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L) OlsenThielen & Co, Ltd.

CPAS AND ADVISORS

INDEPENDENT AUDITORS' REPORT

Board of Directors
East Side Neighborhood Services, Inc.
Minneapolis, Minnesota

Report on the Financial Statements

We have audited the accompanying financial statements of East Side Neighborhood Services, Inc.
(a nonprofit organization), which comprise the statement of financial position as of December 31,
2018 and 2017 and the related statements of activities, functional expenses and cash flows for the
years then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due
to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits 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. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

2675 Long Lake Road | Roseville, Minnesota | 55113-1117 | 651-483-4521 | 651-483-2467 FAX otcpas.com
300 Prairie Center Drive, Suite 300 | Eden Prairie, Minnesota | 55344-7908 | 952-941-9242 | 952-941-0577 FAX



East Side Neighborhood Services, Inc.
Page Two

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of East Side Neighborhood Services, Inc. as of December 31, 2018 and 2017, and
the changes in its net assets and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements taken as
a whole. The accompanying schedule of expenditures of federal awards shown on pages 22-23 as
required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles and Audit Requirements for Federal Awards, is presented for
purposes of additional analysis and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the basic financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the financial statements or
to the financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated May 22,
2019 on our consideration of East Side Neighborhood Services, Inc.’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, 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 provide an opinion on the effectiveness of East Side Neighborhood Services, Inc.’s internal
control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering East Side
Neighborhood Services, Inc.’s internal control over financial reporting and compliance.

O nors Ihiddons & Co., LAd,

Roseville, Minnesota
May 22, 2019



EAST SIDE NEIGHBORHOOD SERVICES, INC.
STATEMENT OF FINANCIAL POSITION
DECEMBER 31, 2018 AND 2017
ASSETS
2018 2017
CURRENT ASSETS:
Cash $ 280,372 $ 247,362
Restricted Cash 102,578 36,689
Accounts and Grants Receivable, Net of Allowance for
Doubtful Accounts of $20,000 and $25,000 for 2018 and 2017 457,032 515,773
Prepaid Expenses 33,048 52,468
Investments 660,424 978,250
Total Current Assets 1,533,454 1,830,542
PROPERTY AND EQUIPMENT, NET 5,877,803 5,832,059
TOTAL ASSETS $ 7,411,257 $ 7,662,601
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Current Portion of Long Term Debt $ 78,529 $ -
Accounts Payable 84,013 96,662
Accrued Compensation and Benefits 371,303 337,774
Other Current Liabilities 18,053 17,300
Deferred Revenue - 65,166
Total Current Liabilities 551,898 516,902
LONG-TERM LIABILITIES:
Long Term Debt, Net of Current Portion 168,148 -
NET ASSETS:
Without Donor Restrictions
Undesignated 902,557 1,200,300
Board Designated - Property and Equipment 5,631,126 5,832,059
Total Net Assets Without Donor Restrictions 6,533,683 7,032,359
With Donor Restrictions 157,528 113,340
Total Net Assets 6,691,211 7,145,699
TOTAL LIABILITIES AND NET ASSETS $ 7,411,257 $ 7,662,601

The accompanying notes are an integral part of the financial statements.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

STATEMENT OF ACTIVITIES
YEAR ENDED DECEMBER 31, 2018

PUBLIC SUPPORT AND REVENUES:
Public Support:
Contributions
In-Kind Contributions
United Way
Revenues:
Government Grants and Contracts:
Federal
State and County
Service Fees:
Contract Revenue
Client Fees
Special Event Fees
Other:
Net Investment Loss
Room Rental Income
Lease Income
Gain on Sale of Property
Program Reimbursements
Net Assets Released from Restrictions
Total Support and Revenues

EXPENSES:
Program Services:
Senior Services
Early Childhood Education
Community Services
Employment
Alternative School
Youth Services
Total Program Services
Supporting Services:
Management and General
Fundraising
Total Expenses

CHANGE IN NET ASSETS
NET ASSETS, Beginning of Year

NET ASSETS, End of Year

The accompanying notes are an integral part of the financial statements.

2018
Without
Donor With Donor
Restrictions Restrictions Total
$ 514,295 $137,028 $ 651,323
273,080 273,080
160,000 160,000
2,659,043 2,659,043
1,443,234 1,443,234
1,339,798 1,339,798
911,563 911,563
61,395 61,395
(16,584) (16,584)
55,993 55,993
113,615 113,615
81,895 81,895
20,298 20,298
92,840 (92,840) -
7,710,465 44,188 7,754,653
2,405,852 2,405,852
1,012,280 1,012,280
761,267 761,267
550,281 550,281
699,601 699,601
1,282,033 1,282,033
6,711,314 - 6,711,314
1,134,216 1,134,216
363,611 363,611
8,209,141 - 8,209,141
(498,676) 44,188 (454,488)
7,032,359 113,340 7,145,699
$ 6,533,683 $ 157,528 $ 6,691,211




EAST SIDE NEIGHBORHOOD SERVICES, INC.

STATEMENT OF ACTIVITIES (Continued)

YEAR ENDED DECEMBER 31, 2017

PUBLIC SUPPORT AND REVENUES:
Public Support:
Contributions
In-Kind Contributions
United Way
Revenues:
Government Grants and Contracts:
Federal
State and County
Service Fees:
Contract Revenue
Client Fees
Special Event Fees
Other:
Net Investment Income
Room Rental Income
Lease Income
Program Reimbursements
Net Assets Released from Restrictions
Total Support and Revenues

EXPENSES:
Program Services:
Senior Services
Early Childhood Education
Community Services
Employment
Alternative School
Youth Services
Total Program Services
Supporting Services:
Management and General
Fundraising
Total Expenses

CHANGE IN NET ASSETS
NET ASSETS, Beginning of Year

NET ASSETS, End of Year

The accompanying notes are an integral part of the financial statements.

2017
Without
Donor With Donor
Restrictions Restrictions Total
$ 347,726 $101,200 $ 448,926
315,055 315,055
231,248 231,248
2,305,401 2,305,401
1,455,431 1,455,431
1,429,580 1,429,580
875,617 875,617
55,480 55,480
20,602 20,602
60,343 60,343
117,416 117,416
25,512 25,512
85,852 (85,852) —
7,325,263 15,348 7,340,611
2,233,267 2,233,267
1,010,713 1,010,713
773,387 773,387
538,533 538,533
647,257 647,257
1,156,550 1,156,550
6,359,707 — 6,359,707
1,049,126 1,049,126
281,321 281,321
7,690,154 - 7,690,154
(364,891) 15,348 (349,543)
7,397,250 97,992 7,495,242
$ 7,032,359 $113,340 $ 7,145,699




STATEMENT OF FUNCTIONAL EXPENSES

YEAR ENDED DECEMBER 31, 2018

EAST SIDE NEIGHBORHOOD SERVICES, INC.

Personnel Costs:
Salaries and Wages
Payroll Taxes
Employee Benefits Costs
Total Personnel Costs

Occupancy

Client Services

Supplies and Equipment
Travel and Transportation
Office Expense
Depreciation

TOTAL EXPENSES

Program Services

Supporting Services

Early
Senior Childhood Community Employ- Alternative Youth Management

Services Education Services ment School Services Total and General Fundraising Total
$1,733,249 $ 706,534 $ 325,217 $ 355,175 $469,967 $ 877,816 $ 4,467,958 $ 673,840 $ 242,723 $ 5,384,521
151,900 57,205 30,199 31,745 38,007 79,081 388,137 49,515 19,017 456,669
44,074 90,011 31,601 37,714 57,558 103,169 364,127 61,712 26,271 452,110
1,929,223 853,750 387,017 424,634 565,532 1,060,066 5,220,222 785,067 288,011 6,293,300
57,136 71,434 45,348 27,479 64,755 63,945 330,097 - 8,476 338,573
16 - - 37,714 - 8,948 46,678 - - 46,678
114,995 43,492 253,568 3,219 17,477 59,112 491,863 7,807 25,169 524,839
49,387 1,299 18,505 1,310 1,068 23,627 95,196 1,682 302 97,180
247,895 38,583 24,809 54,663 45,453 55,832 467,235 111,222 41,646 620,103
7,200 3,722 32,020 1,262 5,316 10,503 60,023 228,438 7 288,468
$ 2,405,852 $ 1,012,280 $ 761,267 $ 550,281 $699,601 $ 1,282,033 $ 6,711,314 $ 1,134,216 $ 363,611 $ 8,209,141

The accompanying notes are an integral part of the financial statements.




EAST SIDE NEIGHBORHOOD SERVICES, INC.

STATEMENT OF FUNCTIONAL EXPENSES
YEAR ENDED DECEMBER 31, 2017

Personnel Costs:
Salaries and Wages
Payroll Taxes
Employee Benefits Costs
Total Personnel Costs

Occupancy

Client Services

Supplies and Equipment
Travel and Transportation
Office Expense
Depreciation

TOTAL EXPENSES

Program Services

Supporting Services

Early
Senior Childhood Community Employ- Alternative Youth Management

Services Education Services ment School Services Total and General Fundraising Total
$ 1,647,883 $ 653,697 $ 300,558 $ 281,698 $ 407,512 $ 762,700 $ 4,054,048 $ 624,067 $ 165,480 $ 4,843,595
151,458 56,076 26,542 24,751 35,627 65,846 360,300 53,220 13,975 427,495
56,632 83,427 26,193 32,040 51,788 98,321 348,401 65,969 29,342 443,712
1,855,973 793,200 353,293 338,489 494,927 926,867 4,762,749 743,256 208,797 5,714,802
64,730 58,772 38,926 32,964 48,214 49,972 293,578 5,423 6,077 305,078
- - - 47,274 - 14,742 62,016 - - 62,016
96,827 33,741 300,598 5,283 15,540 61,151 513,140 5,885 27,219 546,244
29,800 3,680 24,508 1,289 1,355 17,700 78,332 1,350 665 80,347
114,952 63,661 17,323 80,765 38,172 55,245 370,118 290,456 37,206 697,780
70,985 57,659 38,739 32,469 49,049 30,873 279,774 2,756 1,357 283,887
$ 2,233,267 $1,010,713 $ 773,387 $ 538,533 § 647,257 $1,156,550 $ 6,359,707 $ 1,049,126 $ 281,321 $ 7,690,154

The accompanying notes are an integral part of the financial statements.



EAST SIDE NEIGHBORHOOD SERVICES, INC.

STATEMENT OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2018 AND 2017

2018 2017
CASH FLOWS FROM OPERATING ACTIVITIES:
Change in Net Assets $ (454,488) $ (349,543)
Adjustments to Reconcile Change in Net Assets
to Net Cash Flows From Operating Activities:
Depreciation 288,468 283,887
Reinvested Investment Income (18,962) (16,889)
Unrealized (Gains) Losses on Investments 31,573 (2,426)
Gain on Sale of Property (81,895) -
Changes in Assets and Liabilities:
Accounts and Grants Receivable 58,741 1,190
Prepaid Expenses 19,420 (36,286)
Accounts Payable (12,649) 10,980
Accrued Compensation and Benefits 33,529 50,758
Other Current Liabilities 753 (702)
Deferred Revenue (65,166) (71,080)
Net Cash Flows From Operating Activities (200,676) (130,111)
CASH FLOWS FROM INVESTING ACTIVITIES:

Purchases of Property and Equipment (350,857) (182,872)

Proceeds from Sale of Property 98,540 —

Sale of Investments 977,193 119,808

Purchase of Investments (671,978) (121,437)

Net Cash Flows From Investing Activities 52,898 (184,501)
CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from Issuance of Long Term Debt 246,677 -
NET CHANGE IN CASH AND RESTRICTED CASH 98,899 (314,612)
CASH AND RESTRICTED CASH at Beginning of Year 284,051 598,663
CASH AND RESTRICTED CASH at End of Year $ 382,950 $ 284,051
STATEMENT OF FINANCIAL POSITION PRESENTATION:

Cash $ 280,372 $ 247,362

Restricted Cash 102,578 36,689

Total $ 382,950 $ 284,051

The accompanying notes are an integral part of the financial statements.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Activities

East Side Neighborhood Services, Inc. (the Organization) was formed as a non-profit organization
whose mission is to foster the healthy development and well-being of individuals and families while
strengthening our diverse community. The Organization provides neighborhood based social
services, child and youth development services, family care centers and camp facilities for residents
of the Twin Cities metropolitan area.

Basis of Presentation

The accompanying financial statements have been prepared using the accrual basis of accounting
in accordance with generally accepted accounting principles. Revenues, expenses, gains and
losses, and net assets are classified based on the existence or absence of donor imposed
restrictions. Accordingly, net assets of the Organization and related changes are classified and
reported as follows:

Net Asset without Donor Restrictions - Net assets without donor restrictions are resources
available to support operations which the Board of Directors has discretionary control.
Designated amounts represent those net assets that the Board of Directors has set aside for a
particular purpose.

Net Assets with Donor Restrictions - Net assets with donor restrictions are resources that are
restricted by a donor for use for a particular purpose or in a particular future period. Some donor-
imposed restrictions are temporary in nature, and the restriction will expire when the resources
are used in accordance with the donor’s instructions or when the stipulated time has passed.
Other donor-imposed restrictions are perpetual in nature; the Organization must continue to use
the resources in accordance with the donor’s instructions.

Accounting Estimates

The presentation 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 the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Subsequent Events

In preparing these financial statements, the Organization has evaluated for recognition or disclosure
the events or transactions that occurred through May 22, 2019, the date the financial statements
were available to be issued.



EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Restricted Cash

The Organization is required to maintain a separate account for disbursement of payroll for the
Senior Community Service Employment Program.

Accounts and Grants Receivable

Receivables are stated at net realizable value. The Organization provides for probable uncollectible
amounts through charges to earnings and credits to the valuation allowance based on prior
experience and management’s assessment of the current status of individual accounts. Balances
that are still outstanding after the Organization has used reasonable collection efforts are written off
through charges to the valuation allowance and credits to receivable accounts. Changes in the
valuation allowance have not been material to the financial statements.

Property and Depreciation

Property and equipment are recorded at original cost. Additions, improvements or major renewals
at or above $1,000 are capitalized. If items of property are sold, retired or otherwise disposed of,
they are removed from the asset and accumulated depreciation accounts and any gains or losses
thereon are reflected in operations. Donated property and equipment are carried at the
approximate fair value at the date of donation.

Depreciation is computed using the straight-line method at rates based on the estimated service
lives of the various assets as follows:

Buildings 10- 30 Years

Furniture and Equipment 3-15 Years

Vehicles 3-5 Years
Investments

Investments in bond funds are stated at fair value, which is determined by quoted market prices in
active markets. Realized and unrealized gains and losses are included in the statement of activities.
Realized gains and losses are determined using the specific identification method. Interest and
dividend income are reported as income when earned.

Included in investments on the statement of financial position are money market funds and
certificates of deposit. These investments are readily convertible to cash and are stated at cost plus
accrued interest, which approximates fair value.

Short-term certificates of deposit are those with maturities of less than one year but greater than
three months when purchased. These investments are shown as current assets.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Revenue Recognition

Contributions received and unconditional promises to give are measured at their fair values and are
reported as an increase in net assets. 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, or if they are designated as support for future periods. When a donor restriction expires,
that is, when a stipulated time restriction ends, or purpose restriction is accomplished, net assets
with donor restrictions are reclassified to net assets without donor restrictions and reported in the
statement of activities as net assets released from restrictions. Donor-imposed contributions whose
restrictions are met in the same reporting period are reported as net assets without donor
restrictions.

Government grants are recognized when earned. Revenue is earned when eligible expenditures,
as defined in each grant are made. Expenditures under government grants are subject to review by
the granting authority. To the extent, if any, that such a review reduces expenditures allowable
under these grants, the Organization will record such disallowance at the time the final assessment
is made.

Service fees are recognized when earned. Fees are billed when the service has been provided.
Deferred revenue consists of government contract revenue received not yet earned and will be
recognized as revenues in future years.

In-Kind Contributions

In-kind contributions are recognized if they create or enhance nonfinancial assets or require
specialized skills, are provided by individuals and organizations possessing those skills, and would
ordinarily be purchased if not provided by donation. In-kind contributions, including promises to
give, that do not meet these criteria are not recognized. In-kind contributions recognized in the
financial statements are valued at fair market value.

Many individuals have donated time and services to advance the Organization’s programs and
objectives. The value of these services has not been recorded in the financial statements because
it does not meet the definition of recognition under generally accepted accounting principles.

The expense associated with in-kind contributions consists of contributed food, supplies, equipment
and legal services of $273,080 and $315,055 in 2018 and 2017.
Retirement Plan

The Organization has a defined contribution plan covering employees who meet certain age and
service requirements. The Organization contributes 5% of each participant’s eligible compensation.
The Organization contributed $136,847 and $122,105 in 2018 and 2017.

The Organization sponsors a voluntary 403(b) retirement plan that covers all employees. The plan
is funded solely by employee contributions.

Income Taxes

The Organization is exempt from Federal and State income taxes under Section 501(c)(3) of the
Internal Revenue Code, therefore, the statements do not include a provision for income taxes.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Income Taxes (Continued)

The Organization reviews income tax positions taken or expected to be taken in income tax returns
to determine if there are any income tax uncertainties. This includes positions that the entity is
exempt from income taxes or not subject to income taxes on unrelated business income. The
Organization recognizes tax benefits from uncertain tax positions only if it is more likely than not that
the tax positions will be sustained on examination by taxing authorities, based on the technical
merits of the positions. The Organization has identified no significant income tax uncertainties. The
Organization files information returns as a tax-exempt organization. Should that status be
challenged in the future, all years since inception could be subject to review by the IRS.

Functional Allocation of Expenses

The cost of providing the Organization’s programs and other activities is summarized on a functional
basis in the statement of activities and statement of functional expenses. Expenses that can be
identified with a specific program or support service are charged directly to that program or support
service. Costs common to multiple functions have been allocated among the various functions
benefited using a reasonable allocation method that is consistently applied, as follows:

1) Salaries and wages, benefits, and payroll taxes are allocated based on the amounts of time
spent by employees performing those functions.

2) Occupancy, depreciation, and amortization, and interest are allocated on a square foot basis
based on the programs and supporting activities occupying the space.

3) Office expenses and supplies and miscellaneous expenses that cannot be directly identified
are allocated on the basis of salaries and wages.

General and administrative expenses include those costs that are not directly identifiable with any
specific program, but which provide for the overall support and direction of the Organization.
Fundraising costs are expensed as incurred, even though they may result in support received in
future years.

Credit Risk

Financial instruments which potentially subject the Organization to concentrations of credit risk
consist principally of cash. The Organization places its cash with high credit quality financial
institutions and has not experienced any losses in such accounts.

Fair Value Measurements

Under generally accepted accounting principles, fair value is 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. The accounting standards establish a three-level fair value hierarchy that
prioritizes information used in developing assumptions when pricing an asset or liability as follows:

Level 1 - Observable inputs such as quoted prices in active markets;

Level 2 - Inputs, other than quoted prices in active markets, that are observable either directly or
indirectly; and,

Level 3 - Unobservable inputs where there is little or no market data, which requires the reporting
entity to develop its own assumptions.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Fair Value Measurements (Continued)

The Organization uses observable market data, when available, in making fair value
measurements. Fair value measurements are classified according to the lowest level input that is
significant to the valuation.

The Organization holds certain assets that are required to be measured at fair value on a recurring
basis. The fair values of the Organization’s bond funds and mutual funds were determined by
reference to quoted prices in active markets, which are Level 1 inputs.

Change in Accounting Principle

In 2018, the Organization implemented Accounting Standards Update (ASU) 2016-14, Presentation
of Financial Statements of Not-For-Profit Entities, applying the changes retrospectively. The new
standard changes the following aspects of the financial statements:

1) The temporarily restricted and permanently restricted net asset classes have been combined
into a single net asset class called net assets with donor restrictions. The unrestricted net
asset class has been renamed net assets without donor restrictions.

2) The financial statements include a disclosure about liquidity and availability of resources.

3) Investment and brokerage fees have been included with investment gains (losses) instead of
expenses.

Recently Issued Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards
Update (ASU) 2014-09, Revenue from Contracts with Customers (Topic 606), which provides
guidance for accounting for revenue from contracts with customers. The new guidance outlines a
single comprehensive model for organizations to use in accounting for revenue from contracts with
customers. This ASU is effective for annual and interim periods beginning after December 15, 2018
with early adoption permitted. It can be adopted using either a retrospective approach or a modified
retrospective approach. The Organization is currently evaluating this guidance to determine the
impact it may have on its financial statements.

In February 2016, FASB issued ASU 2016-02, Leases (Topic 842), which provides guidance for
accounting for leases. The new guidance requires companies to recognize the assets and liabilities
for the rights and obligations created by leased assets, initially measured at the present value of the
lease payments. The accounting guidance for lessors is largely unchanged. This ASU is effective
for annual and interim periods beginning after December 15, 2019 with early adoption permitted. It
is to be adopted using the modified retrospective approach. The Organization is currently
evaluating this guidance to determine the impact it may have on its financial statements.

13



EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 2 - INVESTMENTS
Investments consist of mutual funds, money market funds, and certificates of deposit.

Investments at December 31, 2018 and 2017 consist of the following:

2018 2017
Money Market Funds $ 8,286 $ -
Mutual Funds:
Equity 140,515 -
Fixed Income 240,091 —
Bond Funds - 611,825
Certificates of Deposit 271,532 366,425
Total $660,424 $978,250
Net Investment income (loss) consists of the following:
2018 2017
Interest and Dividend Income $ 18,962 $ 18,176
Net Unrealized Investment Gains (Losses) (31,573) 2,426
Investment Fees (3,973) -
Total $ (16,584) $ 20,602

The Organization holds investments in a variety of investment funds. In general, its investments are
exposed to various risks, such as interest rate, credit and overall market volatility. Due to the level
of risk associated with certain investments, it is reasonably possible that changes in the values of
the investments will occur in the near term and such changes could be material to the amounts
reported in the statement of financial position.

NOTE 3 - LIQUIDITY AND AVAILABILITY OF FINANCIAL ASSETS

The Organization receives significant revenues from government contracts, program fees and
contributions. Revenues include contributions with donor restrictions that may not be available for
expenditure in the near-term but may be expended by the end of the next fiscal year. The
Organization manages its liquidity and reserves operating within a prudent range of financial
soundness and stability, maintaining adequate liquid assets to fund near-term operating needs and
maintain sufficient reserves to provide reasonable assurance that long-term obligations will be
discharged. The Organization is currently working on a liquidity policy to maintain current financial
assets less current liabilities at a minimum amount of days to be determined by the board of
directors.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 3 - LIQUIDITY AND AVAILABILITY OF FINANCIAL ASSETS (Continued)

The reserve consists of cash and cash equivalents and assets with donor restrictions that will likely
be released within 90 days.

The following table reflects the Organization’s financial assets as of December 31, 2018 that are
available to meet general expenditures within the next year.

Financial Assets:

Cash and Cash Equivalents $ 382,950
Accounts Receivable, Net 457,032
Long-Term Investments 660,424
Total Financial Assets 1,500,406

Less Donor Imposed Purpose Restricted Net Assets 157,528
Amounts Available for General Expenditure within One Year $1,342,878

The above table reflects donor-restricted funds as unavailable because it is the Organization’s
intention to invest those resources for the long-term support of the Organization

NOTE 4 - PROPERTY AND EQUIPMENT

Property and equipment consist of the following:

2018 2017

Land $ 725,000 $ 841,645
Buildings 8,382,036 8,258,236
Furniture and Equipment 423,408 375,801
Vehicles 442,430 428,826

Total Property and Equipment 9,972,874 9,904,508
Less Accumulated Depreciation (4,360,917) (4,072,449)

Total In-Service 5,611,957 5,832,059
Work-in-Process 265,846 -

Total Property and Equipment $ 5,877,803 $ 5,832,059
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 5 - NET ASSETS

Net Assets with Donor Restrictions consist of the following at December 31, 2018 and 2017:

2018 2017
Purpose Restrictions $ 136,528 $ 88,140
Time Restrictions - 4,700
Donor Restricted Endowment Funds 21,000 20,500
Total Net Assets with Donor Restrictions $ 157,528 $ 113,340

Net assets with donor restrictions released from restriction were $92,840 and $85,852 in 2018 and
2017. Net assets with donor restrictions were released from restriction due to satisfaction of time
and program restrictions.

NOTE 6 - LONG-TERM DEBT

Long-term debt is as follows:

2018 2017

Note payable to Northeast Bank due in monthly installments of

$7,139 including fixed interest at 3.95%. The note matures

January 9, 2028 and is secured by the assets of the Organization. $ 246,677 $

Less Amount Due Within One Year (78,529) -

Long-Term Debt $ 168,148 $ -

Cash payments for interest were $905 in 2018. Total unadvanced funds of $458,323 were available
to the Organization at December 31, 2018.

The note payable contains certain covenants including a debt service coverage (DSC) ratio. At
December 31, 2018, the Organization was not in compliance with the DSC ratio, however, a waiver
from the bank was received.

Principal payments required during the next three years are: 2019 - $78,529; 2020 - $85,668; and
2021 - $82,380.

NOTE 7 - LEASE COMMITMENTS

The Organization leases a portion of its office space and office equipment under operating lease

agreements which expire in 2020. The Organization pays operating costs associated with each
location based on its share of space.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 7 - LEASE COMMITMENTS (Continued)

The Organization’s lease expense and its share of the future minimum lease commitments under
these operating leases are as follows:

Expense:
2018 $ 38,254
2017 35,615
Commitments:
2019 $ 5,700
2020 2,000
Total Commitments $ 7,700

The Organization subleases some of its facility space and services to another organization under a
contract which expired in 2018. In 2018 the agreement was amended to include a five-year
extension until November 30, 2023. Either party may cancel the agreement upon giving thirty day
notice. Lease income was $113,615 and $117,416 for the years ended December 31, 2018 and
2017, respectively.

NOTE 8 - CONTINGENCIES - UNEMPLOYMENT INSURANCE

The Organization has elected out of the Minnesota state unemployment insurance program and
participates in a grantor trust to cover unemployment insurance claims. If claims exceed payments
into the trust the Organization could be liable for those claims.

The Organization has estimated cash balances of $96,330 and $125,090 at December 31, 2018

and 2017, respectively, for eligible unemployment claims in Minnesota. No asset has been recorded
on the Statement of Financial Position.

NOTE 9 - MAJOR SOURCES OF REVENUE AND SUPPORT

The Organization receives a substantial amount of its support from various forms of government
funding. A significant reduction in the level of funding from these sources would have a material
effect on the Organization’s programs and activities.

The Organization has a federal contract which accounts for 20% and 19% of all revenues in 2018
and 2017.

NOTE 10 - SUBSEQUENT EVENT

On January 22, 2019, the Organization sold the building for the friendship center. The total sale

price was $595,000 less broker fees, legal fees, and taxes. Total gain recognized for the sale was
approximately $500,000.
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Reports on Audit of Federal Financial
Assistance

For The Year Ended December 31, 2018



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
GOVERNMENT AUDITING STANDARDS

Board of Directors and Management
East Side Neighborhood Services, Inc.
Minneapolis, Minnesota

We have audited, in accordance with the 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, the financial statements of East
Side Neighborhood Services, Inc., which comprise the statement of financial position as of
December 31, 2018, and the related statements of activities, cash flows and functional expenses for
the year then ended, and the related notes to the financial statements, and have issued our report
thereon dated May 22, 2019.

Internal Control Over Financial Reporting

In planning and performing the audit of the financial statements, we considered the Organization’s
internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
Organization’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the Organization's internal control.

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
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. A significant deficiency is a deficiency, or a combination of deficiencies,
in internal control that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we considered to be material weaknesses. However,
material weaknesses may exist that have not been identified.
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East Side Neighborhood Services, Inc.
Page Two

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Organization’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and 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 nhoncompliance
or other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Organization’s internal control or on compliance. This report is an integral part of an audit performed
in accordance with Government Auditing Standards in considering the Organization’s internal
control and compliance. Accordingly, this communication is not suitable for any other purpose.

OXnons Ihidkons & Co., LAd,

Roseville, Minnesota
May 22, 2019
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE

Board of Directors and Management
East Side Neighborhood Services, Inc.
Minneapolis, Minnesota

Report on Compliance for Each Major Federal Program

We have audited East Side Neighborhood Services, Inc.’s compliance with the types of compliance
requirements described in the OMB Compliance Supplement that could have a direct and material
effect on the Organization’s major federal program for the year ended December 31, 2018. The
Organization’s major federal program is identified in the summary of auditor's results section of the
accompanying Schedule of Findings and Questioned Costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for the Organization’s major federal
program based on our audit of the types of compliance requirements referred to above. 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 the audit
requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).
Those standards and the Uniform Guidance 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 the Organization’s compliance with
those requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for the major
federal program. However, our audit does not provide a legal determination of the Organization’s
compliance.

Opinion on Each Major Federal Program

In our opinion, the Organization complied, in all material respects, with the types of compliance

requirements referred to above that could have a direct and material effect on the major federal
program for the year ended December 31, 2018.
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East Side Neighborhood Services, Inc.
Page Two

Report on Internal Control Over Compliance

Management of the Organization is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In planning
and performing our audit of compliance, we considered the Organization’s internal control over
compliance with the types of requirements that could have a direct and material effect on a major
federal program to determine the auditing procedures that are appropriate in the circumstances for
the purpose of expressing an opinion on compliance for the major federal program and to test and
report on internal control over compliance in accordance with the Uniform Guidance, 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 the Organization’s 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 a material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely
basis. A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance.

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 material weaknesses or significant deficiencies. We did not identify
any deficiencies in internal control over compliance that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

Purpose of this Report
The purpose of this report on internal control over compliance is solely to describe the scope of our

testing of internal control over compliance and the results of that testing based on the requirements
of the Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

OLnams Thiskan & Co,, L.

Roseville, Minnesota
May 22, 2019
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED DECEMBER 31, 2018

CFDA Pass-Through Federal
Federal Grantor/Pass-Through Grantor Program Title Number Grantors Number Expenditures
U.S. DEPARTMENT OF AGRICULTURE:
Passed Through:
Minnesota Department of Agriculture:
School Nutrition Program 10.558 $ 20,042
Wisconsin Department of Public Instruction:
School Nutrition Program 10.558 5,888
Total U.S Department of Agriculture 25,930
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT:
Passed Through:
City of Minneapolis:
Community Development Block Grant (CDBG) Cluster:
CDBG - Entitlement Grants 14.218 154,515
CDBG - Minneapolis Public Housing - Glendale Food Shelf 14.218 40,000
Total CDBG Cluster 194,515
Public and Indian Housing - Luxton 14.850 10,000
Total U.S. Department of Housing and Urban Development 204,515
U.S. DEPARTMENT OF LABOR:
Passed Through:
Senior Service America, Inc.
Senior Community Service Employment 17.235 1,516,622
City of Minneapolis:
Workforce Investment Act - Youth Activities 17.259 96,196
Total U.S. Department of Labor 1,612,818
U.S. DEPARTMENT OF EDUCATION:
Passed Through:
Minnesota Department of Education:
Title | 84.010 25,422
Twenty-First Century Community Learning Centers 84.287 663,333
Total U.S Department of Education 688,755
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES:
Passed Through:
Metropolitan Council - Minnesota Board of Aging:
Transportation Services - Title Illb 93.044 113,196
U.S. DEPARTMENT OF HOMELAND SECURITY:
Passed Through:
Greater Twin Cities United Way:
ARRA - Emergency Food and Shelter Program 97.114 13,829
Total Federal Awards $ 2,659,043

* Pass-through grantors number was not available.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (Continued)
YEAR ENDED DECEMBER 31, 2018

NOTES TO SCHEDULE:
Description of Major Program:

Senior Community Service Employment Program

The Senior Community Service Employment program offers low-income elderly persons paid
community service and training as an entry into productive work.

Basis of Presentation

East Side Neighborhood Services, Inc. presents its schedule of federal expenditures of federal
awards (the Schedule) in accordance with requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Because the Schedule presents only a
selected portion of the operations of the Organization, it is not intended to and does not present
the financial position, change in assets or cash flows of East Side Neighborhood Services, Inc.

Summary of Significant Accounting Policies

Expenditures reported on the schedule of expenditures of federal awards are reported on the
accrual basis of accounting. Such expenditures are recognized following the cost principles
contained in the Uniform Guidance, wherein certain types of expenditures are not allowable or are
limited as to reimbursement. The Organization has elected not to use the 10 percent de minimis
indirect cost rate as allowed under the Uniform Guidance.
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EAST SIDE NEIGHBORHOOD SERVICES, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2018

SECTION | - SUMMARY OF AUDIT RESULTS
Financial Statements
Type of auditors’ report issued: Unmodified

Internal control over financial reporting:

o Material weakness(es) identified? yes X no

¢ Significant deficiency(ies) identified? yes X no
Noncompliance material to financial statements noted? yes X no
Federal Awards
Internal control over major programs:

e Material weakness(es) identified? yes X no

¢ Significant deficiency(ies) identified? yes X no
Type of auditor’s report issued on compliance for major programs: Unmaodified
Any audit findings disclosed that are required to be reported

In accordance with 2 CFR Section 200 516(a) yes X no
Identification of major Programs:

Name of Federal
CFDA Number(s) Program or Cluster
17.235 Senior Community Service Employment Program

Dollar threshold used to distinguish between

type A and type B programs: $750,000
Auditee qualified as low-risk auditee? X yes no

SECTION II - FINANCIAL STATEMENT FINDINGS

No matters were reportable conditions.

SECTION Iil - FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL PROGRAMS

No matters were reportable conditions.
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