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J[ndeoendent Audltors Report onF mancra]l Statements
and Supplementarv Schedules -

To the Board of Trustees of . S
Homeless Sohttlons, Inc. and SubSIdlartes -
Momstown NJ o :

We have audited the accompanymg consolldated statement of fmancra]l posmon of Homeless
Solutions, Inc. and Subsidiaries (a nonprofnt corporation) (the “Organization”) as of December
31, 2010; and the related consolidated statement of activities, consolidated statement of functional
- expenses and consolldated statement of cash flows for the year then ended. These financial
statements are the respon51b1hty of the Organization’s management. Our responsubrhty is to

- express an opinion on these financial statements based on our audit. The prior year summarized

.~ comparative, information has been. derlved from the Organizations 2009 financial statements and,
_in our. report dated March 22, 2010 we expressed an unqualified opmlon on those financial
statements -

_ We conducted our audit in accordance with auditing standards generally accepted in the United -
- States .of America, and the standards_applicable to financial audits contained in Government
'Audmng Standards,: 1ssued by the Comptroller General of the United States; Office of
- Management and Budget (OMB) Circular A-133, Audits of States, Local Governments and

Nonprofit Orgamzattons Those standards and ‘OMB Circular A-133 require that we plan and
- perform: the audit to obtain reasonable assurance about whether the financial statements are free
- of materral 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 the significant estimates made - by management, as well as
evaluating the overall fmancral statement: presentatlon ‘We believe that our audit provides a
reasonable basis for our. opmron

][n our oprmon ‘the consohdated flnanc1a]l statements referred to above present fairly, in all

material respects, the financial  position. of Homeless Solutions, Inc. and Subsidiaries, as of
- December - 31, 2010, and the changes in its consolidated statement of net assets and its

consolidated statement of cash flows for the year then ended, in conformrty w1th accountlng

. prlncnples general]ly accepted 1n the Umted States of Amerrca

V][n accordance with’ Govemment Audmng Standards, we have also issued a report dated April 5,

2011, on' our con51derat10n of Organization’s internal control over financial reporting and our . ‘

“tests -of - its comphance ~with certain’ provisions' of laws, regulatrons contracts and grant
, ,agreements and other matters. The. purpose of that report is to describe the scope of our testing of
- ‘internal control over financial reporting and compliance and the results of that testing, and not to
provrde an opinion on the internal control over financial reporting or on compliance. That report
- is'an mtegral part of an: audlt performed in accordance with Govemment Audztmg Standards, and
shouﬂd be con51dered in assessmg the results of 0 our audtt :




To the Board of Trustees of ‘
Homeless Solutions, Inc. and Subsidiaries
Page 2

Our audit was performed for the purpose of forming an opinion on the basic consolidated
financial statements of Homeless Solutions, Inc. and Subsidiaries, taken as a whole. The
accompanying schedules of expenditures of federal and state awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget (OMB) Circular A-
133, Audits of States, Local Governments and Nonprofit Organizations, and is not a required part
of the basic financial statements. Such schedules have been subjected to the auditing procedures
applied in the audit of the basic consolidated financial statements and, in our opinion, are fairly
stated, in all material respects, in relation to the basic consolidated financial statements taken as a
whole.

April 5, 2011 /\] . .
Mt. Arlington, New Jersey patrpeeas. (CP




HOMELESS SOLUTIONS. INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
DECEMBER 31, 2010 AND 2009

ASSETS
2010 2009
Current assets:
Cash and cash equivalents $ 1,477,044 $ 2,009,328
Restricted cash and cash equivalents 701,329 626,099
Investments 2.200.516 2,107,575
Due from 38-42 Abbett Avenue, LP 10,816 10,816
Grants and fees receivable 228,259 141.325
Unconditional promises to give, net 148,732 299.406
Prepaid expenses and other assets 67.764 53,621
Total current assets 4,834,460 5,248,170
Property and equipment, less accumulated depreciation and
amortization of $1,367.904 in 2010 and $1,249,768 in 2009 5,211.899 3.664,127
Other assets:
Investment in partnerships 478,987 536.645
Due from Morris Shelter Urban Renewal, LP 445,836 152.539
Due from 38-42 Abbett Avenue, LP 1,734,052 1.772.816
Security deposit 33,407 30,176
Loan costs, net accumulated amortization 53.771 34,832
Unconditional promises to give, net 836.752 200,167
Total other assets 2,832,805 2,727,175
Total assets $ 12,879,164 $ 11,639,472
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable and accrued expenses $ 112,294 $ 249,143
Accrued wages and vacation 34,449 90.978
Accrued pension contribution 42,669 41,912
Accrued interest expense 49.429 14,912
Deferred revenue 44,566 201,434
Deferred gain on sale ) 4,036 4,036
Security deposits 20,797 18.459
Current portion of deferred support 32,661 34,517
Current portion of long-term debt 727.822 364,008
Total current liabilities 1,068,723 1,019.399
Long-term liabilities:
Deferred gain on sale 103,258 107.294
Deferred support 216,903 249,564
Long-term debt 1,987,263 838,103
Total long-term liabilities 2,307,424 1,194,961
Total liabilities 3.376,147 2,214,360
Net assets:
Unrestricted:
Undesignated 3,979,657 4,739,499
Board-designated 132,662 235,618
Net capital assets 5,211,899 3,664,127
Total unrestricted net assets 9,324,218 8,639,244
Temporarily restricted 168,938 776,007
Permanently restricted 9,861 9,861
Total net assets 9,503,017 9,425,112
Total liabilities and net assets 3 12,879,164 $ 11,639.472

SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS.



Revenue, gains and other support:
Government grants
Contributions
Donated facility
Fundraising
Rental income
Management fees
Investment income
Donated professional services
Development fees
Gain on sale of fixed assets
Other
Net assets released from restrictions:
Satisfaction of use restrictions, net
Total revenue, gains and other support

Expenses:
Program services
Supporting services:
General and administrative
Development
Total supporting services
Total expenses

Change in net assets

Net assets, beginning of year
Transfer of net assets

Net assets, end of year

HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2010
(WITH COMPARATIVE TOTALS FOR 2009)

Unrestricted Temporarily Permanently Total Total
Operating Capital Restricted Restricted 2010 2009
$ 12473849 $ 1247849  $ 1351257
1,097,390 $ 89,520 1.186.910 1.363.851
201.307 201,307 270,292
198,033 198,033 200,571
253,711 253711 236.150
9.264 9.264 8,900
130,995 130,995 183,655
71150 71,150 95,046
180.271 180.271 24.585
4.036 4,036 4,036
23,382 23,382 12,136
696.589 (696.589)
4,113,977 (607,069) 3,506,908 3,750,479
2,580,200 § 106.020 2.686.220 2,620,951
401,984 19.823 421.807 529,303
315410 5.566 320,976 314,500
717.394 25,389 742,783 843,803
3.297.594 131.409 3,429,003 3,464,754
816,383 (131.,409) (607.069) 77.905 285,725
4.975.117 3,604,127 776,007 % 9,861 9425112 9,139,387
(1.679.181) 1,679,181
$ 4112319  $ 5211899 § 168.938  § 9.861 $ 9503017 $§ 9425112

SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2010 AND 2009

2010 2009
Cash tlows from operating activities:
Change in net assets $ 77,905 3 285.725
Adjustments to reconcile increase in net assets to net cash provided
by (used in) operating activities:
Depreciation and amortization 120,630 113,689
Impairment of property 10,779 20,084
Imputed interest (34,517) (14,912)
Net realized and unrealized gain on investments (107,274) (108,133)
Gain on sale of fixed assets 4,036) (4,036)
Changes in operating assets and liabilities
Grants and fees receivable (86,934) 7,841
Unconditional promises to give 264,089 35.624
Prepaid expenses and other assets (14,143) (4,427)
Due from partnerships (254,533) 382,166
Accounts payable and accrued expenses (136,849) (241,025)
Accrued wages and vacation (56,529) 71,123
Accrued pension contribution 757 41912
Accrued interest expense 34,517 14912
Deferred revenue (156,868) (13,837)
Deferred gain on sale (4,036) (4,036)
Security deposits 2,338 (15,492)
Net cash provided by (used in) operating activities (344,704) 567,178
Cash flows from investing activities:
Purchases of property and equipment (1,678,908) (746,652)
Purchases of investments (1,047,448) (1,628,176)
Proceeds from sale of investments 1,064,803 1,210,503
Cash additions to restricted cash (75.230) (226,099)
Investment in partnerships 57.658 105
Net cash used in investing activities (1,679,125) (1,390,319)
Cash flows from financing activities:
Proceeds from issuance of long-term debt 1,512,975 1,501,104
Principal repayment of long-term debt - (1,109,118)
Loan cost (21,430) (36,034)
Net cash provided by financing activities 1,491.545 355,952
Net decrease in cash and cash equivalents (532,284) (467,189)
Cash and cash equivalents, beginning of year 2.009,328 2,476,517
Cash and cash equivalents, end of year $ 1.477,044 3 2,009,328
Supplementary information:
Cash paid during the year for interest $ 2,523 $ 19,142
Supplemental disclosures of noncash activity:
Unrealized gain on investments $ 90,899 $ 440518

SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS



Note |-

Note 2-

HOMELESS SOLUTIONS: INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009

Nature of Operations

Homeless Solutions, Inc. and Subsidiaries (the “Organization”) provides emergency
shelters for single men and women, families and a safe haven for mentally ill persons in
Morristown, New Jersey. These shelters offer meals, case management, life skills
training, access to childcare, educational programs and job searches that lead to
independent living. The Transitional Housing Program provides apartments with case
management, life skills and resident programs. The Hospitality Link Program manages a
drop-in service for community members and links them to housing, employment and
health resources. The Headquarters Development Division of Homeless Solutions, Inc.
develops and manages supportive housing for low-income families such as the 12 unit
38-42 Abbett Avenue project which was completed and occupied during 2008.
Headquarters Development is committed to delivering the highest quality affordable
rental housing through new construction, renovation, adaptive re-use and mixed use
buildings. ‘

The Organization has eight additional wholly owned subsidiaries:

1 Jean Street Building Associates Urban Renewal, LL.C
133 Landing Road, Inc.

16 Morton Street, LLC

29 Abbett, LLC

34 Abbett, LLC

31 Drakestown Road, LL.C

81 MLK, LLC

37 Harrison, LLC

o 0 0O 0 0 o o o

The consolidated financial statements include the accounts of the Organization and its

- wholly owned subsidiaries. All significant intercompany accounts and transactions have

been eliminated in consolidation.

Summary of Significant Accounting Policies

A summary of the significant accounting policies followed by the Organization in the
preparation of the accompanying financial statements is set forth below.

Basis of Accounting

The financial statements are prepared on the accrual basis of accounting and conform to
accounting principles generally accepted in the United States of America.

Basis of Presentation

The Organization prepares its financial statements in accordance with Accounting for
Contributions Received and Made, and, Financial Statements of Not-for-Profit
Organizations. Accounting for Contributions Received and Made requires that
unconditional promises to give be recorded as receivables and revenue and requires the
Organization to distinguish between contributions received for each net asset category in
accordance with donor imposed restrictions. '



Note 2-

HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009
(CONTINUED)

Summary of Significant Accounting Policies (Cont’d)

Basis of Presentation (Cont’d)

Financial Statements of Not-for-Profit Organizations establishes standards for external
financial reporting by not-for-profit organizations and requires that resources be
classified for accounting and reporting purposes into three net asset categories according
to externally (donor) imposed restrictions: unrestricted net assets, temporarily restricted
net assets, and permanently restricted net assets. Accordingly, net assets of the
Organization and changes therein are classified and reported as follows:

Unrestricted net assets are resources representing the portion of expendable funds
available for support of the Organization’s programs and general operations. These
resources are not subject to donor-imposed restrictions.

Temporarily restricted net assets are net assets subject to donor-imposed stipulations that
may or will be met, either by actions of the Organization and/or the passage of time.
When a restriction expires, temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the statement of activities as net assets released from
restrictions. :

~ Permanently restricted net assets are net assets subject to donor-imposed stipulations to

be maintained permanently by the Organization. Generally, the donors of these assets
permit the Organization to use all or part of the income earned on any related investments
for general or specific purposes.

Revenue and Support Recognition

Contributions are recognized as revenue and receivables when they are received or
unconditionally pledged. Unconditional promises to give due in the next year are
recorded at their net realizable value. Unconditional promises to give due in subsequent
years are reported at the present value of their net realizable value, using risk-free interest
rates applicable to the years in which the promises are to be received.

The Organization reports gifts of cash and other assets as restricted support if they are
received with donor stipulations that limit the use of the donated assets. When a donor
restriction expires, temporarily restricted net assets are reclassified to unrestricted net
assets and reported in the statement of activities as net assets released from restrictions.
However, if the donor restriction is satisfied during the accounting period in which the
gift was received, the gifts are reported as unrestricted contributions in the statement of
activities. Restricted gains and investment income whose restrictions are satisfied in the
same accounting period are reported as unrestricted income.

The Organization accounts for contract and grant revenue, which are exchange
transactions, in the statement of activities to the extent that expenses have been incurred
for the purpose specified by the grantor during the period. In applying this concept, the
legal and contractual requirements of each individual program are used as guidance. All
amounts not expended in accordance with the grant or contracts are recorded as a liability
to the grantor as the Organization does not maintain any equity in the grant or contract.
Additionally, funds received in advance of their proper usage are accounted for as
deferred revenue in the statement of financial position.




Note 2-

HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL.STATEMENTS
' DECEMBER 31, 2010 AND 2009

(CONTINUED)

Summary of Significant Accounting Policies (Cont’d)

Revenue and Support Recognition (Cont’d)

Revenue is recognized from tenants’ basic rental payments when due in accordance with
lease agreements entered. into between the tenant and the Organization. Housing subsidies
are recognized when earned.

Contributions of services and facilities are recorded at their estimated fair values on the
date of contribution.

Deferred Revenue and Gain on Sale

Deferred.revenue and gain on sale results from the receipt of funds prior to those amounts
being earned.

Use of Estimates

Management of the Organization uses estimates and assumptions in preparing financial
statements in accordance with generally accepted accounting principles. Those estimates
and assumptions affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and contingent liabilities, and the reported revenues and expenses.
Actuial results could vary from the estimates used by management.

" Fair Value Measurements

The Organization uses fair value measurements to record fair value adjustments to certain
assets and liabilities and to determine fair value disclosures of investments in debt and
equity securitics that are classified as available-for-sale and derivatives financial
instruments on a recurring basis.

The Fair Value Measurements Topic of the FASB Accounting Standards Codification
defines fair value, establishes a consistent framework for measuring fair value and
expands disclosure requirements for fair value measurements. The disclosures required
under this topic have been included in this note.

Fair Value Hierarchy

The Fair Value Measurements Topic of the FASB Accounting Standards Codification
establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level 1 measurements) and the lowest
priority to measurements involving significant unobservable inputs (Level 3

_measurements). The three levels of the fair value hierarchy are as follows:

Level | inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities that the Organization has the ability to access at the measurement date.

Level 2 inputs are inputs other than quoted prices included within Level I that are

. observable for the asset or liability, either directly or indirectly.

Level 3 inputs are unobservable inputs for the asset or liability.




Note 2-
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009
(CONTINUED)

Summary of Significant Accounting.Policies (Cont’d)

Fair Value Measurements (Cont’d)

Determination of Fair Value

Under the Fair Value Measurements Topic of the FASB Accounting Standards

Codification, the Organization bases its fair value on the price that would be received to

sell an asset or paid to transfer a liability in an orderly transaction between market

participants at the measurement date. It is the Organization’s policy to maximize the use -
of observable inputs and minimize the use of unobservable inputs when developing fair

value measurements, in accordance with the fair value hierarchy.

Fair value measurements for assets and liabilities where there exists limited or no
observable market data and, therefore, are based primarily upon management’s own
estimates, are often calculated based on current pricing policy,. the economic and
competitive environment, the characteristics of the asset or liability and other such
factors. Therefore, the results cannot be determined with precision and may not be
realized in an actual sale or immediate settlement of the asset or liability. Additionally,
there may be inherent weaknesses in any calculation technique, and changes in the
underlying assumptions used, including discount rates and estimates of future cash flows,
that could significantly affect the results of current or future value.

Following is a description of valuation methodologies used for assets and liabilities
recorded at fair value and for estimating fair value for financial instruments not recorded
at fair value.

The carrying amounts of cash and cash equivalents, accounts receivable, other current
assets, accounts payable, accrued expenses and other current liabilities approximate fair
value because of the short term maturity of these instruments.

Long-term debt is carried at cost. However, management believes the Organization can
obtain similar loans at similar terms, therefore the Organization has determined it
approximates fair value.

Cash Equivalents and Restricted Cash

The Organization considers all highly liquid investments with an original maturity of
three months or less to be cash equivalents.

Cash restricted for long term purposes (replacement reserve for Jean St. building lease) or

cash received with donor-imposed restrictions limiting its use to long term purposes is
not considered cash for purposes of the statements of cash flows.
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009
(CONTINUED)

Note 2- Summary of Significant Accounting Policies (Cont’d)

Restricted cash and cash equivalents as of December 31, 2010 and 2009 are comprised of
the following: :

: 2010 2009
Repair and replacement reserve -Jean Street
Building Associates Urban Renewal, LLC $ 400,000 $ 400,000
Reserves for 133 Landing Road, Inc. 150,086 148,847
Reserves for 34 Abbett Avenue,LLC 77,575 77,252
Reserves for 37 Harrison Street, LLC 73,668

$ 701,329 $ 626,099

Accounts Receivable and Pledges Receivable and Allowances for Uncollectible Accounts

Accounts receivable and pledges receivable are stated at amounts management expects to
collect from outstanding balances. Management provides for probable uncollectible
amounts through a charge to expense and a credit to a valuation allowance based on its
assessment of the current status of individual accounts. Balances that are still outstanding
after management has used reasonable collection efforts are written off through a charge
to the valuation allowance and a credit to accounts receivable.

Property and Equipment

Land, building and equipment are recorded at cost when purchased, or at fair value at
date of gift, when donated. Depreciation is provided for by the straight-line method over
the estimated useful lives of the assets. Expenditures for maintenance and repairs are
expensed as costs are incurred. Proceeds from the sale of fixed assets, if unrestricted, are
transferred to the unrestricted net assets, or, if restricted, to temporarily restricted net
assets for fixed asset acquisitions.

Gifts of long-lived assets are reported as an increase in unrestricted net assets, unless
there are explicit restrictions that specify how the assets are to be used.

The Organization continually evaluates whether current events or circumstances warrant
adjustments to the carrying value or estimated useful lives of fixed assets in accordance
with the provisions of Accounting Standards Codification (ASC) 360-10-05, Accounting
for the Impairment or Disposal of Long-Lived Assets. During 2009, the Organization
permanently removed software from operations. The Organization conducted an
impairment evaluation, which resulted in impairment charges of $10,779 and $20,084 for
the years ended December 31, 2010 and 2009, respectively.

Income Taxes .

The Organization is a not-for-profit association as described in Section 501(c) (3) of the
Internal Revenue Code and is exempt from federal income taxes on related income
pursuant to Section 501 (a) of the Code. The Organization is also exempt under Title 15
of the State of New lJersey, Corporations and Associations Not-for-Profit Act.
Accordingly, no provision for federal or state income taxes has been presented in the
accompanying financial statements.
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009
(CONTINUED)

Summary of Significant Accounmg‘Policies (Cont’d)
Income Taxes (Cont’d)

Effective December 15, 2009, the Organization adopted, Accounting for Uncertainty in
Income Taxes. The  standard prescribes a minimum recognition threshold and
measurement methodology that a tax position taken or .expected to be taken in a tax
return is required to meet before being recognized 4in the financial statements. It also
provides guidance for derecognition, classification, interest and penalties, accounting in
interim periods, disclosure, and transition as they relate to those tax positions. There was
no cumulative effect associated with this change in accounting principle.

The Organization does not expect a significant increase or decrease to the total amounts
of unrecognized tax positions during the fiscal year ended December 31, 2010. However,
the Organization is subject to regular audit by tax authorities. The Organization believes
that it has appropriate support for the positions taken on its tax returns. Nonetheless, the
amounts ultimately ‘paid, if any, upon resolution of the issues raised by the taxing
authorities may differ materially from the amounts accrued for each year. Management
believes its nonprofit status would be upheld upon examination.

The Organization files income tax returns in the United States federal and in New Jersey
state jurisdictions. The Organization is subject to income tax examinations at any time
within three years from the latest filing date for federal and four years from the latest
filing date for the State of New Jersey.

Functional Expense

Expenses are charged to each progfam based on direct expenditures incurred. Any
program expenditures not directly chargeable are allocated to a program based on level of
activity. Support costs are allocated to a program based on total program costs. Program
expenses are those related to emergency shelters, transitional housing, and development
and management of low income family and supported housing apartments. Supporting
services related to finance and administrative expenses related to those programs.

Development includes the direct costs of special events and the allocation of employees’
salaries and other costs involved in fund-raising and special events based on methods
considered by management to be reasonable.

Total Columns

Total columns are presented to facilitate financial analysis. Data in these columns do not
present financial position, results of operations and changes in net assets in conformity
with U.S. generally accepted accounting principles. Accordingly, such information
should be read in conjunction with the Organization’s 2009 financial statements from
which the summarized information was derived.
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009
(CONTINUED)

Summary of Significant Accounting Policies (Cont’d)
Investments

The Organization follows, Accounting for Certain Investments Held by Not-for-Profit
Organizations. In accordance with this accounting standard, investments in marketable
securities with readily determinable fair values and all investments in debt securities are
reported at fair values in the statement of financial position.

Unrealized gains and losses are included in the change in net assets. Investment income
or loss (including interest and dividends) and gain on sale of investments are included in
the statement of activities unless the income or loss is restricted by donor or law. A
decline in the market value of an investment security below its cost that is designated to
be other than temporary is recognized through an impairment charge.

Subsequent Events

Management has reviewed subsequent events and transactions that occurred after
December 31, 2010 through the date of the auditors’ report and the date of issuance. The
financial statements. include all events or transactions, including estimates, required to be
recognized in accordance with generally accepted accounting principles. Management
has determined that there are no nonrecognized subsequent events that require additional
disclosure.

Reclassifications

Certain amounts in the prior year financial statements have been reclassified for
comparative purposes to conform with the presentation in the current year financial
statements. -

Cash, Credit and Funding Risks

The Organization deposits its cash in accounts with major banking institutions. At times,
such amounts may be in excess of federal insurance limits. Management believes that the
Organization has no significant risk of loss on these accounts due to the failure of the
institutions. ‘

Concentration of credit risk associated with investments is considered low due to the
credit quality of the financial institutions holding these investments

As reflected in the Statement of Activities, the Organization has several funding sources
including the government grants, individual foundations and the United Way. Although
no funding source is guaranteed, the Organization believes that based upon past history
and the continued monitoring of the diverse funding sources by management, there is not
a significant risk to the agency’s funding streams in total.
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009
(CONTINUED) .

Note 4- Building and Equipment

Building and equipment and their related estimated useful lives at December 31, 2010
and 2009, are as follows: '

" Estimated
Useful Life December 31,
(Years) 2010 , 2009

Land o $ 602,582  $ 491,582
Buildings and improvements 39 1,026,702 1,024,702
Construction in progress ' 3,121,089 1,645,106
Leasehold improvements 20 1,264,970 1,193,731
Vehicles L 5 98,805 98,805
Furniture and fixtures _ 5 465,655 459,969

_ 6,579,803 4,913,895
Less: accumulated depreciation ' (1,367,904) (1,249,768)

$ 5,211,899 $ 3,664,127

- Depreciation expense for the years ended December 31, 2010 and 2009 totaled $118,136
and $112,485, respectively. '

Note 5- Investments- Donor-designated Endowments (UPMIFA state)-after implementation of
FASB Accounting Standards Codification (ASC) 958-205-45

The Organization’s endowment consists of individual funds established for a variety of

purposes, Its endowment is comprised of donor-restricted funds. As required by generally

accepted accounting principles, net assets associated with endowment funds, including

funds designated by the Board of Trustees to function as endowments, are classified and

reported based on the existence or absence of donor-imposed restrictions. All
- ‘permanently restricted net assets are comprised of endowment funds.

The Board of Trustees of the Organization has interpreted the State Prudent Management
of Institutional Funds Act (SPMIFA) as requiring the preservation of the fair value of the
original gift as of the gift date of the donor-restricted endowment funds absent explicit
donor stipulations to the contrary. As a result of this interpretation, the Organization
classifies as permanently restricted net assets (a) the original value of gifts donated to the -
permanent endowment, (b) the origihal value of subsequent gifts to the permanent
endowment, and (¢) accummulations to the permanent endowment made in accordance
with the direction of the applicable donor gift instrument at the time the accumulation is
. added to the fund, The remaining portion of the donor-restricted endowment fund that is
not classified in permanently restricted net assets is classified as temporarily restricted net
assets until those amounts are appropriated for expenditure by the Organization in a
_manner consistent with the standard of prudence prescribed by SPMIFA.
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010 AND 2009
(CONTINUED)

Investments- Donor-designated Endowments (UPMIFA state)-after implementation of
FASB Accounting Standards Codification (ASC) 958-205-45 (Cont’d)

Investment Return Objectives, Risk Parameters and Strategies: The Organization has
adopted investment and spending policies, approved by the Board of Trustees, for
endowment assets that attempt to provide a predictable stream of funding to programs
supported by its endowment funds while also maintaining the purchasing power of those
endowment assets over the long-term. Accordingly, the investment process seeks to
achieve an after-cost total real rate of return, including investment income as well as
capital appreciation, which exceeds the annual distribution with acceptable levels of risk.
Endowment assets are invested in a well diversified asset mix, which includes equity and
debt securities, that is intended to result in a consistent inflation-protected rate of return
that has sufficient liquidity to make an annual distribution at the board’s discretion, while
growing the funds, if possible. Investment risk is measured in terms of the total
endowment fund; investment assets and allocation between asset classes and strategies
are managed to not expose the fund to unacceptable levels of risk.

Spending Policy: The Organization makes distributions each year in the amount the board
deems necessary of its endowment fund’s average fair value of the prior 12 quarters
through the calendar year-end preceding the fiscal year in which the distribution is
planned. The Organization considered the long-term expected return on its investment
assets, the nature and duration of the individual endowment funds, many of which must
be maintained in perpetuity because of donor-restrictions, and the possible effects of
inflation. The Organization expects the current endowment funds to grow annually,
which is consistent with the Organization’s objective to maintain the purchasing power of
the endowment assets as well as to provide additional real growth through investment
return.

Investments

The value initially recognized for investments purchased is cost. The value initially
assigned to investments received by gift is the market value on the date of donation.
Thereafter, investments are carried at market value. Investments at December 31, 2010
and 2009 are comprised of the following:

December 31, 2010

Stocks

Corporate Bonds

Exchange Traded Funds

Certificates of Deposit

Community Foundation of New Jersey
Summit Private Investment, Inc.

Investment in Partnerships
Total

Cost

Fair Value
(Level 1)

Fair Value
(Level 3)

Unrealized
Gain/(Loss)

$ 587421
672,369
78,350
303,997
34,886
350,000

$

685,156
683,023

85,263
307,501

$

85,020
354,553

$ 97,735
10,654
6,913

3.504
50,134
4,553

2,027,023
536,750

1,760,943

439,573
478,987

173,493
(57,763)

$ 2,563,773

$

1,760,943

918,560

$ 115,730
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Note 6- Investments (Cont’d)
December 31, 2009
Fair Value Fair Value Unrealized

Cost (Level 1) (Level 3) Gain/(Loss)
Stocks $ 621,659 $ 674,056 $ 52,397
Corporate Bonds 275,656 278,191 2,535
Government Bonds 254,817 287,120 32,303
Exchange Traded Funds 75,655 78,665 3,010
Certificates of Deposit 492,000 497.200 5.200
Community Foundation of New Jersey 34,886 $ 76,524 41,638
Summit Private Investment, Inc. 250,000 215,819 (34,181)
Total 2,004,673 1,815,232 292,343 102,902
Investment in Partnerships 536,750 536,645 (105)
Total S 2,541,423 $ 1,815,232 $ 828,988 $ 102,797

Financial assets and liabilities valued using level | inputs are based on unadjusted quoted
market prices within active markets for identical assets and liabilities. Financial assets
and liabilities valued using level 2 inputs are based primarily on quoted prices for similar
assets and liabilities in active or inactive markets. Financial assets and liabilities valued
using level 3 inputs are based on estimates using present value or other valuation
techniques where quoted market prices are not available. Financial assets of the
Organization have been valued using levels 1 and 3 inputs for the years ended December
31, 2010 and 2009, respectively.

Return on investments is comprised of the following for 2010 and 2009:
December 31,

2010 2009
Realized gains (losses) $ (41,284 $ (331,869)
Unrealized gains 90,899 440,518
Interest and dividend income 90,413 83,246
Advisory fees (9,033) (8,240)
Total $ 130,995 $ 183,655
The following table provides further details of Level 3 fair value measurements.
Community
Foundation Summit Private Investment in
of New Jersey Investment, Inc. Partnerships
Level 3 Level 3 Level 3
Balance as of December 31, 2009 $ 76,524 $ 215,819 $ 536,645
Total gains or losses (realized and unrealized)
included in changes in net assets 7,596 (57,658)
Interest and dividends 1,644 38,734
Advisory fees (744)
Purchases, sales, issuances, and
settlements (net) 100,000
Balance as of December 31, 2010 $ 85,020 $ 354,553 $ 478,987
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(CONTINUED)
Note 6- Investments (Cont’d)
Community
Foundation Summit Private Investment in
of New Jersey  Investment, Inc.  Partnerships
4 Level 3 Level 3 Level 3
Balance as of December 31, 2008 3 59,033 $ 183,589 $ 536,750
Total gains or losses (realized and unrealized) .
included in changes in net assets 16,094 32,230 (105)
Interest and dividends 2,060
Advisory fees (663)
Balance as of December 31, 2009 $ 76,524 $ 215,819 $ 536,645
Note 7- Promises to Give

The Organization has unconditional promises to give, which is considered a level 3 asset

per the definition in the previous note, at December 31, 2010 and 2009 as follows:

_ 2010 2009
Pledges expected to be collected in:
Less than one year $ 159,356 $ 310,792
One to five years 97,596 230,425
256,952 541,217
Less: Discount to net present value (16,329) (33,620)
Allowance for uncollectible pledges (5,139) (8,024)
Net unconditional promises to give $ 235484 $ 499,573
The following table provides further details of Level 3 fair value measurements.
2010 2009
Unconditional promises, beginning of year $ 541,217 $ 579,572
Unconditional promises made during year 19,500 148,425
Less: Payments made during year {303,765) (186,780)
Unconditional promises, end of year , 8 256,952 $ 541,217

Unconditional promises to give are presented in the financial statements by restriction as

follows: ‘

' 2010 2009
Restricted for workforce housing _ $ 178,104 § 262,549
Annual fund pledges 38,713 78,352
Restricted for capital assets 18,667 ‘ 158,672

$ 235,484 $ 499,573
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DECEMBER 31, 2010 AND 2009
(CONTINUED)

Mortgages Payable_

Property located on Landing Road, Roxbury Township, New Jersey was subject to a
$670,935 mortgage which has an interest rate of 0% as of December 31, 2010 and 2009.
NJHMFA Special Needs Housing Trust Fund provided the Organization with the
permanent loan which becomes due July 14, 2024. The mortgage requires payments
equal to 25% of any positive cash flow from the property. There were no payments made
during the years ended December 31, 2010 and 2009.

Property located at 34 Abbett Avenue, Morristown, New Jersey was subject to a

$530,169 mortgage which has an interest rate of 0% as of December 31, 2010 and 2009.

NJHMFA Special Needs Housing Trust Fund provided the Organization with the
permanent loan which becomes due July 14, 2024. The mortgagé requires payments

equal to 25% of any positive cash flow from the property. There were no payments made .
during the years ended December 31, 2010 and 2009.

Property located on Drakestown Road, Washington Township, New Jersey was subject to
a conditional mortgage to Washington. Township in the amount of $300,000, as of
December 31, 2009. The conditional mortgage will be forgiven once all conditions are
satisfied and the project is complete. . During 2010, New Jersey Department of
Community Affairs provided the Organization with a permanent loan which will begin to
be amortized upon completion of the Drakestown Road housing project.in 2011, As of
December 31, 2010, total draw downs on the mortgage amounted to $584,308. As per the
agreement no interest shall accrue during the.construction period.

Property located at 37 Harrison Street, Morristown, New Jersey was subject to a
$612,267 mortgage which has an interest rate of 0% as of December 31, 2010. NJHMFA
Special Needs Housing Trust Fund provided the Organization with the permanent loan
which becomes due November 14, 2040. The mortgage requires payments equal to 25%
of any positive cash flow from the property. According to the mortgage agreement the
amortization date of the mortgage was February 15, 2011.

During 2010, the Organization was subject to a conditional mortgage with the New
Jersey Department of Community Affairs Division of Housing in the amount.of $19,388.
The conditional mortgage will be forgiven at a rate of ten percent per year over a period
of ten years for maintaining the organizations’ emergency shelter located at 540 West
Hanover Avenue, Morris Township, New Jersey.

During 2010, the Organization was subject to a conditional mortgage with the New
Jersey Department of Community Affairs Division of Housing in the amount of
$297,012. The conditional mortgage will be forgiven at a rate of ten percent per year _

‘over a period of ten years for providing transitional housing units located at 3 Jean Street,

Moitis Township, New Jersey.
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Mortgages Payable (Cont’d)

NJHMFA has provided two unsecured, interest-free loans totaling $1,201,104 for the
Organization’s operations. Principal on the loans is due in full at maturity in fiscal 2024.
When the loan proceeds were advanced, the Organization recorded contribution revenue and

_a mortgage discount using a rate of 4%. The mortgage is reported in the statement of

financial position net of unamortized deferred support in the amount of $249,564 and
$284,081 at December 31, 2010 and 2009, respectively. The discount on the loans is being
amortized to interest expense over the lives of the loans. Imputed interest expense of
$34,517 and $14,912 was reported in the accompanying statements of activities for the years -
ended December 31, 2010 and 2009, respectively.

Principal payment requirements on the mortgage obligations which become due in each of -
the five years subsequent to December 31, 2010 and thereafter are as follows:

Year ending December 31, Amount
2011 $ 1,077,820
2012 78,995
2013 78,951
2014 ' 78,905
2015 _ 78,857
Thereafter 1,620,550
Total : $ 3,014,078
Office Lease

Effective July 2007, the Organization entered into a lease agreement, which expires in July
2012, for office space that requires annual lease payments of $70,300, increasing to $76,000
in the final year. The lease also requires the Organization to pay $5,750 per year for electric
within their premises and a proportionate share (25%) of common area expenses in excess of
$150,000 incurred by the landlord in any given year.

Future minimum annual rental commitments under such operating leases subsequent to
December 31, 2010 is as follows: :

Year ending December 31, ’ Amount
2011 $ 80,800
2012 43,750
Total - $ 124,550

Deferred Retirement Savings Plan and Pension Plan

The Organization maintains a tax deferred retirement savings plan qualified under section
403(b) of the Internal Revenue Code. The plan covers full-time employees and allows
employees to contribute a percentage of their gross salaries up to the maximum amount
allowed by the Internal Revenue Code. '
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Deferred Retirement Savings Plan and Pension Plan (Cont’d)

Effective January 1, 2004, the Organization adopted a defined contribution pension plan

“to allow for employer contributions. Employees that meet certain age and service

requirements are eligible to receive contributions determined annually by the
Organization. Pension expense charged to operations was $46,354 and $78,098 for
eligible employees in 2010 and 2009, respectively.

Funding Sources

The Organization received a substantial -amount of its revenue and support from
government contracts and grants (35% in 2010 and 37% in 2009). A significant
reduction in the level of this support, if this were to occur, could have an adverse impact

on the Organization’s programs and activities,
~Sale of Jean Street and Related Lease

During 2007, the Organization entered into an agreement to sell its Jean Street apartment

buildings in exchange for $2 million. The Organization retained ownership of the land
and continues to manage the property for its original purpose. The sale agreement
requires the organization to pay $40,000 rent per year dand to maintain a reserve account
in order to keep the buildings in good condition. The building owner rents the land from
the Organization under a lease agreement. A promissory note in the amount of $199,589
from the Federal Home Loan Bank of New York — Affordable Housing Program was
repaid from the sale proceeds. This transaction qualified as a sales-leaseback transaction
and the organization deferred the gain on this sale and w1ll amortize it over the related
lease term.

Future minimum annual rental commitments under such operating leases subsequent to

' ‘ December 31, 2010 are as follows:

Year endmg December 31, Amount
2011 : ' $ 40,000
2012 40,000
2013 : 40,000
2014 ‘ 40,000
- 2015 . ' 40,000
Thereafter ' , 860,000

Total S $ 1,060,000
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Related Entity

The Organization is a less-than-one percent general partner in Morris Shelter Urban
Renewal Assoc., L.P. (the Partnership). As of December 31, 2010 and 2009 the
Organization was invested into the Partnership for $452,253. This investment is being
accounted for under the equity method of accounting. The Organization transferred title
in the underlying low income housing project to the Partnership effective September 30,
1997 along with the related mortgages and other syndication and operating expenses.
The investment in the Partnership reflected in these financial statements approximates the
Organization’s capital in the Partnership. In addition, there is a receivable from the
Partnership of $445,836 and $152.539 at December 31, 2010 and 2009, respectively. The
Partnership collects rent from the tenants subject to certain income limitations.

Homeless Solutions, Inc. and Subsidiaries has guaranteed to pay the Partnership the
difference between the rent paid by the tenants and the operating expenses incurred by
the Partnership. Rent expense under this agreement was $0 and $0 during 2010 and
2009, respectively. The Partnership paid the Organization $3,000 for each of the years
2010 and 2009 for managing the property.

The Organization is also a less-than-one-percent general partner in 38-42 Abbett Avenue,
LP. As of December 31, 2010 and 2009 the Organization was invested in 38-42 Abbett
Avenue, LP for $26,734. This investment is being accounted for under the equity method
of accounting. In 2008, the Organization transferred title in the underlying low income
housing project to the 38-42 Abbett Avenue, LP effective April 10, 2008 along with
related expenses. The investment in 38-42 Abbett Avenue, LP reflected in these financial
statements approximates the Organization’s capital in the partnership. 38-42 Abbett
Avenue, LP is indebted to the Organization in the amount of $1,734,052 and $1,772,816
payable under various terms from the partnership as of December 31, 2010 and 2009. In
addition, there is a receivable of $10,816 and $10,816 from the partnership at December
31, 2010 and 2009, respectively. This amount has been presented as a current asset as it
is the intent of the Organization to collect the amount owed during the current year.

Rent Income

The Organization leases four apartments at the 133 Landing Road location (See note 12),
three of the four apartments have annual leases and one of the apartments is leased on a
month-to-month basis. All four leases total approximately $4,117 per month.

The Organization purchased 16 Morton Street, Morristown, NJ during 2007 for the
purposes of relocating the tenants in 38-42 Abbett Avenue. Rental income from this
property is approximately $2,140 per month.

Tenants at the Jean Street apartment project are charged rent based upon income as
certified by management. Basic rent is set each year at levels appropriate to each unit.
Under current leases, tenant rental income from the 15 apartments at our Jean Street
project is expected to be $12,470 per month. This amount is augmented by $1,740 per
month from the Morristown Housing Authority for a monthly total of $14,210. Leases
renew annually with 3% increases. No units were vacant at year end.
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 Note 14-  Rent Income (Cont’d)

In 2008, the Organization closed on the: purchase of property at 34 Abbett Avenue,

Morristown, NJ. The Organization began accepting tenants for the project’s two units in

December 2008, Basic rent is set each year at levels appropriate to each unit. Under

current leases, tenant rental income from the 2 .apartments at our 34 Abbett Avenue.

project is expected to be $806 per month. This amount is augmented by $1,752 per

month from the State of New Jersey’s Rental Assistance Program for a monthly total of
- $2,558. No units were vacant at year end.

Note 15- Deferred Gain

In 2007, the Organization entered into a- sale-leaseback agreement with IAT Urban
Renewal, LLC to sell its Jean Street apartment buildings in exchange for $2 million.
* FASB Accounting Standards Codification (ASC) 840-40-20 defines sale—leaseback
- accounting as a method of accounting for a sale leaseback transaction in which the seller-
lessee records the sale, removes all property and related liabilities from its balance sheet,
and recognizes gain or loss from the sale in accordance with generally accepted
accounting principles. As a result of the exchange there was a total gain of $121,084.

The gain will be amortized over the life of the new lease agreement at the rate of $4,036
per year for 30 years, The gain recognized during 2010 and 2009 was $4,036,
respectively. Homeless Solutions, Inc. and Subsidiaries retained ownership of the land
and continues to manage the property for its original purpose. IAT Urban Renewal, LLC
rents the land from Homeless Soluticns, Inc. and Subsidiaries under a lease agreement.

Note 16-  Unrestricted Net Assets — Board Designated

As of December 31, 2010 and 2009, the Board of Trustees had designated $132,662 and
$253,618 of unrestricted net assets as a general fund to support the reserves of the
Organization’s projects. Since that amount resulted from an internal designation and is
not donor-restricted, it is classified and reported as unrestricted net assets.

Composition of and changes in net assets for the year ended December 31, 2010 were as

follows: ‘
2010 2009
Board-designated net assets, beginning of year $ 235618 $ 235300
Transfers to/from unrestricted non-designated net assets (102,956) 318
Board-designated net assets, end of year $ 132,662 $ 235618

Board designated net assets included in unrestricted net assets is comprised of the
. following as of December 31, 2010 and 2009:

2010 2000
16 Morton Street, LLC reserve $ 132,662 $ 132,662

133 Landing Road, Inc. reserve 102,956

$ 132,662 $ 235618
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Note 16- Unrestricted Net Assets — Board designated (Cont’d)
During the year ended December 31, 2010, the board released reserves in the amount of

$102,956. There were no board designated net assets released during the year ended
December 31, 2009.

Note 17- Temporarily Restricted Net Assets

Temporarily restricted net assets are comprised of the following as of December 31, 2010

and 2009:
2010 2009
Equipment ' $ 2,016 $ 1,916
Programs 38,000 100,364
Profit sharing 128,922 173,727
Work Force Housing Fund 500,000

$ 168938 § 776,007

- Temporarily restricted net assets released from time and use restrictions specified by
~ donor for the year ended December 31, 2010 and 2009 are comprised of the following:

2010 2009

Salaries $ 55,619 $ 137,500
Workforce housing development 500,000

Hospitality link . 46,818

Profit sharing 7 ’ : 44 805 76,273
Property and equipment 34,570 21,295
Child Care and Camp 14,000 5,000
Program expenses 77 7,500
Insurance: ' 4,000
Community Team Works 1,872

$ 696,589 $ 253,440

Note 18- Permanently Restricted Net Assets

Net assets were permanently restricted from the following sources at December 31, 2010
and 2009:

2010 ' 2009

Comrhum'ty Foundation of New Jersey = $ 9,861 $ 9,861

- During the year ended December 31, 2010, there were no net assets released from the
permanently restricted net assets. During the year ended December 31, 2009, net assets

released from permanent restriction in accordance with the donor’s request amounted to
$250,000.
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Transfer of Net Assets

During the year ended December 31, 2010 it was determined by the Board of Trustees
that a transfer was required in the amount of $1,679,181 to be transferred from
unrestricted operating to unrestricted capital net assets to adjust unrestricted net asset

- balances as of December 31, 2010..

_ During the year ended December 31, 2009 it was determined by the Board of Trustees

that two transfers were required, $250,000 was to be transferred from permanently
restricted net assets to temporarily restricted net assets at the donor’s request during 2009,
and $539,773 was to be transferred from unrestricted operating to unrestricted capital net
assets in the Organization to adjust net assets balances as of December 31, 2009.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GQVERNMENT AUDITING STANDARDS

To the Board of Trustees of
Homeless Solutions, Inc. and Subsidiaries
Morristown, NJ

We have audited the financial statements of Homeléss Solutions, Inc. and Subsidiaries {(a
nonprofit organization) for the year ended December 31, 2010, and have issued our report thereon
dated April -5, 2011. We conducted our audit in accordance with auditing standards generally’
accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Homeless Solutions, Inc. and Subsidiaries’
internal control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of Homeless Solutions, Inc. and Subsidiaries’ internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the Organization’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
"management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above.
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To the Board of Trustees of
Homeless Solutions, Inc. and Subsidiaries
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Homeless Solutions, Inc. and
Subsidiaries’ financial statements are free of ‘material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the 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.

This report is intended for the information of the Board of Trustees of Homeléss Solutions, Inc.
and Subsidiaries, management, the State of New Jersey and federal awarding agencies and pass-
through entities, and is not intended to be, and should not be, used by anyone other than those
specified parties.

April 5, 2011

Mt. Arlington, New Jersey , /JM@&:L@- LeP
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL
EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Trustees 6f
Homeless Solutions, Inc. and Subsidiaries
- Morristown, NJ

Compliance

We have audited Homeless Solutions, Inc. and Subsidiaries compliance with the types.of
compliance requirements described in the OMB Circular A-133 Compliance Supplement that
could have a direct and material effect on each of Homeless Solutions, Inc. and Subsidiaries’
major federal programs for the year ended December 31, 2010. Homeless Solutions, Inc. and
Subsidiaries’ major federal programs are identified in the summary of auditer’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 Homeless Solutions, Inc. and Subsidiaries’ management. Qur responsibility is to
express an opinion on Homeless Solutions, Inc. and Subsidiaries’ compliance based on our audit.

We conducted our audit of compliance.in accordance with auditing standards generally accepted
in the United States of America; 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 types 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 Homeless Solutions, Inc.
and Subsidiaries’ 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 of Homeless Solutions,
Inc. and Subsidiaries’ compliance with those requirements.

In our opinion, Homeless Solutions, Inc. and Subsidiaries.complied, in all material respects, with
the compliance requirements referred to above that could have a direct and material effect on
each of its major federal programs for the year ended December 31, 2010.
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To the Board of Trustees of
Homeless Solutions, Inc. and Subsidiaries
Page 2

Internal Control Over Compliance

Management of Homeless Solutions, Inc. and Subsidiaries is responsible for establishing and
maintaining effective internal control over compliance with the requirements of laws, regulations,
contracts, and grants applicable to federal programs. In planning and performing our audit, we
considered Homeless Solutions, Inc. and Subsidiaries’ internal control over compliance with the
requirements that could have a direct and material effect on a major federal program to determine
the auditing procedures for the purpose of expressing our opinion on compliance and to test and
report on internal control over compliance in accordance with OMB Circular A-133, but not for
the purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of Homeless Solutions, Inc. and
Subsidiaries' internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance.is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of management, the Board of Trustees
of Homeless Solutions, Inc. and Subsidiaries, the State of New Jersey and federal awarding
agencies and pass-through entities, and is not intended to be, and should not be, used by anyone
other than those specified parties.

April 5, 2011 /}l .
Mt. Arlington, New Jersey ALANTD QA0 L(JD
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2010

Summary of Auditors' Results:

- An unqualified report was issued on Homeless Solutions, Inc. and Subsidiaries' financial statements.

- The audit did not disclose any reportable conditions in the internal controls of Homeless Solutions,
Inc. and Subsidiaries

- The audit did not disclose any noncompliance which is material in relation to the financial statements
of Homeless Solutions, Inc. and Subsidiaries

- The audit did not disclose any significzint deficiencies in the internal controls of Homeless Solutions,
Inc. and Subsidiaries' major federal programs.

- An unqualified report was issued on Homeless Solutions, Inc. and Subsidiaries' compliance for major
federal and state programs.

- The audit did not disclose any audit findings which are required to be reported under section 510(a) of
federal OMB Circular A-133, Audits of States, Local Governments, and Nonprofit Organizations.

- The programs tested as major federal programs included:

U.S. Department of Housing and Urban Development:
Safe Haven Program CFDA #14.235
Transitional Housing CFDA #14.235
Child Care Access CFDA #14.235

- A risk-based approach to the determination of major programs was utilized for the audit for the year
ended December 31, 2010. Major programs were determined as all "Type A" programs with total
program expended funds of $300,000 or more and those "Type B" programs necessary to meet the
percentage of coverage rule as required in the Circulars.

- Homeless Solutions, Inc. and Subsidiaries qualified as a "low-risk" auditee under the provisions of
section 530 of the Circulars.

Findings Relating to the Financial Statements which are required to be Reported in Accordance with
Generally Accepted Government Auditing Standards:

- The audit did not disclose any findings required to be reported under Generally Accepted
Government Auditing Standards.

Findings and Questioned Costs for Major Federal Award Programs:

- The audit did not disclose any finding or questioned costs for major federal award programs as
defined in section 510(a) of the federal Circulars.




HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

YEAR ENDED DECEMBER 31, 2010

Status of Prior Year Findings:

There were no audit findings in the prior year.
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED DECEMBER 31, 2010

Federal Grantor/Pass-Through Grantor/ Program Title

U.S. Department of Housing and Urban Development;
Safe Haven Program

Safe Haven Program
Transitional Housing Program
Transitional Housing Progr;lnj
Child Care Access

Child Care Access

Pass-Through The Morris County Board of Chosen Freeholders
Emergency Shelter Grant Program

Pass-Through The Morris Division of Community Development
Case Manager/House Manager - Womens' Shelter

Pass-Through. The Moiris County Department.of
Housing Authority of the County of Morris:
Tenant Assistance Program
Siibtotal- U.S. Department of Housing and Urban Developmerit

Federal Emergency Management Agency Passed
Through United Way of Morris County:

Emergency Food and Shelter Program

Total Federal Expenditures

Federal
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SEE INDEPENDENT AUDITORS' REPORT AND NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL AND STATE

AWARDS

CFDA Grant Federal
Number Period Expenditures
14235 7/1/09-6/30110 $ 202,151
14.235 T1/10-6/30/1 1 213,749
14.235 9/1/09-8/31/10 149,040
14.235 9/1/10-8/31/11 83,892
14.235 9/1/09-8/31/10 30,930
14.235 9/1/10-8/31/1 1 32,513
712275 -
14.231 9/1/10-8/31/11 " 25,260
14.856 8/1/09-7/31/10 12,663
14.856 /1/10-12/31/10 14,428
764,626
97.024 171/10-12/31/10 25,167

$ - 789.793°



HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
SCHEDULE OF EXPENDITURES OF STATE AWARDS

FOR THE YEAR ENDED DECEMBER 31, 2010

State Grantor/Pass-Through Grantor/ Program Title

New Jersey Department of Human Services:
Morris County Board of Chosen Freeholders:

Family Shelter Program

Grant-in-Aid Program
Grant-in-Aid Program-Transitional Housing Program

The Morris County Department of Human Services

Division of Employment and Temporary Assistance:
Emergency Shelter

State of New Jersey Administrative Office of the Courts:
Intensive Supervision Program

State of New Jersey Department of Community Affairs:
Office of Housing Adequacy

Total
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Current
Grant Grant Year's
Number Period Expenditures
SSH-1001 H1/10-12/31/10 $ 87,799
GIA-1010 171/10-12/31/10 51,382
GIA-1056 1/1/10-12/31/10 2,159
141,340

1/1/10-12/31/10 286,632
14,513
2010-2110-0276-00 7/1/09-6/30/2010 30,000
$ 472,485

SEE INDEPENDENT AUDITORS' REPORT AND NOTES TO THE SCHEDULES OF EXPENDITURES OF FEDERAL AND STATE

AWARDS



Note | -

Note 2 -

Note 3 -

Note 4 - -
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HOMELESS SOLUTIONS, INC. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED ’
SCHEDULE OF EXPENDITURES OF FEDERAL, AND STATE AWARDS
YEAR ENDED DECEMBER 31, 2010

General

The accompanying schedule of expenditures of federal and state awards presents the
activity of all federal and state financial assistance programs of Homeless Solutions, Inc.

~ and Subsidiaries. All federal and state awards received directly from federal and state

agencies, as well as federal and state awards passed through other government agencies
are included on the schedules of expenditures of federal and state awards.

Basis of Accounting

The accompanying schedule of expenditures of federal and state awards is presented
using the accrual basis of accounting which is described in Note 2 to the financial
statements.

Relationship to Federal Financial Reports

Amounts reported in the accompanying schedule agree with the amounts reported in the
related federal and state financial reports.

Single Audit — Type A/Type B Program Threshold

Dollar threshold used to distinguish between Type A and Type B programs is $300,000.
Single audit requirement is $500,000.






