








NEIGHBORHOOD HOUSE ASSOCIATION

NOTES TO FINANCIAL STATEMENTS

Note 17- Discontinued operations (concluded):
SDFB was given use of approximately 67,241 square feet of the building (not
including common areas) and all improvements in exchange for consideration of $1
per year for the three year period commencing on July 1, 2007. The fair value for
the rent attributable to this space is considered a donation to SDFB from NHA. The
value of the in-kind donated rent was $699,306 and $1,048,960 for the years
ended June 30, 2009 and 2008, respectively.

On February 26, 2009, NHA sold the land, building and improvements at 9850
Distribution Avenue to SDFB for total consideration of approximately $4.1 million,
including settlement of the associated note payable for $3.5 million and
approximately $588,000 in net cash proceeds. The net book value of the land,
building, improvements and related furniture and equipment was approximately
$6.9 million, and the net loss related to this disposal was approximately $2.8
million, which is included in the loss on disposal of discontinued operations.

In the first half of fiscal 2009, NHA completed a voluntary relinquishment of 20% of
its Head Start program service area to an unrelated Head Start program operator,
including the transfer of leases, child care licenses, staff, supplies and fixed assets.
The net book value of the transferred assets was approximately $118,000, which is
included in the loss on disposal of discontinued operations.

Note 18- Fair value measurements:

As stated in Note 1, on July 1, 2008, NHA adopted the methods of fair value as
described in SFAS 157 to value its financial assets and liabilities. As defined in
SFAS 157, fair value is based 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. In order to increase consistency and comparability in fair
value measurements, SFAS 157 establishes a fair value hierarchy that prioritizes
observable and unobservable inputs used to measure fair value into three broad
levels, which are described below:

Level 1: Quoted prices (unadjusted) in active markets that are accessible at the
measurement date for identical assets or liabilities. The fair value
hierarchy gives the highest priority to Level 1 inputs.

Level 2: Observable inputs other than Level 1 prices such as quoted prices for
similar assets or liabilities; quoted prices in inactive markets or model-
derived valuations in which all significant inputs are observable or can
be derived principally from or corroborated with observable market data.

Level 3: Unobservable inputs are used when little or no market data is available.
The fair value hierarchy gives the lowest priority to Level 3 inputs.
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NEIGHBORHOOD HOUSE ASSOCIATION

NOTES TO FINANCIAL STATEMENTS

Note 18- Fair value measurements (concluded):
In determining fair value, NHA utilizes valuation techniques that maximize the use
of observable inputs and minimize the use of unobservable inputs to the extent
possible as well as considers counterparty credit risk in its assessment of fair value.

Financial assets and liabilities carried at fair value at June 30, 2009 are classified in
the table below in one of the three categories described above:

Level 1 Level 2 Level 3 Total
Equity securities $ 29,752 $ 29,752
Investment stock of a
local bank $ 10,000 10,000
Total assets at fair value $ 29752 $ 10,000 $ 39,752
Interest rate swap derivative
liability $ 309,206 $ 309,206

Investments in equity securities are valued using market prices on active markets
(Level 1). Level 1 instrument valuations are obtained from real-time quotes for
transactions in active exchange markets involving identical assets.

The investment in stock of a local bank is designated as a Level 3 instrument due
to inherent limitations on the availability of market data. Management believes that
the investment's cost fairly approximates its fair value as of June 30, 2009 and
2008.

The fair value of the interest rate swap is determined using observable market

inputs such as current interest rates, and considers nonperformance risk of the
company and that of its counterparties.
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NEIGHBORHOOD HOUSE ASSOCIATION

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2009

Federal Net Federal
CFDA Program
Federal Grantor / Pass-Through Grantor / Program Title Number Award Number Expenditures
U.S. Department of Health and Human Services
Head Start Program 93.600 09CH7015/43 $ 70,196,321
Passed through from the County of San Diego
Senior Nutrition Program 93.045 513862 165,408
HIV Case Management 93.914 518041 344,826
HIV/AIDS Transportation Services 93.914 512326 450,347
Passed through from the State of California
Department of Education
Infant Toddler Resource 93.575 CCAP-8318 3,294
Department of Health Services
Community Challenge Grant Program 93.558 05-45295 205,946
Total Department of Health and Human Services 71,366,142
U.S. Department of Agriculture
Passed through from the State Department of Education
Child and Adult Care Food Program
Child Care Centers 10.558 37-1564-3A 1,507,738
Adult Day Care 10.558 37-5030-1N 45,002
Total Department of Agriculture 1,552,740
U.S. Department of Housing and Urban Development
Housing Counseling Programs 14.169 HC08-0998024 44,847
Total Expenditures of Federal Awards $ 72,963,729

See Accompanying Notes to Schedule of Expenditures of Federal Awards.
See Report of Independent Public Accountants.
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NEIGHBORHOOD HOUSE ASSOCIATION

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Note 1 - Organization and significant accounting policies:

General:
Neighborhood House Association ("NHA") is a California nonprofit corporation
organized to provide an extensive network of services to residents of San Diego

County.

NHA provides comprehensive health and human services through programs that
include child development, family day care, senior nutrition, adult day health
care, mental health services, housing and rental assistance and other related
services that assist low-income and less fortunate families.

Basis of presentation:
The accompanying schedule of expenditures of Federal awards includes the
Federal grant activity of NHA, and is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments and

Non-Profit Organizations.

Program revenues:
Revenues from award programs are recognized in the period in which terms of
the grant or contractual agreements have been met and the revenue earned.

Noncash awards:
Noncash awards are recorded and reflected in the accompanying schedule of

expenditures of Federal awards at their fair values at the time of receipt, or the
assessed value provided by NHA.

Net program expenditures:
It is the policy of NHA to record expenditures in the period incurred in
accordance with the accrual basis of accounting. Where applicable, Federal
expenditures are reflected net of other income sources.
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NEIGHBORHOOD HOUSE ASSOCIATION

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Note 2 - Federal contracts:
Reconciliation of Reported and Audited Expenses:

Program
Program Expenses
Reconciliation of Child Care Food Program Revenue:
Amount shown on the Schedule of Expenditures of Federal Awards $ 1,507,738
Add: State portion not included in SEFA 91,226
Total Child Care Food Program Revenue Reimbursed $ 1,598,964
Reconciliation of Head Start Revenue:
Amount shown on the Schedule of Expenditures of Federal Awards $ 70,196,321
Add: obligations liquidated after June 30, 2009 -
Total Head Start Expensed Reports on the SF-269 $ 70,196,321

Note 3 - Disclosure of audit fees:
In accordance with the audit disclosure requirements of the State of California,
Department of Education, the audit contract for NHA for the fiscal year ended
June 30, 2009 included an audit fee of $125,000.
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== J H. COHN LLP www.jhcobn.com « 888-542-6461 « fax 888-542-3291

Accountants and Consultants since 1919

Report of Independent Public Accountants on Internal
Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements

Performed in Accordance with Government Auditing Standards

To the Audit Committee
Neighborhood House Association

We have audited the financial statements of Neighborhood House Association ("NHA") as of
and for the year ended June 30, 2009, and have issued our report thereon, dated
November 12, 2009. 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 NHA's 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 NHA's internal control over financial reporting. Accordingly, we do not express
an opinion on the effectiveness of NHA's internal control over financial reporting.

A control deficiency 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 misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects NHA's ability to initiate,
authorize, record, process or report financial data reliably in accordance with accounting
principles generally accepted in the United States of America, such that there is more than a
remote likelihood that a misstatement of NHA's financial statements that is more than
inconsequential will not be prevented or detected by NHA's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by NHA's internal control.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficiencies in internal control that might be 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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Compliance and Other Matters

As part of obtaining reasonable assurance about whether NHA's 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 or other matters that are required to be reported under Government Auditing
Standards.

We noted certain matters that we reported to management and the Audit Committee of NHA in
a separate letter dated November 12, 2009.

This report is intended solely for the information and use of the Board of Directors, the Audit

Committee, management and Federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties.

UL 110

San Diego, California
November 12, 2009
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== J H. COHN LLP www,jhcobn.com « 888-542-6461 « fax 888-542-3291

Accountants and Consultants since 1919

Report of Independent Public Accountants on Compliance with
Requirements Applicable to Each Major Program and on Internal
Control over Compliance in Accordance with OMB Circular A-133

To the Audit Committee
Neighborhood House Association

Compliance

We have audited the compliance of Neighborhood House Association ("NHA") with the types
of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to its major Federal programs for
the year ended June 30, 2009. NHA's major Federal programs are identified in the summary of
auditor's results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each
of its major Federal programs is the responsibility of NHA's management. Our responsibility is
to express an opinion on NHA's 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
NHA's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion. Our audit does not provide a legal determination on NHA's compliance
with those requirements.

In our opinion, NHA complied, in all material respects, with the requirements referred to above
that are applicable to each of its major Federal programs for the year ended June 30, 2009.

Internal Control over Compliance

The management of NHA is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable
to Federal programs. In planning and performing our audit, we considered NHA's internal
control over compliance with requirements that could have a direct and material effect on a
major Federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance, 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 NHA's internal control over compliance.
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A control deficiency in NHA's internal control over compliance 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 noncompliance with a type of
compliance requirement of a Federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects NHA's ability to
administer a Federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a Federal program that is more than
inconsequential will not be prevented or detected by NHA's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a Federal program will not be prevented or detected by NHA's internal control.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal
control that might be 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 for the information and use of the Board of Directors, the Audit

Committee, management and Federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties.

UL 110

San Diego, California
November 12, 2009
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NEIGHBORHOOD HOUSE ASSOCIATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2009

Part | - Summary of Auditor's Results

Financial Statements

Type of auditor's report issued: unqualified
Internal control over financial reporting:
Material weaknesses identified? yes _ X no
Significant deficiencies identified not considered
to be material weaknesses? yes __ X none reported
Noncompliance material to financial statements noted? yes _ X no

Federal Awards

Internal control over major programs:

Material weaknesses identified? yes _ X no
Significant deficiencies identified not considered
to be material weaknesses? yes __ X none reported

Type of auditor's report issued on compliance
for major programs: unqualified

Any audit findings disclosed that are required to be
reported in accordance with Section .510(a) of
Circular A-1337? yes _ X no

Identification of major programs:

CFDA Number Name of Federal Program or Cluster Amount
93.600 Head Start $70,196,321
Dollar threshold used to distinguish between
Type A and Type B programs: $2,100,000
Auditee qualified as low-risk auditee? X__yes no
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NEIGHBORHOOD HOUSE ASSOCIATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2009
Part Il - Financial Statement Findings Section
This section identifies the significant deficiencies, material weaknesses and instances of
noncompliance related to the financial statements for which Government Auditing Standards
require reporting in a Circular A-133 audit.
No such items.
Part lll - Federal Award Findings and Questioned Costs Section
This section identifies the audit findings required to be reported by Circular A-133 Section
.510(a) (for example, significant deficiencies, material weaknesses and material instances of
noncompliance, including questioned costs), as well as any abuse findings involving Federal

awards that are material to a major program.

No such items.
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