Sum m arizetl Financial Inform ation for Fiscal 1997 

The accom panying fin ancial statem ents include certain prior year summ arized com parative 
inform ation in total, hut not by net asset class or functional category. Such inform ation 
does not include sufficient detail to constitute a presentation in conform ity w ith generally 

accepted accounting principles. Accordingly, such information should be read in conjunc- 
tion w ith Covenant House New Orleans' financial statements for the year ended June 30, 
1997. from which the sum m arized inform ation was derived. 

3. A llocation of Joint C osts 

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 $66,00(I 

of $119,000 total joint costs in 1998 were allocated to Public Education. 



C ovenant H ouse N ew O rleans 

Notes to Financial Statem ents (continued) 

4. Long-term  Investm ents 

Long-term invesmm nts at June 30 consisted of 

Cash and cash equivalents 
Com m on stocks 
Debt securities 
M utual funds 

1998 

$ 2,242,628 $ 1,865,71{I 

1997 

The fair values for com m on stocks, debt securities and m utual funds are based on quoted 
m arket prices. 

The following schedule sum m arizes unrestricted investm ent incom e 

Dividends ~ld interest 
Net re~dized and unrealized gains 
Invesmm nt return designated for current operations 

5. Land, Building and Equiprn en! 

Land 
Building and im provem ents 
Furn iture and extuipm ent 

Less accum ulation depreciation and am ortization 

1998 1997 

June 30 
1998 1997 



Covenant H ouse N ew Orleans 

Notes to Financial Statements (continued) 

5. Land, Building and Equipm ent (continued) 

Covenant House New Orleans com pleted the construction and renovation of a com munity 

services center (the Project) which became operational in October 1994. The total cost of 
the Projec! was approximately $926,000, which was funded by a Special Project Grant of 
$486,000 fi'om the City of New Orleans, a $75,000 Community Development Block Grant 
(CDBG) and Capital Appeal contributions from private donors. The CDBG amotmt has 
been donated to Covenant H ouse New Orleans in equal am ounts over five years beginning 
October 1995 provided the facility is used for its intended purposes and not sold by 
Covenant House New Orleans. G rant revenue recognized in 1998 related to this grant 
totaled $15,000. 

6. G overnm ent G rants 

D uring fiscal 1998, Covenant House New Orleans received funding from government and 
private agencies as follows: 

U. S. Departm ent of Housing and Urban Development $ 543,560 
U. S. Departm ent of Health and Hum an Services 110,833 
U. S. Departm ent of A griculture 35,665 
Federal Em ergency M anagem ent Agency 4,972 
Slate/Local Private Agencies 1,300 
City of New Orleans Com m unity Development Block G rant 15,000 

$ 711,330 

7. Faith Com m unity 

Contributed services w ere provided by m em bers of the Covenant H ouse Faith Com m unity 

(Communily). Community members are full-time volunteers who commit themselves to a 
year of service to runaway and homeless youths. Room and board, $15 per day stipend, 
health insurance and reim bursement for other personal expenses are provided to Com mu- 
nity mem bers by Covenant House New Orleans, The expenses associated with Comm unity 
members were approximately $115,000 for the year ended June30, 1998, and are 
reported in the accom panying financial statem ents. The value of services performed by 
Com m unity m em bers w as approxim ately $109,000 in 1998 and w as not recognized in the 
accom panying financial stalem enls. 

4 



Covenant H ouse N ew Orleans 

Notes to Financial Statem ents (continued) 

8. R elated Party T ransactions 

The Parent provides financial support as well as m anagement and organizational support 
for its organizations and also conducts fund-raising activities for its program s. 
Contributions and prom ises to give received by the Parent are allocated and recorded ill 
the accounts of the entity designated by the donor. In fkscal 1998, Covenant House New 
Orleans received contributions from the Parent totaling $646,000. In addition, Covenant 
ltouse New Orleans paid approximately $431,000 in 1998 to the Parent for fund-raksing 

expenses. 

Tile Parent provides certain of its affiliates with insurance, com puter access services and 
data software and hardware m ain tenance. The Parent has allocated expenses of 

approximately $55,000 in 1998 related to such services to Covenant House New Orleans. 

Covenant House New Orleans leases its program facility from the Parent on a m onth-to- 
month basis. Rent paid to the Parent amounted to approximately $208,000 in fiscal 1998. 

Covenant ttouse New Orleans participates in a defined benefit pension plan administered 
by th e Parent. The defmcd bencfit pension plan covers substantially all em ployees. Total 
pension co,;t of $5(I,00(I was allocated to Covenant House New Orleans from the Parent in 
fiscal 1998 

9. hnlmct of Year 2000 (Unaudited) 

During th c past fiscal year, Covenant Housc New Orleans reviewed all of its com puter 

programs and determined that some were not "Year 2000 (Y2K) Compliant," i.e., they 
had been written using tw o digits rather than four to dcfine the applicable year. As a 
result, th osc program s havin g tim e-sensitive calculations could not differentiate the year 
2000, designated as "00", from the year 1900. Left unchanged, this situation could have 
resulted in m iscalculations or other system m alftm ctions. 

Subsequently, Covenant House New Orleans has m ade the necessary chan ges to its 
software. The cost associated with these changes was not m aterial. Covenant House New 
Orleans believes it is "Y2K Com pliant" and is presently in the process of testing its 
updated program s. 
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ERNST& YO UNG LLP 

The Board of Directors 
Covenant ttouse New Orleans 

~ 4200 O ne Shell Squ,ll~. 
701 Poydras Street 
New O rleans 
i ouisiana 7111 ~9 9869 

W e have audited, in accordance w ith generally accepted auditing standards, the financial 
statements of Covenant House New Orleans for the year ended June 30, 1998, and have 
issued our report thereon dated August 21, 1998. 

Statement on Auditing Standards No. 61, Communication W ith Audit Committees, 
requires the independent auditor to conmm nicate to the board of directors certain 
inform ation regarding the scope and results of the audit to assist the com m ittee in 
overseeing the financial reporting and disclosure process for w hich m anagement is 
responsiNo, This letter sum m arizes the reporting requirements of this statem ent for our 
1998 audit. 

A uditors' Responsibility Under G enerally A ccepted A uditing Standards 

O ur audit, conducted in accordance w ith generally accepted auditin g standards, is 
designed to provide reasonable, rather than absolute, aSsurance that the Covenant House 
New Orleans financial statements are free of m aterial m isstatem ent. These financial 
statements are the responsibility of m anagement and it is our responsibility to express an 
opinion on these financial statem ents based on our audit results. 

Our responsibility as your auditors is to plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of m aterial m isstatement. As 
such, our audit of the Covenant House New Orleans financial statem ents is not designed 
to determine Covenant H ouse New Orleans readiness for the Year 2000. Further, we have 
no responsibility w ith regard to Covenant House New Orleans efforts to m ake its systems, 
or any other system s, such as those of vendors, service providers, or any other third 
parties Year 2000 ready, or to provide assurance on whether Covenant H ouse New 
Orleans has addressed or w ill be able to address all affected system s on a tim ely basis. 

Signilieant A ccounting Policies 

The accounting principles followed by Covenant House New Orleans and the m ethods of 
applying these principles conform , in all material respects, with generally accepted 
accounting principles generally used by voluntary health and w elfare organizations. The 
annual audited financial statements include a summ ary of these significant accounting 
policies. 



O ther M atters 

Statement on Auditing Standards N o. 61 also requires com m unications to the board of 
dire ctors in the fffllow ing areas: 

~ Sensitive accounting estim ates 

~ Significant audit adjustments. 

The adoption of, or a change in, an accounting principle 

~ Other inform ation in docum ents containing audited financial statem ents. 

~ ]Disagreem ents with m anagem ent. 

~ Consultations w ith other accountants 

~ M ajor issues discussed with management prior to retention 

~ Difficulties encountered in dealing with m anagem ent when perform ing the audit. 

~ lVlethods of accounting for significant unusual transactions and for controversial or 
em erging areas. 

D uring the course of our audit, we did not encounter any circum stances and we are 
unaware', of any item s in any of these areas which require discussion w ith the board of 
directors. 

This report is intended solely for the inlorm ation and use of the board of directors 

Septem ber 4, 1998 

LLP 



 

~OUNG ZZP 

The Board of Directors 
Covenant House New Orleans 

w 420(~ Ofle Shell Square 
701 Poydras Stleet 
New ()~leans 
t ouisiarla 70139-9869 

In planning and performing our audit of the financial statements of Covenant House New 
O rleans for the year ended June 30, 1998, we considered its internal control to determ ine 
our auditing procedures for th e purpose of expressing our opinion on the financial 
slatements and not to provide assurance on the internal control. O ur consideration of the 
internal control w ould not necessarily disclose all m atters in the in ternal control that m ight 
be a m alerial weakness under standards established by tile Am erican  Institute of Certified 
Public Accountants. A m aterial w eakness is a condition in which the design or operation 
of one or m ore of the specific internal control com ponents does not reduce to a relatively 
low level the risk that errors or fraud in am ounts that w ould be m aterial in relation to the 
financial slalem enls being audited m ay occur and not be detected within a tim ely period by 
em ployees in the norm al course of perform in g their assigned functions. H owever, we 
noted no m atters involving internal control and its operations that we consider to be 
m aterial weak nesses, as defined above. 

W e have the follow ing com m ents on other m atters. 

Payroll 

]t w as noted that certain pay rate changes were not processed on their effective dates, W e 
understand the delay in processing w as due to securing the bc~ard of directors' approval 

for the rate changes. Tilts delay caused retroactive adjustments to be made in persomlel 
salaries. W e recommend that all approvals for pay rate changes be obtained prior to the 

effective date of the change to prevent the need for retroactive adjustments. 

1! was also noted that an em ployee changed positions within Covenant House New 
Orleans and his pay rate was decreased. The rate change w as processed after the effective 

date. This delay caused retroactive adjustments to be made. W e are aware that a plan is in 
place to com bine the payroll and hum an resources databases so that in the future there will 

be no delay in the processing of pay rate changes. 



This report is intended solely for the information and use of the board of directors. W e 
would be pleased tn discuss the above matters or respond to any questions, al your 
convenience. 

August 21, 1998 



COVENANT HO USE" 
611 N. RAMPART ST. ~ NEW ORLEANS, LA. 701:12 "(504),584-1111 = FAX # (504)584-1171 

The Board of D irectors 
C ovenant H ouse N ew  O rleans 

Response to item s cited in Ernst & Young's letter dated August 21, 1998 follow s: 

Payroll 

Although the occurrence of retroactive adjustments was an isolated one, 
m anagem ent agrees w ith the recom m endation. Procedures have since been 

implemented which minimizes such adjustments and allows for approvals prior 
to the effective date. In addition, as indicated, the process of consolidating both 
payroll and hum an resource databases is close to com pletion. 

O ctober 8, 1998 
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"
-~  ERNSTc~'~ YOUNG LLP 

Board of :Directors 
Covenant House 

~ 787 Sf, venth Avenue 
New York, New Y~rk 10019 

Report of Independent Auditors 

W e have audited the accom pan ying com bined statem ents of financial position of Covenant 

House an d Affiliates (the "Organ ization") as of June 30, 1998 and 1997, and the related 
com bined statem ents of cash flow s for the years then ended an d the com bined  statem ents of 
activities and functional expenses for the year ended  June 30, 1998. These com bined finan cial 
statem ents are the responsibility of the Organiza tion's m anagem ent. Our responsibility is to 
express an opinion on th ese com bined financial statem ents based on our audits. W e did not 
audit the financial statem ent s of Covenant House Toronto which statem ents reflect total assets 
of $9,484,640 an d $10,487,545 as of Jun e 30, 1998 an d 1997 an d total contributions an d 
revenues of $7,520,884 for the year ended  June 30, 1998. Th ose statem ents were audited by 
other auditors whose report has been furn ished  to us, an d our  opinion, insofar as it relates to 
data included for that organiza tion, is based solely on the report of the oth er auditors . 

W e conducted  our  audits in accordance w ith generally accepted auditing stan dar ds an d th e 
standards applicable to finan cial audits contained in Government Auditing Standards, issued 
by the Com ptroller G eneral of the Uni ted States. Those standards require that w e plan  and 
perform  the audit to obtain reas onable assurance about wheth er th e finan cial statem ents are 
flee of m aterial m isstatem ent. An audit includes exam ining, on a test basis, evidence 
supporting the am ounts an d disclosures in the financial statem ents. An audit also includes 
assessing th e accounting principles used and significant estim ates m ade by m anagem ent, as  
well as evaluating the overall financial statem ent presentation. W e believe that our audits 
provide a reasonable bas is for our opinion. 

In our  opinion, based on our  audits and th e report of other auditors, the finan cial statem ents 
referred to above present fairly, in all m aterial respects, the com bined  finan cial position of 
Covenant H ouse and A ffi liates at June 30, 1998 an d 1997, an d its com bined cas h flows for the 
years th en ended  and the chan ges in its com bined  net as sets for the year ended Jun e 30, 1998 
in conform ity w ith generally accepted  accoun ting principles. 

As discussed  in N ote 2 to th e accom pan ying com bined finan cial statem ents, certain am ounts 
previously rep orted as unrestricted  net as sets at June 30, 1997 were reclas sified as tem porarily 
restricted net assets. 



In accordance with Government Auditing Standards, we have also issued our report dated 
Septem ber 2~;, 1998 on our consideration of the Organization's internal control over financial 
reporting and our tests of its com pliance with certain provisions of laws, regulations, contracts 
and gran ts. 

Our audits and that of other auditors w ere m ade for the purpose of form ing an opinion on the 
com bined finan cial statem ents of the Organ ization for th e year ended June 30, 1998 taken as a 
whole. The accom panying com bined sched ule of expenditures of federal awards for the year 
ended  June 30, 1998 an d Sched ule of State of New Jersey Assistan ce for the year ended Jun e 
30, 1998 ar e presented for purp oses of additional an alysis 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 an d are not a required part of the combined 
finan cial statements. The information in those sched ules has been subjected to the auditing 
procedur es applied in the audit of the com bined finan cial statem ents for the year ended June 
30, 1998 and, in our opinion, based on our audit an d the rep ort of other auditors, is fairly 
presented in all m aterial respects in relation to the com bined finan cial statem ents tak en as  a 
whole. 

Septem ber 28, 1998 

LLP 



Covenant House an d Affiliates 

Combined Statem ents of Finan cial Position 

Assets 
Cash and c, ash equivalents 

Short-term  investments (Note 7) 
Short-term contributions receivable (Note 5) 
Gran ts receivable (Note 6) 
Other receivables 
Inventory 

Prepaid expenses (Note 16) 
Property held for sale (A/bte 8) 
Property, plan t an d equipment, net (N ote 8) 
Long-term  contributions receivable (N otes 5 and 10) 
Long-term  investments (Notes 7 and 1 O) 
Other assets 
Total as sets 

Liabilities and net assets 
Accounts payable, accrued expenses an d 
refundable advances 

Annuities payable (Note 10) 
Debt obligations 
Total liabilities 

Com m ilm ents an d eom ingeneies 

(N otes 6; 8, 18and 19) 

Net assets: 
U nrestricted: 
Undesignated 
Investment in property, plan t and equipm ent 
Board designated 

Total unrestricted 

Temporarily restricted (Note 12) 
Permanently restricted (N ote 13) 

Total net ~tssets 
Total liabilities an d net as sets 

See accompanying notes 

June30 
1998 1997 

$ 141,523A80 $ 129,508,800 

9,387,473 8,772,217 

18,263,380 
57,161,564 
44.911.878 

19,274,211 
56,408,840 
36,414,562 

120,336,822 
6,775,738 
5.023.44 7 

112,097,613 
3,615,523 
5,023,447 

132,136,007 120,736,583 
$ 141.523A80 $ 129,508,800 



Covenant H ouse an d Affi liates 

Com bined Statem ent & Activities 

Year ended June 30, 1998 with sum m arized financial inform ation 
for the year ended  June 30, 1997 

Contributions, revenue and reclassifications: 
Contributions from individuals, foundations 
and corporations, including legacie.g and 
bequests of $5,g53,194 ($6,704,938 in 1997) 

Contributed seP,,iees and merchandise 
Government grants and contracts 
Spe cial events revenue 
Less direct costs of events 
Nel special events income 
Total contributions 

Revcr)uc: 
Investm ent income: 
Interest an d dividends 
Net unreahzed gains 
Net ~ealized gains 

Change in value of spill interest agreements 
(including net unrealized gains of 
$203,474 an d $232,600 in 1998 and 
1997, respectively) 

Other income and gains; 
Total revenue 
Total contributions and revenue 

Reclassifications (Note 14,): 
Net assets released from restrictions 

Total contributions, revenue an d reclassifications 

Expenses (Notes 4, 15 and 16): 
program services 
Supporting services: 
M anagement and general 
Fund-raising 

Total supporting services 
Total expenses 
Current year translation adjustment (Note I1) 
Total expenses and translafon adjustment 
Chan ge in net assets before ~:umulative 
effect of change in accounting principle 

Cumulative effect of change in accounting 
principle (Note 2) 

Change in net assets 
Net assets beginning of year,, as restated 
Net assets end of year 

See accompanying notes 

$ 2,617,184 
488.057 

Temporarily Perm anently 
Unrestricted Restricted  Restricted  

Total 

$ 79,884,017 $3,713,103 
1,700,454 
7,707,373 49,026 

$ 83,597,120 
1,700,454 
7,756,399 

$ 75,715,988 
1,663,276 
8,114,384 

2,129,127 
91,420,971 3,762,129 

2,852,347 
2,871,852 
956,706 

2,129,127 
95,183,100 

2,937,980 
2,871,852 
956,706 

1,952,531 
87,446,179 

2,753,297 
| ,846,834 
800,964 

38,542 138,542 47,286 
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Covenant House and A ffi liates 

Com bined Statem ents of Cash Flows 

Cash flows from operating activities 
Change in net assets 
Adjustm ents to reconcile change in net assets to net cash 
provided by operating activities: 
Cumulatwe effect of change in accounting principle 
Current year wanslation adjustment 
Conlributiun  of invesunents 
Contributed occupancy costs 
Contribution restricted for building eonstm ctiun  
Unrealized and realized gains on investm ents 
Noncash contributions un der split-interest agreem ents 
Unrealiz~ed gains on investm ents as a component of change in value of 
split-hlterest agreem ents 

Amortization of discotmt on annuities and receivables 
Depreciatiun  an d amollization 
Use of contril)uted inventory 
Conlsibuted property, plan t and equipm ent 
Gain on sale of fixed assets and property held for sale 
Loss on disposal of fixed assets 
Ch anges in operating assets an d liabilities: 
Contributions receivable 
Grants rcceivable 
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 investm ents, net 
Increas e in security deposits 
Purchases of property, plant an d equipm ent and construction in progress 
Proceeds from sa le of property held for sale 
Proc eeds  from .,;ale & property, plant an d equipment 
Net cash used m mvesting activities 

Cash flows from financing activi ties 
Conlribufions lestricted for building cons'inaction 
Paym ent of long-term debt an d other debt obligations 
Net cash provided by fmaucing activities 

Net decrease in cash mid cash equivalents 
Cash an d cash equivalents at beginning of year 
Cash and cash equivalents at end of year 

See acconlpanying hOleS 

Year ended June 30 
1998 1997 

$ 14.'758,737 $ 17,680,861 



Covenant House an d Affi liates 

N otes to Com bined Financial Statem ents 

June 30, 1998 

1. O rganization and Basis of Com bination 

O rgan~ation 

Covenant House is a not-for-profit organization which w as founded in 1968 and incorporated 
in 1972. Covenant H ouse and its affi liates provided  shelter, food, clothing, coun seling, 
m ed ical attention, crisis intervention, public education and other services to over 50,000 
runaway and hom eless youths during fiscal 1998. In addition, Covenant House offers a 
national toll-free crisis intervention hotline. 

Covenant House is the sole m em ber of the following not-for-profit affi liates 

Under 21 
Covenan t House A las ka 
Covenan t House Californ ia 
Covenant House Florida 
Covenan t House M ichi gan  
Covenan t House N ew Jersey 
Covenant House N ew Orlean s 
Covenan t House Texas 
Covenan t House W as hington, D .C 
Covenan t H ouse W estern  Avenue 
Testam entum  

In addition, Covenan t H ouse 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: 

Covenan t House Toronto 
Covenant House Van couver 

Association Casa Alianza (Guatemala) 
Casa Alianza D e Honduras 

Cas a Afianza  N icaragua 
Fundacion Casa Alianza M exico, I.A .P 
Casa Alian za In tem acional 

Covenaat House is also a m em ber of the above intern ational not-for-profit affi liates except for 
Fundacion Cas a Alianza M exico, I.A .P. 



Covenant House and A ffi liates 

Notes to Combined Financial Statements (continued) 

1. Organ~ation and Basis of Combination (continued) 

Basis of Com bination 

The combined financial statements include the accounts of Covenant House, the 
aforem entioned affiliated organizations and the entities, including trusts, for which Covenan t 
House exercises direct or indirect control an d possesses an  econom ic interest. All significan t 
intercom pan y tran sactions an d balan ces have been elim inated in com bination. 

2. Sum m ary of Significant Accounting Policies 

During 1997, Covenan t House chan ged its m ethod of accounting for interests ill perpetual 
trusts resulting from the adoption of the Am erican  Institute of Certified Public Accountan ts 

("AICPA") Audit and Accounting Guide, Not-for-Profit Organizations. The cumulative effect 
of this chan ge in accounting principle was to increase perm anently restricted net as sets by 

$550,000 as of July 1, 1996. 

Fund Accounting and Net A sset Classifications 

To ensure com plian ce w ith restrictions placed on the resour ces available to Covenan t House, 
Covenan t ttouse's accounts are m aintained in accordance w ith the principles of fun d 
accounting. Th is is the procedure by which resour ces are clas sified for accounting an d 
reporting into fun ds established according to th eir nature an d purposes. In the com bined 
financial statem ents, funds that have sim ilar characteristics have been combined into three net 
asset categories: perm anently restricted, tem porarily restricted an d unrestricted. 

Perm anently restricted  net as sets contain donor-im posed  restrictions th at stipulate the 
resources be m aintained  perm anently, but perm it Covenan t House to use or expend all of 
th e incom e derived  from  the donated  assets for unrestricted purposes. 

Tem porarily restricted  net as sets contain donor-im posed  restrictions that perm it Covenan l 
House to use or expend the as sets as  specified . The restrictions are satisfied  either by the 
pas sage of tim e or by actions of Covenan t House. 



Covenant House and Affi liates 

Notes to Combined Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) 

Unrestricted net assets are not restricted by donors, or the donor-im posed restrictions have 
expired. As reflected  in the accom panying com bined  statem ents of financial position, 
Covenan t H ouse's Board of Directors has designated a portion of the unrestricted net 
assets of Covenan t House for long-term  investm ent purposes. 

The accom panying com bined  finan cial statem ents have been reclas sified to reflect 
approxim ately $752,000 of Covenan t House's unrestricted  net as sets as  of June 30, 1997 as 
tem porarily restricted net as sets to properly reflect the existence of restrictions on such funds. 

Functional Expense Allocation 

The majority of expenses can generally be directly identified with the program or supporting 
service to which they relate an d are charged  accordingly. Other expenses by function have 
been allocated am ong program an d supporting services clas sifications on the bas is of square 
footage of office space occupied , salaries, an d other bases determ ined by the m an agem ents of 
Covenan t House an d its affi liates. 

Revenue Recognition 

Covenant House records earned  revenues on an  accrual bas is; investm ent incom e is 
recogn ized in accordan ce with policies enum erated below . In addition, Covenant House 
rec ords as revenue the following types of contributions, when they are rec eived 
unconditionally, at their fair value: cas h, prom ises to give, certain contributed services an d 
gifts of long-lived as sets. Conditional contributions are rec ognized  as  revenue when the 
conditions on w hich they depend have been substan tially m et. Substan tially all of Covenan t 
House's governm ent gran ts are cost reim bursem ent type grants and are considered conditional 
contributions for applying revenue recognition policies. Contributions are recorded net of 
estim ated uncollectible am oun ts. 

Tem porarily R estricted Contributions 

Covenant House records contributions as  tem porarily restricted  if they ar e received with donor 
stipulations that lim it their use eith er through purpose or tim e restrictions. W hen donor 
restrictions expire, that is, when a tim e restriction ends or a purpose restriction is fulfilled , 
tem porarily restricted net as sets are rec las sified to unrestricted net as sets an d reported in the 



Covenant H ouse and A ffi liates 

Notes to Combined Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) 

com bined statenaent of activities as net assets released from  restrictions, It is Covenant 
House's policy to record tem porarily restricted contributions received  and expended in the 
sam e accounting period in the unrestricted  net asset clas s activity. 

Contributions that the donor requires to be used  to acquire long-lived assets (e.g., building 
improvements, furniture, fixtures an d equipment) are reported as temporarily restricted. 
Covenant House reflects the expiration of the donor-im posed  restriction when long-lived 
assets have been placed in service, at which tim e tem porarily restricted  net assets are 
reclas sified to unrestricted  net assets and reported in the com bined statem ent of activities as 
net as sets releas ed from  restrictions. 

Property, Plant and Equipm ent 

Property, plant and equipm ent are recorded  at cost if purchas ed or, if donated, at fair value at 

the date of the gift, less accum ulated  dep reciation and am ortization. Dep reciation is com puted 
on the straight-line bas is over th e estim ated useful lives of the as sets which range from  3 to 33 
years. ]Leasehold improvem ents are am ortized  over the lesser of the term of the leas e or their 
estim ated useful lives. 

Covenan t House is th e lessee of certain equipm ent under capital leas es expiring in various 

years through  fiscal 2001. Generally, assets under capital leases are purchased  at the end of the 
leas e term . A m ortization of as sets under capital leas es is included  in depreciation and 

am ortization. 

Contributed Services and M erchandise 

Contributed services ar e recognized as  revenue if the services creale or enhan ce nonfinan cial 
as sets or req uire specialized  skill, are provided  by individuals possessing those skills an d 
typically need to be purchas ed  if not provided  by donation. Contributed  services are rec orded 
at the fair value of the services provided . Contributed  services and prom ises to contribute 
serviec s that do not m eet the above criteria are not recognized  as  revenues an d are not rep orted 
in the accom pan ying com bined finan cial statem ents. 

Contributions of clothi ng and m erchan dise are valued  at th eir estimated fair value at th e date 
of receipt and recoguized as  revenue when received  an d expensed  from inventory w hen used . 

10 



Covenant H ouse and A ffiliates 

Notes to Combined Financial Statements (continued) 

2. SummalT of Significant Accounting Policies (continued) 

Cash and Cash Equivalents 

For purposes of the com bined statem ents of cash flow s
, Covenant House considers highly 

liquid investm ents purchas ed w ith a m aturity of three m onths or less
, other than those held in 

the long-term investm ent portfolio, to be cash equivalents. 

Use of Estim ates 

Investm ents and Investm ent Incom e 

M arketable eq uity securities and debt obligations are carried  at quoted m arket value
. Incom e 

earned from investm ents, including realized an d unrealized gains and losses
, in all net asset 

classifications, except perm an ently restricted  net assets
, is rec orded  in th e net asset class 

owning the assets. Incom e eam ed from  perm an ently restricted  investm ents
, including realized  

and unrealized  gains an d losses, is recorded as unrestricted
, except where th e instructions of 

the donor spec ify otherwise. 

Investm ents which ar e undesignated an d are not tem porarily or perm an ently restricted  are 
classified  ,as short-term . All oth er investm ents are clas sified as  long-term

. 

The follow ing m ethods and as sum ptions were used by Covenant House in estim ating its fair 

value for financial instrum ents: 

Cash and cash equivalents: The carrying am ounts rep orted in the com bined statem ents of 
finan cial position for cas h and cas h eq uivalents approxim ate fair value

. 

Common stocks, mutual funds and debt securities: Fair values of common stocks
, m utual 

funds and debt securities ar e bas ed on quoted  m ar ket prices
. 



Covenant House and A ffi liates 

Notes to Combined Finan cial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) 

Real estate held for sale." Market values for real estate held for sale are not readily 
determ inable and ar e shown at historical cost if purchased or estim ated fair value at date of 
girl if donated. 

Beneficial interests in perpetual trusts: The fair value of beneficial interests in perpetual 
tm sts is approxim ated by Covenant House's share of the fair value of the assets held by the 

See Nole 7 for additional inform ation regar ding investm ents. 

Supplem ental D isclosure of C ash Flow Inform ation 

Contributions receivable at June 30, 1998 amoun ting to $1,612,123 related to contributions 
restricted for the acquisition of property and equipm ent. 

Sum m arized Financial Inform ation for Fiscal 1997 and Reclassifications 

The accom panying combined finan cial statements include certain prior year summ arized 
comparative inform ation in total but not by net asset class. Such inform ation does not include 
suffi cient detail to constitute a presentation in conform ity w ith generally accepted accounting 

principle,;. Accordingly, such information should be read in conjunction with Covenan t 
House's :financial statem ents for the year ended  June 30, 1997, from  which the sLtm m arized 
inform ation was  derived. 

Certain 1997 am oun ts have been reclassified  to conform  to th e current fiscal year presentation 

3. Com ponents of Program  and Supporting Services 

The Shelter and Crisis Care program provides crisis car e, shelter, food, clothing, coun seling 
an d legal advice to aban doned and runaw ay' youth s through Covenant House progrmns in 

North and Central A m erica. 

The Outreach program  is an effort to reach youth s who would otherwise not find their w ay to 
the shelters. Outreach van s 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. 

12 



Covenant House and A ffi liates 

Notes to Combined Financial Statements (continued) 

3. Components of Program and Supporting Services (continued) 

The M other~Child program  provides em ergency shelter, food, and counseling to hom eless 

m others under th e age of 21 and their children. 

Nmeline is Covenant H ouse's toll free num ber whi ch provides irmnediate counseling to run- 

away or potential ran away adolescents an d their fam ilies. 

M edical services include clinics m aintained by Covenant House affiliates to provide youths in 

the progrmns with needed m edical attention. 

The Comm unity Service Center progr am  provides com prehensive serv ices to youths who have 
left Covenan t House affi liates' crisis centers, and other youths in the com m unity who need 

support to m aintain them selves in stable living situations. 

The Public Education progr am inform s an d educates th e public on how to identify potential 
"runaway" and "thro waway" adolescents, the public and private resources available to help 
such adolescents before they leave hom e, an d th e public support serv ices available to these 

fam ilies to improve the hom e environm ent. 

Rights of Passage provides tran sitional home services for up to 18 months to youths, 
including :individual counseling and help with completing their education and finding jobs an d 
housing. 

M anagem ent and General serv ices include adm inistration, finan ce an d general support 
activities. Certain adm inistrative costs that relate to specific program s have been allocated to 

such program s. 

Fund-raising serv ices relate to th e activities of th e developm ent departm ent in raising general 

an d specitic contributions. 

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  an d fund-raising. Of the total joint costs of approxi- 
mately $3.5 million incurred in 1998, approximately $1.9 million was allocated to public 
education. 



Covenant House and Affi liates 

Notes to Combined Finan cial Statements (continued) 

5. Contributions Receivable 

At June 30, 1998 and 1997, contributions receivable, net of estim ated uncollectible anaounts, 
and discoun ted to present value, are due to be collected as follow s: 

One year 
On e to five years 
M ore than  five years 

$ 2,777,430 
1,571,830 
1,583,919 

$ 1,804,756 
425,900 

1,372,165 

$ 5,933,179 $ 3,602,821 

Included in contributions receivable at June 30, 1998 and 1997 is approxim ately $1,011,000 
an d $1,034,000, respectively, discounted to present value, relating to the fair value of rent-free 
use of a facility in Anchorage, Alaska contributed by an  unrelated third party. 

6. G rants and Contracts 

Gran ts receivable at June 30, 1998 an d 1997 of $1,564,061 an d $1,498,035, respectively, are 
expected  to be collected within one year . 

D uring fiscal 1998, Covenan t House an d its affi liates received funding under gran ts an d 
contracts from various federal, state, and local governm ent agencies. In acco rdance with the 

terms of certain government contracts, the records of certain affi liates are subject to audit for 
varying periods after the date of final paym ent of the contracts. The affi liates are liable for an y 
disallowed costs; how ever, the m anagem ents of the affi liates believe that the am ount of costs 
disallowed , if an y, would not be significan t. 

As of June 30, 1998, Covco an t House had been approved for a num ber of governm ent cost 
reim bursable grants in which conditions stipulated in the gran t agreem ents have not been m et. 
Accordingly, these gran ts are considered conditional pro m ises to give and are not included in 
the accompan ying com bined finan cial statem ents. 
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7. Investm ents 

Covenant House and A ffi liates 

Notes to Combined Financial Statements (continued) 

Investm ents at June 30, 1998 consist of the follow ing: 

Cash and cash equivalents 
Conunon stocks 
U .S. govern m ent securities 
Corporate debt securities 
M utual funds 
Beneficial interests in trusts held in 
perpetuity 

Other 

Real estale held for sale 

Short-term  Long-term  Total 

As of August 31, 1998, the fair value of the Covenant House's long-term  investm ents 
approximated $49.3 m illion. 

Investm ents at June 30, 1997 consist of the follow ing: 

Cash and cash eq uivalents 
Comm on stocks 
U .S. govem m ent securities 
Corporate debt securities 
M utual funds 
Beneficial interests in trusts in 
perpetuity 

Other 

Real estale held for sale 

Short-term  Long-term  Total 

15 



Covenant House an d A ffi liates 

Notes to Combined Financial Statements (continued) 

8. Property, Plant and Equipm ent 

Property,, plant an d equipm ent, net, consisted of the following at June 30: 

1998 1997 

Lan d 

Buildings 
Building im provem ents 
Equipment 
Equipm ent under capital leases 

Leaselhold im provem ents 
Construction in progress 

$22,429,930 
22,511,128 
19,977,780 
13,537,279 
2,672,996 

11,841,124 
232,590 

$22,016,354 
21,162,024 
18,604,335 
12,293,158 
2,634,596 
11,111,147 
1,407,208 

93,202,827 89,228,822 
Less accum ulated depreciation and am ortization 

(including accumulated amortization on equipment 
under capital leas es of $2,644,158 and $2,604,460 
at June 30, 1998 an d 1997, respectively) 35,593,298 32,507,752 

$ 57,609,529 $ 56,721,070 

Included in property held for sale on the accom pan ying com bined  statem ents of finan cial 
position is approxim ately $802,000 w hich represents the carrying value of property owned  by 
CW . Subsequent to June 30, 1998, this property was  sold. CIF recorded a gain of 
approximately $1.7 million on the sale. This gain will be recognized in fiscal 1999. 

In fiscal 1996, Covenan t House New Jersey ("CHNJ") was awarded  a grant of $1,000,000 
from the City of Atlan tic City (the "City") to be used for the construction of a new shelter 
facility. The gran t provides that if CHN J were to cease utilization of the facility in its progr am  
activities, CHN J would be obligated to the City for the am ount of the gr an t. 

In fiscal 1992, Covenant ttouse 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 Toro nto, Ontario. The gr an t provides, am ong other things, that in the cas e of 
disposition, th e net proceeds received from the sale of th e facility w ill be distributed to CH 
Toronto and O ntario in an  am ount proportionate to the funding provided by the parties for the 

establishment of the facility (56.1% to On tario an d 43.9% to CH Toronto). 
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Covenant H ouse and Affi liates 

Notes to Combined Financial Statements (continued) 

8. Property, Plant and Equipment (continued) 

Covenant House A laska entered into an agreem ent in June 1997 to pur chase a building for use 
as a Youlh Resource Center from  a not-for-profit agency. The purchas e was  scheduled for 
Septem ber 1997. Due to delayed funding from the United States Dep artm ent of Housing and 

Urban Development ("HUD") in December 1997, Covenan t House Alaska entered into an 
agreemenl: with another not-for-profit agency an d the National Bank of Alaska ("NBA") 
pursuan t to which the other not-for-profit agency obtained a loan  from NBA in the am oun t of 
$608,000 to pur chase the building on Covenan t }louse Alaska's behalf. Covenan t House 
Alas ka acted  as  a guarantor to the loan, and agr eed to pay the pur chas e price of the building 

($608,000) an d related seller's expenses to NBA on or before the earlier of one year from the 
date of the agreem ent or funding of the purchas e price by HUD . The HUD grant was  
authorized in June 1998 an d the purchas e price of the building an d the related  selling expenses 

were drawn down on July 20, 1998, at which tim e Covenant House Alaska purchased  the 
building from  the not-for-profit agency. Th e rem ainder of the HU D gran t is to be used for 
operations an d building im provem ents of the Youth Resour ce Center. Th e estim ated cost of 
building im provem ents and th e purchase of equipm ent and furnishings is approxim ately 
$690,000. This am oun t includes com m itm ents of $525,000 m ade by Covenan t House Alaska 
at June 30, 1998. Funding sources in fiscal year  1999 to cover these com m itm ents include a 
Com m unity D evelopm ent Block Grant for $227,765 an d the rem aining $392,000 of the $1.0 
m illion HUD gran t noted above. 

In M arch 1998, CHNJ entered into a contract to pur chas e a building to be used  for a new 
Crisis Center in New ark. Th e pur chas e price of the building is $675,000. A $65,000 security 
dep osit was m ade as  of June 30, 1998 an d is included in oth er as sets in the accom panying 
com bined statem ent of finan cial position. 

9. Line of Credit 

Covenant House has  an unsecur ed line of credit agr eem ent w ith Chas e M anhattan  Bank 

("Chase") to borrow up to an  aggregate amoun t of $1,000,000. Interest is payable at the Chase 
prim e rate. Th ere are no outstan ding borrowings at June 30, 1998 an d 1997. There were no 
borrowings trader this facility during fiscal 1998. 
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Covenant H ouse and A ffi liates 

Notes to Combined Financial Statements (continued) 

10. Split-interest A greem ents 

Covenant House is the beneficiary in a number of split-interest agreem ents w ith donors. 
Covenan t House m ay control donated assets and m ay share w ith the donor or th e donor's 
designee incom e generated from those as sets until such tim e as stated in the agreem ent 

(usually upon the death of the donor or the donor's designee) at which time the remaining 
as sets are generally unrestricted for Covenant House's use. Covenan t House also has 
beneficial interests in certain perpetual trusts administered by a third party (valued at 
approxim ately $624,000 at June 30, 1998 an d 1997, respectively, included  in long-term  
investments). 

Covenan t ttouse records the as sets arising from the agreem ents on its com bined statem ents of 
financial position (at fair value) if the assets are controlled  an d invested  by Covenan t House. 
Covenan t House records contribution incom e and a liability for am ounts payable to annuitan ts 

using an actuarial calculation at the time of the gift. Adjustments to the actuarial calculation 
for chan ges in as sum ptions are m ade annually. The discoun t rates used  in the calculation at 
June 30, 1998 and 1997 ran ged from  6.0%  to 8.9% . 

At June 30, 1998 and 1997, approximately $3.5 million an d $2.6 million, respectively, of 
long-term assets an d $2.0 m illion an d $1.5 million, respectively, of annuities payable in the 
accom panying com bined  finan cial statem ents related  to such agreem ents. State m andated 
insuran ce reserves related to these agreem ents are m aintained at the required level. 

In other situations w here as sets are controlled an d invested by an  independent third party, 
Covenan t House records a receivable and contribution incom e for its shar e of the as sets bas ed 
on the present value of th e estim ated future distributions expected to be received by Covenant 
House over the expected term  of the agr eem ent. At June 30, 1998 an d 1997, long-term  
receivables relating to such agreem ents were approxim ately $754,000 an d $507,000, 
respec tively. 

11. Foreign C urrency Translation 

The m anagem ent of Covenan t House has  determ ined th at th e functional currency of certain of 
its foreign affi liates is th e Uni ted  States dollar an d for th e rem aining foreign affi liates the 
functional currency is the local currency. Accordingly, for those affi liates that use United 
States dollars as  the functional currency, m onetary assets an d liabilities are tran slated using the 

current exchan ge rate in effec t at the com bined statem ent of finan cial position date, while 
nomnonetary  as sets an d liabilities are tran slated at historical rates. Operations are generally 
tran slated at th e w eighted average exchange rate in effect during the fiscal period. The 
resulting fi3reign  exchan ge gains and losses are recorded in th e com bined statem ent of 
activities. 
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Covenant H ouse and A ffi liates 

Notes to Combined Financial Statements (continued) 

11. Foreign Currency Translation (continued) 

For the affi liates w hose functional currency has been determ ined to be the local currency, 
assets and liabilities are translated using the exchange rates in effect at the combined statement 
of financial position date. Operations are translated bas ed on a w eighted average exchange rate 
for th e fiscal period. The resulting translation gains and losses ar e reported as  a com ponent of 
the applicable net as set clas sification. A t Jan e 30, 1998 and 1997, accum ulated tran slation 

losses were approximately $1.7 million an d $1.2 m illion, respectively. 

At June 30, 1998 an d 1997, appro xim ately 12%  of Covenan t House's as sets ar e held by 
foreign affiliates. 

12. Tem porarily Restricted Net Assets 

Tem porarily restricted  net as sets are available for the following purpose an d tim e restrictions 

1998 1997 

Purp ose restrictions: 
Pu:rchas e and renovation of the Crisis Center 
Covenant House California program  restrictions 
Donation Kinderhilfe Alem ania 
Oth er donor-im posed purpose restrictions 

Tim e restrictions: 
Donated use of facility 
Split-.interest agreem ents 
Other tim e restrictions 

13. Perm anently Restricted Net Assets 

$ 2,010,946 
64,500 

558,957 

1,010,823 
2,214,817 
924,695 

193,500 
129,458 
401,841 

1,034,414 

1,505,101 
351,209 

$ 6,775,738 $3,615,523 

Perm an ently restricted net as sets are restricted to investm ent in perpetuity. The ineom e is not 
design aU~ for specific progr am s m~d is expendable for unrestricted purposes. 
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Covenant H ouse and A ffi liates 

Notes to Combined Financial Statements (continued) 

14. Reclassification of Net Assets 

Net assets were released from donor restrictions during fiscal 1998 by incurring expenses 
satisfying purpose; restrictions or tim e elapsing as  specified by donors as follow s: 

Purpose restrictions satisfied: 
Covenant House Californ ia program  restrictions 
Donation Kinderhilfe Alem ania 
Other donor-im posed purp ose restrictions 

Tim e restrictions elapsed: 
Donated use of facility 
Split-interest agr eem ents 
Other tim e restrictions 

15. Faith Com m unity 

$ 193,500 
129,458 
248,539 

23,591 
111,062 
121,431 

$ 827,581 

Contributed services were provided by Covenant House Faith Community ("Community") 
m embers. Com m unity m em bers are full-tim e volunteers who com m it them selves to a year of 
service to runaway and hom eless youth. Room an d board, $15 stipend per week, health 
insurance an d reim bursem ent for other personal expenses are provided to Com m uni ty 
m embers. The expenses as sociated with Comm unity m embers were approxim ately $693,000 
for the year ended June 30, 1998 an d ar e reported in the accom pan ying com bined finan cial 
statem ents. Th e value of contributed serv ices perform ed by Comm unity m em bers w as  
approxim ately $632,000 an d was  not recognized in the accom panying com bined  finan cial 
statem ents. 

16. Pension Plan 

Covenant House has a defined benefit pension plan (the "Plan ") covering substantially all of 
its em ployees and the em ployees of certain dom estic affi liates. Benefits are generally based  on 
years of service and average salary, as defined under the Plan . Covenant House's policy is to 
contribute the am ount recom m ended by its actuary. The assets of the Plan consist prim arily of 
m utual t"os~ds that ar e invested  in equities an d debt obligations. 



Covenant H ouse and A ffi liates 

Notes to Combined Financial Statements (continued) 

16. Pension Plan (continued) 

Total pension expense for the Plan  for fiscal year 1998 included the following 

Service cost-- -benefits earned during the year 

Interest cost on projected benefit obligation 
Actual return on plan assets 
N et am ortization and deferral 
Total pension cost 

$ 986,332 
781,653 

(1,545,819) 
556,929 

$ 779,095 

The actuarially com lm ted benefit obligations and trusteed net as sets, at fair value, of the Plan 

are presented below : 

Accum ulated benefit obligation, including vested benefits 
of $7,337,208 an d $6,487,653 at June 30, 1998 an d 
1997, respectively 

Projected benefit obligation for service rendered to date 
Plan assets at fair value 

Plan asset,; in excess ofprojected  benefit obligation 
Unrecognized prior serv ice cost being am ortized over 
15 years 

Unrecognized net loss from pas t experience different 
from that as sum ed 

Unrecognized net asset being recognized over 15 years 
Prepaid pension expense 

1998 1997 

$ 1,032,956 $ 503,241 

Th e weighted  average discount rate an d rate of increas e in future com pensation levels used 

in determining the actuarial present value of the projected benefit obligation at June 30, 1998 
and 1997 were 7.25%  an d 5% , respectively. The expected long-term rate of return on assets 
was 8%  for1998. 

In addition to the above, one of the dom estic affi liates m aintains a defined contribution plan  
for substan tially all of its em ployees. The affi liate contributes 4%  of eligible employees' 
com pensation plus a m atching contribution equal to 50% of the em ployees' contribution. "Ihe 
expense relatexl to the defined  contribution plan  was approximately $68,000 during the year 
ended Jun e 30, 1998. 
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Covenant House and A ffi liates 

Notes to Combined Finmacial Statements (continued) 

16. Pension Plan (continued) 

Covenant H ouse also m aintains a tax deferred annuity plan  for its employees. Covenan t 
House does not contribute to the plan; contributions are m ade only by the participants. 

17. Tax-Exem pt Status 

Covenant }louse and its U.S. affi liates are qualified as tax -exem pt organ izations described in 

Section 501 (c)(3) of the lntemal Revenue Code (the "Code") and, accordingly, are not subject 
to fed eral income tax es under Section 501(a) of the Code. Covenan t House an d its U.S. 
affiliates,, as not-for-profit organizations, are exem pt from  state an d local incom e taxes an d 

have been classified as publicly-supported charitable organizations under Section 509(a)(1 ) of 
the Code and qualify for the m axim um  charitable contribution deduction for donors. 

18. Com m itm ent~ 

Covenan t H ouse is party to a num ber of operating leas es that expire at various dates through 
the year 2001. Aggregate future m inim tun lease paym ents under operating leas es that have 
rem aining term s in excess of one year as of June 30, 1998 are approxim ately as  follows: 

19. Contingencies 

Yearending June 30 
1999 
2000 
2001 
2002 

$ 570,000 
215,000 
184,000 
66,000 

$ 1,035,000 

Covenan t H ouse and certain of its affi liates ar e contingently liable under various claim s an d 
lawsuits, m any of which are covered in w hole or in part by insurance, in m anagem ents' 
opinions, none of these claim s an d law suits w ill have a m aterial adverse effect on ~.hc 
com bined  finan cial position or changes in the com bined net as sets of Covenan t House. 



Covenant House and A ffi liates 

Notes to Combined Finan cial Statements (continued) 

20. Impact of Year 2000 (Unaudited) 

D uring the past year , Covenant House review ed all of its com puter program s and delerm ined 

that some were not "Year 2000 (Y2K) Compliant," i.e., they had been written using two digits 
rather than four to define the applicable year. As a result, those progr am s having tim e- 
sensitive calculations could not differentiate the year 2000, designated as  "00," from the year 
1900. Left unchan ged, this situation could have resulted in m iscalculations or other system 

m alfunctions. 

Subsequently, Covenant House m ade the necessary chan ges to its softw are. The cost 
associated w ith these chan ges was  not m aterial. Covenan t House believes it is "Y2K 

Com plian t'" and is presently in the process of testing its updated program s. 
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Covenant House and A ffi liates 

Schedule of State of N ew Jersey A ssistan ce 

Year ended June 30, 1998 

Aw ard 

Recipient New Jersey G rantor/Program Title 
NJ Grant 
Num ber 

1998 
Expenditures 

Covenant House New Jersey State of New Jersey Departm ent of Health 
and Senior Services, Division of Alcohol, 
Drug Abuse, and Addiction Serv ices--  
Prim ary Prevention of Alcoholism  an d 
Drug Abuse: 97-669-ADA-00 
Salaries 
Fringe benefits 

Covenant House New Jersey State of New Jersey Departm ent of Health 
and Senior Serv ices passed through City of 
Atlantic City-- Atlan tic City Partltership 
for th e Prevention of HIV/AID S: 980746-AID S-00 
Salaries 
Fringe benefits 
OTPS-Pr ogram expenses 
Office expens e 

Covenant Hons e New Jersey State of New Jersey Dep artm ent of Human 
Serv ices, Division of Youfll and Fam ily 
Serv ices: CYA285 
Salaries 
Fringe benefits 
OTPS-Pr ogram expenses 

Total State of New Jersey Assistance 

$ 19,327 
2,822 
22,149 

30,280 
8,478 
5,987 
233 

44,978 

24,423 
6,839 
5,000 
36,262 

$103,389 



A udit R eports and Schedules R elated to 

O ffi ce of M anagem ent and B udget 
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ERNST': YOUNG LLP ~ 787 Seventh Avenue 
New York, New York 10019 

Report of Independent Auditors on Com plian ce and 
on Intern al Control Over Financial Reporting Based 
on an Audit of the Financial Statem ents in Accordance 

with Government Auditing Standards 

The Board of Directors 
Covenan l H ouse 

W e have: audited the combined financial statem ents of Covenant House an d Affi liates 
(the "Organization") as of and for the year ended June 30, 1998, and have issued our report 
thereon, which expressed reliance on other auditors, dated Septem ber 28, 1998. W e conducted 
our audit in accordan ce with generally accepted  auditing standards an d the stan dards 
applicable to financial audits contained in Govern ment Auditing Standards, issued by the 
Com ptrollcr General of the United States. 

C om pliance 

A s part of obtaining reasonable as suran ce about whether the Organization's finan cial 
statem ents ar e free of m aterial m isstatem ent, w e perform ed tests of its com pliance w ith certain 
provisions of law s, regulations, contracts an d gran ts, noncom plian ce w ith w hich could have a 
direct and m aterial effect on the determ ination of finan cial statem ent am ounts. However, 

providing; an opinion on complian ce with those provisions was not an  objective of our audit 
and, accordingly, w e do not express such an  opinion. The results of our  tests disclosed no 
instan ces of noncom pliance that ar e required to be rep orted under Government Auditing 
Standards. 

Internal C ontrol O ver Financial Reporting 

In plmm ing an d perform ing our audit, we considered th e Or ganization's intern al control over 
finan cial :rep orting in order to determ ine our  auditing procedur es for the purpose of expressing 
our opinion on the com bined financial statem ents an d not to provide as suran ce on the internal 
control over financial reporting. Our  consideration of the intern al control over finan cial 
reporting w ould not necessarily disclose all m atters in th e internal control over finan cial 
reporting that m ight be m aterial weaknesses. A m aterial w eak ness is a condition in which the 
design or operation of one or m ore of th e intern al control com ponents does not reduce to a 
relatively low level the risk that m isstatem ents in am ounts th at would be m aterial in relation to 
th e com bined financial statem ents being audited  m ay occur  and not be detected within a 
tim ely period by em ployees in the norm al course of perform ing their assigned functions. W e 



noted no m atters involving the internal control over financial reporting an d its operation that 
w e consider to be m aterial w eaknesses. H ow ever, w e noted other m atters involving the 
intern al control over finan cial reporting, w hich we have reported to m anagem ent of the 
Organ ization in separate letters as indicated in th e accom pan ying schedule of letters to 

m mlagem ent. 

This rep ort is intended solely for the inform ation and use of the Organization's audit 
comm ittee,, m anagem ent, federal awarding agencies, pass-through gran tors an d the State of 
N ew Jersey an d is not intended to be and should not be used by an yone other than  these 
specified parties. 

September 28, 1998 



-
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_ 1~  ERNST& YO UNG LLP ~ 787 Seventh Av(,lltio 

New Y~>rk, New York 11J(I 19 

Report of Independent Auditors on Com pliance with 

Requirements Applicable to each M ajor Program and on Intern al Control 
O ver Com pliance in A ccordance w ith OM B Circular A -133 

The Board of D irectors 
Covenant H ouse 

C om pliance 

W e have audited the complian ce of Covenan t House an d Affi liates (the "Organization") with 
the types of com plian ce requirem ents described in the U .S. O ffi ce of M anagem ent and Budget 

(OM B) Circular A-133, Compliance Supplement, that are applicable to its major federal 
program for the year ended June 30, 1998. The Organization's major federal progranl is 
identified in the sum m ary of auditor's results section of the accom pan ying schedule of 
findings ~m d questioned costs. Com plian ce w ith the requirem ents of laws, regulations, 

contracts and grants applicable to the major federal program is the responsibility of the 
Organ ization's m anagem ent. Our responsibility is to express an  opinion on the Or gan ization's 
com plian ce based on our audit. 

W e conducted ottr audit of com plian ce in accordan ce w ith generally accepted auditing 
standards; the standards applicable to finan cial audits contained in Government Auditing 
Standards, issued  by the Com ptroller General of the United States; an d OM B Circular A-133, 

Audits of States, Local Governments and Non-Profit Organizations. Th ose standards and 
OM B Circular A -133 require that we plan  and perform  the audit to obtain reasonable 
as suran ce about whether noncomplian ce with the types of com plian ce requirem ents referred to 

above that could have a direct and material effect on a major fed eral program occurred. An 
audit includes exam ining, on a test bas is, evidence about the Organ ization's com plian ce with 
those requirem ents and perform ing such other procedur es as  w e considered necessary in the 
circum stances. W e believe that our audit provides a reas onable basis for our opinion. Our 
audit does not provide a legal determ ination on th e Or gan ization's com plian ce with those 
req uirem ents. 

In our opinion, the Organ ization com plied, in all m aterial respects, with the requirem ents 

referred to above that are applicable to its major federal program for the year ended June 30, 
1998. 
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Internal C ontrol O ver C om pliance 

The m anagem ent of the Organization is responsible for establishing and m aintaining effective 
intern al control over com pliance w ith requirem ents of law s, regulations, contracts an d w ants 
applicable, to federal program s. In plarming an d perform ing our audit, we considered the 
Organ ization's intern al control over com pliance with requirem ents that could have a direct 

and material effect on a major federal program  in order to determ ine our auditing procedures 
for the puq~ose of expressing an opinion on com plian ce and to test and report on intern al 
control over com pliance in accordance w ith OM B Circular A -133. 

O ur consideration of the internal control over com pliance would not necessarily disclose all 
m atters in the internal control that m ight be m aterial weaknesses. A m aterial weakness is a 
condition in w hich the design or operation of one or m ore of the intern al control com ponents 
does not reduce to a relatively low level the risk that noncom plian ce w ith applicable 
requirem ents of laws, regu lations, contracts an d gr an ts that would be m aterial in relation to a 

major federal program being audited may occur an d not be detected within a timely period by 
em ployees in the nom aal course of performing their assigned functions. W e noted no m atters 
involving the intern al control over com pliance and its operation that we consider to be 
m aterial w eaknesses. 

This reporl is intended solely for the infom mtion an d use of the Organization's audit 
com m ittee, m an agem ent, federal aw arding agencies, pass-through gran tors and the State of 
N ew Jersey and is not intended to be an d should not be used by anyone other than these 
specified parties. 

Septem ber 28, 1998 



Covenant H ouse and Affi liates 

Schedule of Findings and Questioned Costs 

Year ended June 30, 1998 

Part l-- Sum m ary of Auditor's Results Section 

Financial Statem ent Section 
Type of auditor's report issued 
lntem al control over financial reporting: 

M aterial wcakness(es) identified? 
Rep ortable condition(s) identified not considered to be 
m aterial weakm esses? 

Noneom pli~mce m aterial to financial statem ents noted? 

Federal A w ards Section 
Dollar threshold used to detem fine Typ e A progrmns 
Auditee qualified as low-risk auditee? 

Typ e of auditor's rep ort on compliance for major programs 
Intern al control over com pliance: 

M aterial weakness(es) identified? 
W ere reportable condition(s) identified that are not considered  to be 
material weakness(es)? 

Any audit findings disclosed that are required to be rep orted in 

accordmace with Circular A- 133 (Section 510(a))? 
Identification of major programs: 

Unqualified 

N o 

N o 
N o 

$300,000 
Y es 
Unqualified 

N o 

No 

N o 

CFDA Num ber(s) or 
Contract N um ber N am e of Federal Program  or C luster 

U .S. Dep artm ent of Housing an d U rban  Developm ent: 
14.235 Supportive Housing Program 



Covenant H ouse an d Affi liates 

Schedule of Findings and Questioned Costs (continued) 

Year ended June 30, 1998 

Part ll-- Sehedule of Financial Statem ent Findings 

N one. 

Part HI-- Schedule of Federal Award Findings and Questioned Costs 

None. 



Covenant ltouse Entity 

Covenant H ouse and A ffi liates 

Schedule & Letters to M anagem ent 

Year ended June 30, 1998 

D ate Letter Issued 

Covenant House (Parent Entity) 

Under 21 

Covenan t House A laska 

Covenant House Californ ia 

Covenant ltouse Florida 

Covenant H ouse N ew Jersey 

Covenan t House N ew Orleans 

Covenant H ouse Texas  

Septem ber 11, 1998 

August 14, 1998 

Augu st 27, 1998 

August 28, 1998 

July 31, 1998 

A ugust 14, 1998 

August 21, 1998 

August21,1998 
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-~  ERNST I~, YOUNG Ll I" 

The Board of D irectors 
Covenant H ouse New Orleans 

~ 4200 O ne Shell SqtJalt 
701 Ik>y(hd~ Stl('('l 
New ()deans 
I ouisiarla 70139 9869 

In planning and perform ing our audit of the financial statements of Covenant House New 
Orleans for the year ended June 30, 1998, we considered its interual control to determine 
our auditing procedures for the purpose of expressing our opinion on the financial 
statements and not to provide assurance on the internal control. Our consideralin n of the 
internal control would not necessarily disclose all m atters in the internal control that m ight 
bca m aterial weakness under standards established by the American Institute of Certified 
Public Accountants. A m aterial weak ness ks a condition in w hich the design or operation 
of one or m ore of the specific internal control components does not reduce to a relatively 
low level the risk that errors or fraud in am ounts that w ould be m aterial in relation to the 
financial statem ents being audited m ay occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions. However, we 
noted rto m atters involving internal control and its operations that we consider to be 
m aterial weaknesses, as defined above. 

W e have the follow ing com m ents on other m atters 

Payroll 

It was noted that certain pay rate changes were not processed on their effective dates. W e 
undersland th e delay in processing was due to securing the board of directors' approval 

fro the rate changes. This delay caused retroactive adjustments to be made in personnel 
salaries. W e recom mend that all approvals for pay rate changes be obtained prior to the 

effective date of the change to prevent the need for retroactive adjustments. 

It was also noted thai an em ployee changed positions within Covenant H ouse New 
Orleans and his pay rate w as decreased. The rate change w as processed after tile effective 

dale. This delay caused retroactive adjustments to be made. W e are aware that a plan is in 
place to combine the payroll and hum an resources databases so that in the future there will 
be no delay in the processing of pay rate changes. 



This report is intended solely for the information and use of the board of directors. W e 
w ould be pleased te discuss the above m atters or respond to any questions, at your 

convenience. 

Augnst 21, 1998 
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The Board of D irectors 
Covenant H ouse N ew  O rleans 

Response to item s cited in Ernst & Young's letter dated August 21, 1998 follow s 

Payroll 

Although the occurrence of retroactive adjustments was an isolated one, 
m anagem ent agrees w ith the recom m endation. Procedures have since been 

im plemented which m inimizes such adjustm ents and allows for approvals prior 
to the effective date. In addition, as indicated, the process of consolidating both 
payroll and hum an resource databases is close to com pletion. 

O ctober 8, 1998 
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W e have audited, in accordance with generally accepted auditing standards, the financial 
statements of Covenant ttouse New Orleans for the year ended June 30, 1998, and have 
issued our repor! thereon dated August 21, 1998. 

Statement on Auditing Standards No. 61, Comm unication W ith Audit Comm ittees, 
requires the independent auditor to com municate to the board of directors certain 
inform ation regarding the scope and results of the audit to assist the com mittee in 
overseeing the financial reporting and disclosure process for w hich m anagement is 
responsible. This letter summ arizes the reporting requirem ents of this statement for our 
1998 audit. 

Anditors' Responsibility Under G enerally A ccepted A uditing Standards 

Our audit, conducted in accordance with generally accepted auditing standards, is 
designed to provide reasonable, rather than absolute, assurance that the Covenant tlouse 
New Orleans financial statements are flee of m aterial misstatem ent. These financial 
statem enls are the responsibilily of managem ent and it is our responsibility to express an 
opinion on these financial statem ents based on our audit results. 

O ur re sponsibility as your auditors is to plan and perform the audit to obtain reasonable 
assurance about whether the financial statements arc free of m aterial misstatement. As 
such, ore  audit of the Covenant House New Orleans financial statem ents is not designed 
to detem ~inc Covenant House New Orleans readiness for the Year 2(100. Further, w e have 
no responsibility with regard to Covenant House New Orleans efforts to m ake its systems

, 

or any other system s, such as those of vendors, service providers, oi any other third 
parties Year 20(10 ready, or to provide assurance on whether Covenant House New 
Orleans has addressed or will be able to address all affected system s on a tim ely basis. 

Signilicant A ccounting Policies 

The accounting principles followed by Covenant House New Orleans and the methods of 
applying these principles conform , in all m aterial respects, with generally accepted 
accounting principles generally used by voluntary health and welfare organizations. The 
annual audited financial statements include a summ ary of these significant accounting 
policies. 



O lher M atters 

Statement oil Auditing Standards No. 61 also requires comm unications to th e board of 
directors in the following areas: 

~ Sensitive accounting estim ates 

~ Significant audit adjustments 

~ The adoption of, or a change in, an accounting principle 

~ O ther inform ation in docum ents containing audited financial statem ents 

~ Disagreem ents with m anagem ent. 

~ Consultations w ith other accountants 

M ajor issues discussed with management prior to retention 

~ Difficulties encountered in dealing with m anagem ent when perform ing ttle audit 

~ M ethods of accounting for significant unusual transactions and for controversial or 
em erging areas. 

D uring the course of our audit, we did not encounter any circum stances and we arc 
unaware of any item s in any of these areas which require discussion w ith the board of 
dircctols. 

This report is intended solely for the inform ation and use of the board of directors 

Scptem t)er 4, 1998 


