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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

Mount Arlington Corporate Center Lawrence Business Park
200 Valley Road Suite 300 11 Lawrence Road
Mount Arlington, NJ 07856-1320 Newton, NJ 07860
Phone: 973-328-1825 Phone: 973-383-6699
Fax: 973-328-0507 Fax: 973-383-6555

Independent Auditors’ Report

To the Board of Managers of
Family Service of Morris County
Morristown, NJ

We have audited the accompanying statement of financial position of Family Service of Morris County (a
nonprofit organization) as of December 31, 2009, and the related statements of activities, functional expenses
and cash flows for the year then ended. These financial statements are the responsibility of management.
Our responsibility is to express an opinion on these financial statements based on our audit. The prior year
summarized comparative information has been derived from Family Service of Morris County’s 2008
financial statements and in our report dated May 14, 2009, we expressed an unqualified opinion on those
financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. These standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Family Service of Morris County as of December 31, 2009 and the change in its net assets and its
cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

New Jersey

INDEPENDENT MEMBER OF BKR • FIRMS IN PRINCIPAL CITIES WORLDWIDE

www.nisivoccia.com



FAMILY SERVICE OF MORRIS COUNTY
STATEMENT OF FINANCIAL POSITION

DECEMBER 31, 2009 and 2008

December 3 1.
ASSETS 2009 2008

Cash and cash equivalents $ 432.694 $ 344,641
Accounts receivable, net of allowance lhr doubtful

accounts of 510,605 and $2.428 in 2009 and 2008, respectively 59.848 28.251
Grants receivable 199,256 297.284
Investments, at fair market value 1.911.627 1,557.357

Prepaid expenses 43.8 13 16,030
Capital project and campaign:

Cash and cash equivalents for capital project-restricted 5.702 104,947
Pledges receivable - capital campaign, net 77.151 192.767

Land, buildings and equipment, net 6.078.338 6.298,415
Deposits 5.000

Total assets $ 8,808.429 $ 8,844,692

LIABILiTiES AND NET ASSETS

Liabilities:
Accounts payable, accrued expenses and agency funds $ 125,106 5 110,530
Mortgage payable 115,235
Security deposit payable 1,800
Deferred revenue 1,200

________________

Total liabilities 128,106 225,765

Net assets:
Unrestricted:

Operations 1,362,999 1,359,674
Endowment 1,599,273 1,225,985
Capital project activities 5,067,701 5,145,154

Temporarily restricted 641,845 879,609
Permanently restricted 8.505 8,505

Total net assets 8,680,323 8.6 18.927

Total liabilities and net assets $ 8,808,429 $ 8,844,692

See accompanying notes to financial statements
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FAMILY SERVICE OF MORRIS COUNTY
STATEMENT OF CJSH FLOWS

YEARS ENDE[) DECEMBER 31, 2009 AND 2008

2009 2008

Cash flows from operating activities:
Change in net assets: $ 61,396 $ (1,065,313)

Adjustments to reconcile change in net assets to
net cash provided by operating activities:

Depreciation and amortization 260,148 281,794

Change in allowance for doubtful accounts 8.177 (1,301)

Change in pledge discount allowance (6,411) (8.674)

Change in allowance for pledges 10.924 33.372

Net unrealized (gains) loss on long-term investments (425.495) 394.328

Net realized loss on long-term investments 104.161 291.142

Changes in operating assets and liabilities:
Accounts receivable (39,774) (5,098)

Grants receivable 98.028 (87,443)

Prepaid expenses (27,783) 3,468

Pledges receivable - capital campaign 111,104 279,295

Deposits 5,000 (5.000)
Accounts payable. accrued expenses and agency funds 14.575 (68.302)

Security deposit payable 1.800

Deferred revenue 1,200 (300)

Net cash provided by operating activities 177.050 41.968

Cash flows from investing activities:
Purchase of equipment (40,071) (778)

Proceeds from sale of investments 880,389 1,470,217

Purchase of investments (869,413) (1,310,201)

Net cash provided by (used in) investing activities (29,095) 159,238

Cash flows from financing activities:
Interest and dividends reinvested (43,912) (54.3 70)

Principal payments on mortgage payable (1 15.235) (271,741)

Net cash used in tinancing activities (159,147) (326,111)

Net decrease in cash and cash equivalents (11,192) (124,905)

Cash and cash equivalents, beginning of year 449,588 574,493

Cash and cash equivalents. end ofyear $ 438,396 S 449,588

Supplemental disclosure of cash flow information:
Cash paid for interest $ 645 $ 19,841

See accompanying notes to financial statements
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FAMILY SERVICE OF MORRIS COUNTY

NOTES TO FINANCIAl, S FATEMENTS
DECEMBER 31, 2009 AND 2008

Note I - General

Family Service of Morris County (Family Service) is a private, not-for-profit organization
dedicated to strengthening the community by empowering individuals and families to meet and
overcome life’s challenges. Founded in Morristown in 1813, Family Service’s professional
counseling and preventive services are offered at its program center in Morristown and at its
three adult daycare centers located throughout Morris County.

I’he l3oard of’ Managers sets direction and develops resources to support the programs of
Family Service while professional staff and volunteers carry out such programs. Funding for
the support of Family Service is primarily generated through contributions from the United
Way, foundations, individuals, bequests, public grants and client service fee revenue.

Note 2 - Summary of Significant Accounting Policies

The accompanying financial statements have been prepared on the accrual basis of accounting
in conformity with accounting principles generally accepted in the United States of America. A
summary of the significant accounting policies followed by Family Service of Morris County
in the preparation of the accompanying financial statements is set forth below:

Basis of Presentation

Family Service prepares its financial statements in accordance with FASB Accounting
Standards Codification. Accounting fir Contributions Received and Made, and Financial
tatenic’nts of Not—/or—Pro/It Organizations. Financial Statements of Xot—fOr—Pro/it
Organizations establishes standards fur external financial reporting by not-for-profit
organizations and requires that resources be classified for accounting and reporting purposes
into three net asset categories. Contributions that are restricted by the donor are reported as
increases in unrestricted net assets if the restrictions expire in the fiscal year in which the
contributions are received. All other donor-restricted contributions are reported as increases in
temporarily or permanently restricted net assets depending on the nature of the restrictions.
When a restriction expires, temporarily restricted net assets are reclassified to unrestricted net
assets. A ccounting jbr 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.

Unrestricted net assets are resources representing the portion of expendable funds available for
support of Family Service’s programs and general operations. These resources are not subject
to donor-imposed restrictions, however the Board may designate the use of funds for particular
purposes. The Board of Managers has established designated funds for Endowment and
Capital Improvement purposes. In 2009, the Board of Managers has designated $100,000
received from the sale of easement rights for use for capital improvement projects.

Temporarily restricted net assets are net assets subject to donor-imposed stipulations that may
or will be met, either by actions of Family Service andior 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.

Temporarily restricted net assets are comprised of the following as of December 31, 2009 and
2008:
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FAMILY SERVICE OF MORRIS COUNTY

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31,2009 AND 2008

(Continued)

Note 2 - $rnyjfSjgnificintAccounjpgPo1icies (Cont’d)

December 31,
Restriction 2009 2008

“Plays for Living” series $ 8,507 $ 6,634
For use in future period 85,000 108,865
Scholarships 17,561 15,669
Children’s services 7,372 7,372
Special purposes 5,000 5,000
Professional Education 10,730 18,847
Innovative Social Service Programs 250,000 250,000
Annual Award 4,690 4,312
Early Childhood Education Program and
Time Out Adult Care Program 140,000 108,750
Senior Services 30,000
Capital improvements 10,000
Health and Weilness Program 25,000
Endowment Renewal 30,000
Doane Fund 131 120
New building construction 82,854 289,040

$ 641,845 $ 879,609

Net assets released from time and use restrictions for the years ended December 31, 2009 and
2008 amounted to $564,033 and $624,675, respectively.

Permanently restricted net assets are assets subject to donor-imposed stipulations to be
maintained permanently by Family Service. Generally, the donors of these assets permit
Family Service to use all or part of the income earned on any related investments for general or
specific purposes. Permanently restricted net assets are restricted for the following purposes:

Income earned on the investment held in the scholarship account is restricted for the purpose
of granting scholarships by Family Service. As specified by the donor, a minimum balance of
$5,955 is to be maintained in perpetuity. At December 31, 2009 and 2008, the fair market
value of the investment which includes net appreciation and income reinvested was $23,516
and $21,624, respectively.

Income earned on the investment held in the Doane Memorial account is restricted for the
purpose of purchasing books for use by Family Service. As specified by the donor, a
minimum balance of $750 is to be maintained in perpetuity. At December 31, 2009 and 2008,
the fair market value of the investment was $750.

Income earned on the investment held in the Fritschman Memorial account is restricted for the
purpose of sponsoring the “Plays for Living” series in the community once a year. As
specified by the donor, a minimum balance of $1,800 is to be maintained in perpetuity. At
December 31, 2009 and 2008, the fair market value of the investment which includes net
appreciation and income reinvested was $10,307 and $8,434, respectively.



FAMILY SERVICE OF MORRIS COUNTY
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2009 AND 2008
(Continued)

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

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.

Family Service 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.

Family Service 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 contract are recorded as a liability to the grantor as Family Service 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.

Cash and Cash Equivalents

Family Service considers all highly liquid instruments purchased with an original maturity of three
months or less to be cash equivalents.

Investments

Family Service follows FASB Accounting Standards Codification Accounting for Certain
Investments Held by Notfor- Pro/It Organizations. Investments in marketable securities with
readily determinable fair values and all investments in debt securities are reported at their fair
values in the statement of financial position. Unrealized gains and losses are included in the
change in net assets. Family Services accounts for donated investments at their fair value as of the
date of contribution. 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.

Land, Building and Equipment

Land, building and equipment are recorded at cost when purchased, or at fair value at date of gift,
when donated. Major renewals and betterments are charged to the land, building and equipment
accounts; maintenance and minor repairs and replacements, which do not improve or extend the
life of the respective assets, are expensed currently.
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009 AND 2008

(Continued)

Note 2 - Policies (Contd)

Land, Building and Equipment (Cont’d)

Depreciation is provided for by the straight-line method over the estimated useful lives of the
assets. Proceeds from the sale of land, building and equipment, if unrestricted, are transferred
to unrestricted net assets, or, if restricted, to deferred amounts restricted for land, building and
equipment acquisitions.

Family Service continually evaluates whether current events or circumstances warrant
adjustments to the carrying value or estimated useful lives of fixed assets in accordance with
FASB Accounting Standards Codification Accounting!ör the Impairment or Disposal qfLong-
Lived Assets. There were no impairments charged to operations for the years ended December
31, 2009 and 2008.

Accounts Receivable, Grants Receivable, Pledges Receivable and Allowances for
Uncollectible Accounts

Accounts receivable, grants receivable and pledges receivable are stated at the 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.

Subsequent Events

Management has reviewed subsequent events and transactions that occurred after December
31, 2009 through the date of these financial statements. 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.

Fair Value of Financial Instruments

Family Service uses fair value measurements to record fair value adjustments to certain assets
and liabilities and to determine fair value disclosures 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.

Pair 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:
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NOTES TO FINANCiAL_SThTEMENTS
DECEMI3LR 31, 2009 AND 2008

(Continued)

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

Fair Value of Financial Instruments (Cont’d)

Fair Value Hierarchy (cant ‘d)

Level I inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
that Family Service 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 derived from techniques in which one or more of the inputs are
unobservable inputs for the asset or liability.

Determination of Fair Value

Under the Fair Value N easurements Topic of the FASB Accounting Standards Codification,
Family Service 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 Family Service’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 he 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.

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

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts of assets and liabilities and disclosures of
contingent assets and contingent liabilities at the date of the financial statements. Estimates
also affect the reported amounts of revenue and expenses during the reporting period.
Accordingly, actual results could differ from those estimates.
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NOTES TO FINANCIAL STATEMENTS
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(Continued)

Note 2 - (Cont’d)

Income Taxes

Family Service is a not-for-profit corporation as described n 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. Family Service is also exempt under Title 15 of the State of New Jersey
Corporations and Associations Not for Profit Act. Accordingly, no provision for federal or
state income taxes has been presented in the accompanying financial statements.

Effective December 15, 2009. Family Service adopted FASB Accounting Standards
Codification. Accounting/ir 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 in 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. The cumulative
effect of this change in accounting principle was immaterial.

Family Service does not expect a significant increase or decrease to the total amounts of
unrecognized tax positions during the fiscal year ended December 31, 2009. However, Family
Service is subject to regular audit by tax authorities. Family Service 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.

Family Service files income tax returns in the United States federal and State of New Jersey
jurisdictions. Family Service is no longer subject to income tax examinations for New Jersey
state income taxes before 2005 or for United States federal income taxes before 2006.

tionalExenses

Expenses are charged to each program based on direct expenditures incurred. Any program
expenditures not directly chargeable are allocated to a program based on units of service,
support costs are allocated based on salary costs and infrastructure costs are allocated based on
square footage. Fund raising includes the direct cost of special events and the allocation of
employees’ salaries and other cost involved in special events based on methods considered by
management to be reasonable.

Deferred Revenue

Deferred revenue consists of amounts received in advance of services being performed which
will be recognized as income in future periods when the services are perfonned. At December
31, 2009 deferred revenue was $1,200.
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NOTES TO FINANCIAL_STATEMENTS
DECEMI3ER 31, 2009 AND 2008

(Continued)

Note 2 - (Cont’d)

‘Total Columns

Total colunms 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 Family Service’s 2008 financial statements from which the summarized
information was derived.

Note 3 - Investments- Board designated Endowment (UPMIFA state) after implementation of FASB
Accounting Standards Codification (ASC)958-205-45

Family Service’s endowment consists of approximately 6 individual funds established for a
variety of purposes. Its endowment includes both donor-restricted funds and funds designated by
the Board of Managers to function as endowments. As required by generally accepted
accounting principles, net assets associated with endowment funds, including funds designated
by the Board of Managers to function as endowments, are classified and reported based on the
existence or absence of donor-imposed restrictions,

As of December 31, 2009, the Board of Managers had designated $1,599,273 of unrestricted net
assets as a general endowment fund to support the mission of Family Service. Since that amount
resulted from an internal designation and is not donor-restricted, it is classified and reported as
unrestricted net assets.

The Board of Managers of the Family Service has interpreted the State Prudent Management of
Institutional Funds Act (SPMIFA) as requiring the preservation of the fair value of the original
gifi as of the gift date of the donor-restricted endowment funds absent explicit donor stipulations
to the contrary. As a result of this interpretation, Family Service classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment, (b) the
original value of subsequent gifts to the permanent endowment, and (c) accumulations 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
Family Service in a manner consistent with the standard of prudence prescribed by SPMIFA. In
accordance with SPMIFA. Family Service considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds: (1) the duration
and preservation of the various funds, (2) the purposes of the donor-restricted endowment funds.
(3) general economic conditions, (4) the possible effect of inflation and deflation, (5) the
expected total return from income and the appreciation of investments, (6) other resources of the
Agency, and (7) Family Service’s investment policies.

Investment Return Objectives, Risk Parameters and Strategies. Family Service has adopted
investment and spending policies, approved by the Board of Managers, 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
tenn. To achieve that objective, Family Service has adopted an investment policy that attempts
to maximize total return consistent with an acceptable level 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 of up to 5%, while growing the fund if possible. Accordingly,
Family Service expects its endowment assets, over time, to produce an average rate of return of
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NOTES TO FINANCIAL STATEMENTS
DECEMI3ER 31, 2009 AND 2008

(Continued)

Note 3 - Investments- I3oard designated Endowment (UPMIFA state) after implementation of FASB
Accounting Standards Codification (ASC)958-205-45 (Cont’d)

approximately 7.4 percent annually. Actual returns in any given year may vary from this
amount. 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. Family Service has a spending policy of appropriating for distribution each
year up to 5 percent of its board-designated endowment fund’s average fair value of the prior 5
years through the calendar year-end preceding the fiscal year in which the distribution is
planned. in establishing this policy, Family Service considered the long-term expected
investment return on its endowment. Accordingly, over the long term, the Agency expects the
current spending policy to allow its general endowment fund to grow at an average of 2.4 percent
annually. This is consistent with Family Service’s objective to maintain the purchasing power of
the endowment assets as well as to provide additional real growth through investment return.

Endowment net asset composition by type of fund as of December 31, 2009 is as follows:

Total
Temporarily Pemianent Endowment

Unrestricted Restricted Restricted Assets

Donor-restricted endowment funds $ 303,849 $ 8,505 $ 312,354
Board-designated endowment funds $1,599,273 1,599,273

Total funds $1,599,273 S 303,849 $ 8,505 $1,911,627

Changes in endowment net asset as of December 31, 2009 is as follows:

Total
Temporarily Permanent Endowment

Unrestricted Restricted Restricted Assets

Endowment net assets, beginning of year $1,225,985 $ 322,867 $ 8,505 $1,557,357
Investment income 44.062 2,020 46,082
Net appreciation (depreciation) 319,111 2,223 321,334
Satisfaction of donor restrictions 53,864 (53,864)
Amounts appropriated for expenditure (123,909) (8,217) (132,126)
Transfer in capital projects 118,980 11 8,980
Funds transfer (38,820) 38,820 -

Endowment net assets, end of year $1,599,273 $ 303,849 $ 8.505 $1,911,627
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Note 4-
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Family Service entered into a Capital Campaign in the last quarter of 2003 for the new
building construction project. As of December 31, 2006, the active capital campaign had been
completed. In 2008, Family Service received contributions and pledges of $13,150, which is
presented in the financial statements net of a discount. Family Service secured a construction
loan through Valley National Bank as of March 23, 2006. The construction loan was
converted to a traditional loan on March 23, 2007. Amounts not yet expended for the capital
project are included in temporarily restricted net assets.

Pledges which represent unconditional promises to give at December 31, 2009 and 2008 and
are considered level 3 in the hierarchy of fair value measurements are as follows:

Pledges expected to be collected in:
Less than one year
One to five years

Less: 4% discount on promises to give
Allowance for doubtful accounts

Net unconditional promises to give

Note 5 - Investments

$ 137,829
106,849
244,678

Investments are stated at readily determinable fair values and are comprised of the following

Equity mutual funds/common stock
Fixed income mutual funds
Money market
Certificates of deposit

Equity mutual funds/common stock
Fixed income mutual funds
Money market
Certificates of deposit

Market Value
(Level I)

$ 1,059,544
332,917

2009 2008

$ 127,801

127,801

(50,650)

$ 77,151

categories:

(6,411)
(45,500)

$ 192,767

December 31, 2009
Unrealized

Market Value Appreciation
Cost (Level I) (Depreciation)

$ 1,129,907 $ 1,254,784 $ 124,877
558,012 563,047 5,035
93,046 93,046

750 750

$ 1,781,715 $ 1,911,627 $ 129,912

December 31, 2008
Unrealized

Cost
$ 1,313,281

373,450
164,146 164,146

750

$ 1,851,627

Appreciation
(Depreciation)
$ (253,737)

(40,533)

$ (294,270)

750

$ 1,557,357
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Note 5 * Investments (Cont’d)

Investment activity is as follows:
December 3 1,

2009 2008
Beginning balance $ 1,557,357 $ 2,348,473
Purchases 869,413 1,310,201
Sales (868,435) (1,454,356)
Investment fees (11,954) (15,861)
Interest and dividends reinvested 43,912 54,370
Realized loss (104,161) (291,142)
Unrealized gain (loss) 425,495 (394,328)

S 1,911,627 $ 1,557,357

Investment return is summarized as follows:
December 31,

2009 2008
Interest and dividend income $ 43,912 $ 54,370
Realized loss (104,161) (291,142)
Unrealized gain (loss) 425,495 (394,328)

$ 365,246 $ (631,100)

Note 6 Land, Building and Equipment

Land, building and equipment and their related estimated useful lives at December 31, 2009
and 2008 are comprised of the following:

Estimated
Useful Life

Assets (Years) 2009 2008

Land $ 1,066,352 $ 1,066,352
Building and improvements 5 to 40 5,346,136 5,330,819
Equipment 3 to 10 315,323 297,533
Furniture and fixtures 5 to 15 359,752 352,788

7,087,563 7,047,492
Less: accumulated depreciation (1,009,225) (749,077)

$ 6,078,338 $ 6,298,415
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Note 6 - La lldjandEuimçnt (Cont’d)

Depreciation expense for the years ended I)ecernber 3 1, 2009 and 2008 totaled $260,148 and
$281,794. respectively.

Note 7 - Mortgage Payable

Mortgage payable at December 31, 2009 and 2008 is comprised of the following:

2009 2008

Mortgage payable to Valley National I3ank for the
construction of the new building. The amount available to
draw was $4,000,000. The amount drawn on the loan was
$2,041,890. The note carried a floating interest rate equal
to 190% above the one month LIBOR rate on the unpaid
balance of the note. The construction note was
subsequently converted to a 25 year adjustable note on
March 23, 2007 with Valley National Bank. The note
bears an interest rate of 6.875% with a term of 25 years.
The interest will reset after 10 years. This mortgage was
paid in full during 2009. $ - $ 115,235

$ - $ 115.235

Note 8 - Operating Leases

Family Service leases certain office space relative to its operations under operating leases and
two copiers and a postage meter, The following is a schedule, by years, of future minimum
lease payments required under operating leases that have an initial lease term in excess of one
year as of December 31, 2009:

Years Ended Amount

2010 $ 7.980
2011 7.980
2012 1,995

$ 17,955

Rent expense under all operating leases was $13,850 and $12,714 in 2009 and 2008,
respectively.
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Note 9 - Pension Plan

Family Service had a defined contribution pension plan covering substantially all eligible
employees. Family Service’s contribution was equal to 8% of the salary of’ participating
employees through November 30, 2008. Effective December 1, 2008. Family Service
converted the plan over to a 403(b) thrift plan (classified as a defined contribution plan).
Family Service’s contribution is equal to 4% of the salary of participating employees. Pension
expense fhr the years ended December 31, 2009 and 2008 is $76,656 and $114,702,
respectively.

Note 10 - I)onated Services

The Board of Managers makes contributions of time relative to general management and
operations of Family Service. Additionally, a significant number of unpaid volunteers have
made significant contributions of their time to the programs sponsored by Family Service. The
value of this contributed time is not reflected in these financial statements since it does not
meet the requirements for recognition under generally accepted accounting principles.

Note 11 - Family Loan Pool

Family Service discontinued the Family Loan Program as of February 28. 2003. The Board of
Managers authorized the loan program to be transferred to NORWESCAP, another social
service agency. As of December 31. 2007. loans of $1,301 that were outstanding are deemed
uncollectible. During the 2007 fiscal year, Family Service requested instruction from the
Family Loan donors as to their wishes regarding the disposition for the remaining balance of
S70,224 maintained by Family Service. During 2008. management completed is survey for
donor intentions and, accordingly, at December 31, 2008. the entire balance of the Family Loan
Pool was deemed unrestricted.

Note 12- Cash, Credit and Funding Risks

Family Service maintains its cash in bank deposit accounts, which, at times, may exceed
federally insured limits. Family Service has not experienced any losses in such accounts.
Management believes it is not exposed to any significant credit risk related to cash.

As reflected in the Statement of Activities, Family Service has several funding sources
including the United Way, individual foundations and contractual fee for service agreements
with various governmental entities. Although no funding source is guaranteed, Family Service
believes that based on 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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Note 13- Bank Line of Credit

Family Service entered into a commercial security agreement on January 29, 2009 with
Investors Savings Bank for a S 150,000 revolving line of credit. The line of credit has a floating
interest rate of one percent above the prime rate as published in the Wall Street Journal with an
interest floor of 5.5%. The line is secured by all business assets perfected by a UCC-1 filing
statement. The line has a maturity date of January 15, 2011. No amounts were outstanding
from this credit facility at December 31, 2009.

Note 14 - Grant Award

During 2009 Family Services was awarded a reimbursement grant from the U.S. Department of
Flousing and Urban Development (HUD) in the amount $190,000. Upon performing services
and complying with certain guidelines as outlined in the grant Family Service can request
reimbursement. During 2009 Family Service received $13,270 for reimbursement of services
performed in accordance with the terms of the grant.
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April 22, 2010

To the Board of Managers of
Family Service of Morris County

We have audited the financial statements of Family Service of Morris County (“Family Service”) for the
year ended December 31. 2009, and have issued our report thereon dated April 22, 2010. Professional
standards require that we provide you with information about our responsibilities under generally
accepted auditing standards as well as certain information related to the planned scope and timing of our
audit. We have communicated such information in our letter to you dated December 2, 2009. Professional
standards also require that we communicate to you the following information related to our audit.

Significant Audit Findings

Qualitative Aspects ojAccounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Family Service, are described in Note 2 to the financial statements. During
2009 Family Service fully adopted FASB Accounting Standards Codification, Fair Value Measurements
which establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure
fair value. In addition Family Service adopted FASB Accounting Standards Codification, Accounting for
Uncertain! in Income TaxeS which 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 in the financial statements. The application of existing policies was not changed during
2009. We noted no transactions entered into by Family Service of Morris County during the year for
which there is a lack of authoritative guidance or consensus. All significant transactions have been
recognized in the financial statements in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s knowledge and experience about past and current events and assumptions about
future events. Certain accounting estimates are particularly sensitive because of their significance to the
financial statements and because of the possibility that future events affecting them may differ
significantly from those expected. The most sensitive estimates affecting the financial statements were:

Management’s estimate of the allowance for uncollectible accounts and pledges. We evaluated
the key factors and assumptions used to develop the estimated allowances in determining that
it is reasonable in relation to the financial statements taken as a whole.

Management’s estimate of depreciation is based on estimated useful lives of assets. We
evaluated the key factors and assumptions used to develop the estimated useful lives of assets
in determining that it is reasonable in relation to the financial statements taken as a whole.

Difficulties Encountered in Performing the Audit

We encountered no difficulties in dealing with management in performing and completing our audit.
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Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the
audit, other than those that are trivial, and communicate them to the appropriate level of management.
Management has corrected all such misstatements. In addition, none of the misstatements detected as a
result of our audit procedures and corrected by management were material, either individually or in the
aggregate, to the financial statements taken as a whole.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a financial
accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could be
significant to the financial statements or the auditor’s report. We are pleased to report that no such
disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated April 22, 2010.

Management Consultations ii’ith Other Independent .4 ecountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a second opinion” on certain situations. If a consultation involves
application of an accounting principle to the Family Service’s financial statements or a determination of
the type of auditor’s opinion that may be expressed on those statements, our professional standards
require the consulting accountant to check with us to determine that the consultant has all the relevant
facts. To our knowledge, there were no such consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of’ matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Family Service’s auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a
condition to our retention.

This information is intended solely for the use of the Board of Managers and management of Family
Service of Morris County and is not intended to be and should not be used by anyone other than these
specified parties.

Very truly yours,

I4,(4d-
Nisivoccia & Company LLP


