FINANCE COMMITTEE AGENDA |

A Committee of the Chico City Council: Councilmembers Flynn, Sorensen and Chair Gruendl |
Meeting of March 22, 2011 — 8:00 a.m. to 10:00 a.m. \
Council Chamber Building, 421 Main Street, Conference Room No. 1

REGULAR AGENDA

A. Consideration of Draft Action Plan for the Use of Federal Community Development Block Grant
{CDBG) and Housing Investment Partnerships Program (HOME) Funds. - The City receives an annual
award of community development and housing funds from the federal department of Housing and Urban
Development (HUD). Each year the City must submit an annual “Action Plan” to HUD describing the City’s

plans for using these funds in the upcoming year. (Report - Sherry Morgado, Housing & Neighborhood
Services Director) |

Recommendation - The Housing & Neighborhood Services Director recommends that the Finance|

Committee review and accept the draft annual Action Plan summary and forward its recommendations to the|
City Council for consideration. |

B. Acceptance of the Community Organization Program Compliance Reports on Fiscal Year 2009-10|
Agreements - As part of its streamlining approvals for the Community Organization Funding Program,
Council authorized biennial compliance reviews of agencies receiving $5,000 or more per fiscal year, and of‘
agencies receiving funding for the first time. Finance Department staff reviewed compliance with the
provisions of the Fiscal Year 2009-10 funding agreements, and the Community Development Manager has|
presented an agenda summary report on those results. Copies of the agenda report were provided to all of|

the audited agencies involved along with a notice of this meeting. (Report - Cris Carroll, Community
Development Manager) :

Recommendation - The Community Development Manager recommends acceptance of the Fiscal Year\
2009-10 compliance reports. |

C. Reports and Communications \

(1) The Committee will be provided with a verbal update regarding any Q & A (if any) for the last quarter.

D. Business from the Floor. Members of the public may address the Committee at this time on any matter not|
already listed on the agenda, with comments being limited to three minutes. The Committee cannot take any|
action at this meeting on requests made under this section of the agenda. |

E. Adjournment and Next Meeting — The meeting will adjourn no later than 10:00 a.m. The next regular|
Finance Committee meeting is scheduled for Thursday, April 7, 2011, at 3:00 p.m. in Conference Rm. No. 1. |

Distribution available in the office of the City Clerk |

Prepared: 3/7/11
Posted: 3/17/11
Prior to:  5:00 pm

|

Chico City Clerk’s Ofﬁce‘

411 Main Street, Chico, CA 95928
(530) 896-7250 |

Please contact the City Clerk at 896-7250 should you require an agenda in an alternative format or if you need to|
' ( request a disability-related modification or accommodation in order to participate in a meeting. This request should‘

be received at least three working days prior to the meeting in order to accommodate your request.



Finance Committee
cmesto) Agenda Report Meeting Date: March 22, 2011

TO: ' Finance Committee
FROM: - Sherry Morgado, Housing and Neighborhood Services Director 879-6301

RE: 2011-12 Draft Annual Plan for the Use of Federal Community Development Block Grant (CDBG)
and Housing Investment Partnerships Program (HOME) Funds.

REPORT IN BRIEF:

The City receives an annual award of community development and housing funds from the federal department
of Housing and Urban Development (HUD). Each year the City must submit an Annual Plan to HUD describing
the City’s plans for using these funds in the upcoming year.

Recommendation: The Housing & Neighborhood Services Director recommends that the Finance

Committee review and accept the draft Annual Plan summary and forward its recommendations to the
City Council for consideration.

FISCAL IMPACT:

The funds being allocated to the City are federal grant funds which are received through an entittlement process.
The federal government has not yet passed an appropriations bill for these programs for 2011-12. The funding
for these programs is currently part of a heated partisan debate on Capitol Hill, due to the on-going struggles with
the Federal budget deficit. The President is recommending allocating funding for these programs in 2011-12 at
the same levels as 2010-11. However, deep cuts to the CDBG program (62.5%) have been proposed by the
House of Representatives. As of the date of the writing of this report, the Senate had not yet passed their version
of the appropriations bill. Allindications are that they will also recommend cuts, though not as deep as the House.
It is unknown at what level of cuts that the President would veto the bill. This stalemate makes it extremely
difficult to plan for the coming year. However, staff believes it prudent to plan for a 20% cut as a potential mid-
point between the President’s proposed budget and what might emerge from Congress.

BACKGROUND:

The Community Development Block Grant (CDBG) program was created in 1974 by the federal government to
meet the community development and housing needs of local governments. Programs and services must serve
low-moderate income persons and neighborhoods. The Housing Investment Partnerships (HOME) program was
authorized in 1990 under Article Il of the Cranston-Gonzalez National Affordable Housing Act. Both programs are

administered by the Office of Community Planning and Development (CPD) of the Federal Department of Housing
and Urban Development (HUD).

Consolidated Planning and Citizen Participation Requirements

The regulations applicable to these programs require that the City develop and adhere to a five-year “Consolidated
Plan” for the use of CDBG and HOME funds and create an Annual Plan each year. The Consolidated Plan
documents the City of Chico’s community development and affordable housing needs and describes how CDBG
and HOME funds will be used to meet them during the five-year plan period. The current Consolidated Plan was
adopted in 2010 and covers the period 2010 - 2015.

The City is also required to document how it will involve the public in the planning process for HOME and CDBG.
This “Citizen Participation Plan” identifies the opportunities for public information and comment and the steps the
City will take to involve the public. The schedule of public meetings and opportunities for public comment on the
2011-12 Annual Plan are shown on Attachment A. These include a Community Information Workshop, publication
of the draft Annual Plan and two City Council public hearings. The Community Information Workshop was held

on March 9, 2011 to provide the public with information regarding the CDBG and HOME programs and the Annual
Plan process.

After its review of the draft Annual Plan summary, the Committee will be asked to recommend to the City Council
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RE: Draft Annual Plan
Meeting Date: March 22, 2011
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that the draft Annual Plan be published for public review, subject to any identified revisions. The City Council will
consider the Committee’s recommendation on the draft Plan at its April 5, 2011 meeting.

The draft plan must be published for a 30-day public comment period between the two public hearings to be held
by the City Council. The City Council must direct staff to publish the draft Annual Plan no later than April 7, 2011
to allow staff to receive public comment for 30 days and prepare the final Annual Plan for Council to consider at
its May 17, 2011 meeting. The public may comment on the draft Annual Plan up until the May 17 meeting of the
City Council and testify at the public hearings. Comments received after the end of the 30-day comment period
may not have a formal response included in the submission of the Annual Plan to HUD. Staff will submit the
Annual Plan to HUD immediately after the May 17 Council hearing. HUD requires at least 30 days to review and
approve the City’s Annual Plan before funds are committed for the new fiscal year beginning July 1.

Estimated Annual Award

The City has “entitlement jurisdiction” status under both the CDBG and HOME Programs. As an entitiement
jurisdiction the City receives an annual award of CDBG and HOME funds based on a formula that divides the
Congressional appropriation to the CDBG and HOME programs amongst all the eligible localities in the nation.
In order to receive this award the City must submit an Annual Plan to HUD staff. Activities proposed under the
Plan must be consistent with the City’s five-year Consolidated Plan.

The funds being allocated to the City are federal grant funds which are received through an entitlement process.
The federal government has not yet passed an appropriations bill for these programs, so there has not yet been
agrant allocation announcement to the City. The funding for these programs is currently part of a heated partisan
debate on Capitol Hill due to the on-going struggles with the Federal budget deficit. The President is
recommending allocating funding for these programs in 2011-12 at the same levels as 2010-11. However, deep
cuts to the CDBG program (62.5%) have been proposed by the House of Representatives. As of the date of the
writing of this report, the Senate had not yet passed their version of the appropriations bill. All indications are that
they will also recommend cuts, though not as deep as the House. It is unknown at what level of cuts that the
President would veto the bill. This stalemate makes it extremely difficult to plan for the coming year. However,
staff believes it prudent to plan for a 20% cut as a potential mid-point between the President’s proposed budget
and what might emerge from Congress.

A 20% cut to both programs would result in a CDBG allocation of $831,034 and a HOME allocation of $651,155
for fiscal year 2011-12.

Balance of Prior Year Un-expended Funds: Unexpended funds are available for carry-forward and reallocation
from the following 2010-11 projects/programs:

CDBG: Program administration, housing rehabilitation, code enforcement and the sewer lateral connection
program.

HOME: Housing rehabilitation, CHDO funds reserved for the Martha’s Vineyard project, tenant-based rental
assistance.

These carryover funds are being re-programmed for the same program in 2011-12 or they are being reallocated
to another project. They are included in the total amount of available funds shown on Attachment B.

DISCUSSION:

A draft Annual Plan summary budget has been prepared by staff based on known project proposals that are
identified priorities in the Consolidated Plan, and on-going program activities. A summary line item budget is
attached as Attachment B. As described above, this draft budget has been prepared assuming a 20% cut to both
programs’ funding levels. Once the Federal government has a signed appropriations bill in place, appropriate

action to either increase or reduce the proposed funding of our Annual Plan will be presented to City Council at
that time.
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RE: Draft Annual Plan
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itshould also be noted that the proposed elimination of Redevelopment Agencies in California further complicates
the planning for these funds, and may ultimately change the “mix” of activities and projects that have typically been
funded by the City of Chico. The loss of redevelopment housing funds would shift the burden of providing for
housing construction priorities onto these grants. HOME funds are the most closely related to the RDA housing
set-aside, as they are restricted to affordable housing uses.

Proposed Use of HOME Funds: The 2011-12 proposed Plan reflects the following priorities identified in the
Consolidated Plan and the City’s Housing Element:

1). Construction of new affordable units targeted to low-, very-low, and extremely-low income households
(Martha’s Vineyard to be developed by CHIP and the Esplanade project to be developed by CAA);

2). Maintenance of the existing housing stock that is affordable to lower income households (Housing
Rehabilitation);

3). Rental assistance for very-low and extremely-low income households currently participating in self-sufficiency
programs, who are expected to reach self-sufficiency in the next one-two years (Tenant Based Rental
Assistance).This program has been re-tooled and gained tremendous momentum in the last two years, and
provides a significant contribution towards preventing homelessness in our community.

If our allocation amount is higher than shown on this budget, staff would also recommend funding the Credit
Counseling Program operated by Community Housing & Credit Counseling Center at a level of approximately
$40,000. This is a program previously funded through the RDA housing fund.

The major program from the past which is absent from this budget is the Mortgage Subsidy Program. In the past,
this program was substantially funded by the RDA housing fund, with a very small amount funded by the HOME
grant. Given the potential for severely restricted HOME funding, and the other housing needs in our community,
staff does not believe it is the best use of such limited funds at this time. Again, should our allocation be higher
than planned, this program could be reinstated, but there would likely only be enough funding for a few loans.

Proposed Use of CDBG Funds:

CDBG has a broader overall range of eligible application than HOME, but has somewhat restricted housing uses.
In addition, planning for a 20% cut in this grant means a reduction of funding in nearly all eligible categories funded
in previous years. Staff's recommendations for this grant are also in accordance with the priorities identified in
the Consolidated Plan and Housing Element.

1). The greatest overall funding amount is recommended with the Community Facility Improvement category. This
includes a long-needed expansion of the Torres Community Shelter. Phase | of this expansion would provide a
kitchen and dining room for the facility, along with site improvements to facilitate a Stage Il expansion and the
eventual development of transitional housing for shelter guests. In addition, funding is recommended to connect
the Well Ministry transitional housing project on the Esplanade to the City sewer system. This project was
previously approved by the City Council, but was unable to move forward due to some regulatory issues that
arose. We believe those previous issues have been resolved.

2). Staff is recommending that the current Council policy of fully allocating the allowable 15% of the grant for
public services should be continued. This funds programs such as Meals on Wheels, Catalyst Domestic Violence
Services, The Children's Education Center, The Esplanade House, etc. These programs are safety net programs
for the most vulnerable in our community, and are being heavily impacted by State budget cuts.

3). Modest but feasible amounts are recommended for Rental Housing Accessibility , Housing Rehabilitation
Grant Program, and Sewer Connection Assistance program. This modest funding will allow the City to continue
preserving housing stock which is affordable, facilitate the implementation of the Nitrate Compliance Plan, and
to allow individuals with disabilities to continue to live independently in their own homes.

PUBLIC CONTACT:

A public notice of annual planning was published in local newspapers of general circulation on February 24, 2011.
A public workshop was held by the City Housing & Neighborhood Services staff on March 9, 2011 at 6:00 p.m.

$:\04_Finance Committee\2011-3-2212011-12 Annual Plan Rpt.wpd



RE: Draft Annual Plan
Meeting Date: March 22, 2011
Page 4

Prepared by:

.y Uy ol

Sherry Morgado( Housing and N@hborhood
Services Director

DISTRIBUTION:

City Clerk (17)

Finance Director

Housing Manager

Community Development Manager

ATTACHMENTS:
A - Schedule of Meetings/Hearings/Notices
B - Draft Annual Plan Summary Budget
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City of Chico
2011-2012 CDBG/HOME Annual Plan
Schedule of Meetings/Hearings/Notices

February 24, 2011 - Notice of Annual Planning
Wednesday March 9, 2011 - CDBG/HOME Community Workshop

Tuesday March 22, 2011 - Finance Committee Meeting

Tuesday April 5, 2011 - City Council Public Hearing on the DRAFT Annual
Plan

Thursday April 7, 2011 — Notice of Comment Period and Final Annual Plan
Hearing

April 7 — May 10, 2011 — 30-day public comment period on the draft Annual
Plan

Thursday April 7, 2011 - Finance Committee- Community Organization
Funding (incl. CDBG)

Thursday April 21, 2011 - Finance Committee- Community Organization
Funding (incl. CDBG)

Tuesday May 17, 2011 - City Council Public Hearing on the FINAL Annual
Plan

Thursday May 19, 2011 — staff to submit Annual Plan to HUD

Attachment A



CITY OF CHICO

03/10/2011
Housing & Neighborhood Services
2011-2012 Annual Plan
(Assumes 20% cut)

New 2011-12

CDBG Prior Year Funds Allocation Total 2011-12
USES
Administration (20% cap)
General program administration $ - 166,207.00
[Fair housing program - 10,000.00
Continuum of Care administration - 10,000.00
Housing programs and projects
Housing rehabilitation program delivery - 30,000.00
Housing rehabilitation program grants - - 86,172.00
Rental Housing Accessibility Program - 30,000.00
Housing Counseling--TBRA Admin and Lease Guarantee 50,000.00
Code enforcement - 150,000.00
Commmunity facility improvement
Well Ministry Sewer Connection - 90,000.00
900 Esplanade Evaluation 9,000.00
Torres Phase I Expansion 550,000.00
Infrastructure
Sewer Laterals--nitrate compliance areas - 50,000.00
Economic development
Small business center - microenterprise counselling - 25,000.00
Public Services (15% cap) - 124,655.00
Totals - - $ 1,381,034.00
SOURCES
Prior year funds remaining $ 530,000.00 530,000.00
Re-allocated from discontinued/completed projects -
2011-12 entitlement award (estimated) 831,034.00 831,034.00
Program income available 20,000.00 20,000.00
[Total available 550,000.00 831,034.00 $ 1,381,034.00 |

Attachment B



CITY OF CHICO

03/10/2011
Housing & Neighborhood Services
2011-2012 Annual Plan
(Assumes 20% cut)

New 2011-12

HOME Prior year funds Allocation Total 2011-12
USES
Administration
HOME program general administration $ - 65,115.00
Housing programs and projects
Housing rehabilitation program loans 116,040.00
Tenant-based rental assistance - 180,000.00
CHDO Set-Aside (Martha's Vineyard-CHIP) 1,100,000.00
Esplanade-CAA - 450,000.00
Totals - - $ 1,911,155.00
SOURCES
Prior year funds remaining $ 1,160,000.00 1,160,000.00
Re-allocated from discontinued/completed projects -
2011-12 entitlement award (estimated) 651,155.00 651,155.00
Program income available 100,000.00 100,000.00
ITotal available 1,260,000.00 651,155.00 $ 1,911,155.00
Total uses $ - $ - 3,292,189.00

Total sources

1,810,000.00 1,482,189.00 $ 3,292,189.00
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. Finance Committee Agenda Report Meeting Date: 03/22/11
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TO: Finance Committee
FROM: Cris Carroll, Community Development Manager (879-6307)

RE: Community Organization Program Compliance Reports -

Fiscal Year 2009-10 Agreements
REPORT IN BRIEF:

Compliance Reports have been prepared by the City's Accounting Manager following field reviews of select recipient

organizations' records to verify that the terms of the Community Organization Funding Program agreements have been
followed.

Recommendation:
Staff recommends acceptance of the Community Organization Compliance Reports for Fiscal Year 2009-10.

FISCAL IMPACT: No additional impact. Stairways Recovery, Inc. did refund $699 in unexpended funds originally
allocated from the Community Development Block Grant (CDBG) funds; this refund then became available as program
income for reallocation for other qualifying CDBG-eligible purposes.

BACKGROUND:

As part of its streamlining approvals to the Community Organization Funding Program at its meeting held March 6, 2007,
the City Council authorized biennial compliance audits for those organizations receiving $5,000 or more (per fiscal year)
unless the organization is receiving funding for the first time. Additionally, staff may initiate a compliance review if an

agency's reports on City expenditures and service levels or general performance cause concern about compliance with
terms of City agreements.

The records reviews were conducted by Finance Department staff this year to test compliance with the provisions of the
City's funding agreements. Following completion of the Finance reports, program staff reviews them, provides an
opportunity for the organizations to respond to any findings, and identifies major findings which may require a
recommendation to the City Council action for remediation.

DISCUSSION:

Attached to this report is the matrix chart which provides a summary of those organizations selected for biennial review
and funded in Fiscal Year 2009-10 and the areas of contract compliance which were reviewed. Those organizations
receiving General Fund monies in the general services and arts categories are listed on the yellow pages, while those
receiving Community Development Block Grant funds are on green. Areas of specific non-compliance are indicated
with an "N" on the matrix or an indication of the number of late reports. A reference binder containing all the reports
has been placed in the City Council office.

FULLY COMPLIANT ORGANIZATIONS:
The following organizations were found to be fully compliant with the requirements of the funding agreements:

Catholic Ladies Relief Society Independent Living Services
Passages Adult Resource Center Chico Cabaret

Chico Theater Company Children's Choir of Chico
North State Symphony Caminar

Chico Community Children's Center Stairways Recovery, Inc.

Rape Crisis Intervention

Community Action Agency '

Although the initial finding and matrix indicate that an )’ndependent audit was not submitted to the City within
30 days of receipt, the organization subsequently provided e-mails documenting that the financial audit was
submitted timely in June 2010. The audit had been submitted electronically, but was sent to the e-mail
address of a former City employee who had been the primary staff contact. Based on this information, the
finding is eliminated and the organization is found to be fully compliant with the terms of the funding
agreement.
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Finance Committee
Meeting Date: 03/22/11
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ORGANIZATIONS WITH MINOR FINDINGS OR NO FURTHER ACTION RECOMMENDED:
A Blue Room Theater
Late report (1 of 2)

B. Legal Services of Northern California
1. Independent audit not submitted to City within 30 days of receipt
2. Provided services for 471 clients rather than the goal of 518 clients (units of service)

General Comments on Minor Findings

Minor findings are defined as those areas of non-compliance which staff felt were minor, were easily correctable by the
organization, or were discussed with the organization and remediated.

Units of Service and Outcomes

The contracted units of service are based on application estimates provided by the organization for the upcoming funded
year; these units are then written into the agreements as one of the performance measures. The administrative staff is
satisfied that, although an organization may not achieve the specific number cited in the agreements and was therefore
technically non-compliant with the terms of the agreement, the organization did provide enough units of service to justify
the amount of City support provided to the programs. Agencies are annually counseled during orientation to provide
reasonable and conservative estimates of units of service which are proportionate to the percentage of City funding of the

agencies’ overall budgets. Therefore, the administrative staff is not recommending further action on unit of service
findings.

Regquirement to Submit Independent Audit within 30 Days

The agreement for use of federal Community Development Block Grant funding requires that the agency shall submit any
independent audit of its program to the City within 30 days of receipt. Audits for both the Community Action Agency and
Legal Services of Northern California were provided subsequent to the compliance review. Staff is further recommending
that future agreements modify this clause to provide that independent audits shall be submitted within 30 days of the
acceptance of the audit by an organization's Board of Directors which is a more reasonable standard and allows for the
Board to address any issues in the financial audit prior to presentation to the City.

PUBLIC CONTACT:
All organizations selected for the biennial review were provided with their respective compliance reports, offered an

opportunity to respond to any findings in them, and were provided a notice of the Finance Committee meeting with a copy
of this agenda report.

Prepared by: Approved by:
Uitvar L A M

oy

Community Development Mgr. avid Burkland, City Manager
Cris Carroll (879-6307)

Reviewed by:

Jhewe, Cppaelo

Housing & NefghborHood Séfvices Director
Sherry Morgado (879-6301)
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REPORT DISTRIBUTION:

Finance Committee Agenda (orig + 16)
City Council Office - reference binder
Accounting Manager Fields

Community Development Manager Carroll
Audited Agencies (Carroll) - (14)
APC/Arts Commission (8) - via email

ATTACHMENTS:
Exhibit "A" - Findings Matrix

FILE:
D-27-3 - Carroll
Organization Files (14) - Carroll
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City of Chico, California

Summary of Community Agency Audits

General Fund
For the Fiscal Year ended June 30, 2010

&
o > & >
> & 0 <
> & & & v &
& e s J13e/) d. 3 &
Iy 3 o ) S ¥ ) &
& ~ & o &£ s 9 2 & S o
Q 3 > o> /o > S J © S )
© & ) o @ N < @ > o & 3§ &
o ® & L A E S PN o & & S §
d $ S Fe /S S o .3 S &E § >
$ 3 S § 8 [855 & S N S 5 N
< LN L Q o X o -£
N S ) &/ Je§SE8)/ ) &/ s/ K3
& e & /e 5885/ & g/ § $ &
General N o & £ < S N & <
ORGANIZATION Funding
1 _|Catholic Ladies Relief Society $ 17,100
2 _[independent Living Services 14,378
3 |Passages Adult Resource Center 5,225
4 |Rape Crisis Intervention 24,639
N - Compliance requirement not met
U - Unable to test compliance requirement
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City of Chico, California
Summary of Community Agency Audits
Arts & Economic Development/Tourism
For the Fiscal Year ended June 30, 2010
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ORGANI unding

5|Blue Room Theater $ 17,387 12
6{Chico Cabaret 7,683

7]|Chico Theater Company 8,600

8|Children's Choir of Chico 14,700

9|North State Symphony 7,504

N - Compliance requirement not met
U - Unable to test compliance requirement
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City of Chico, California
Summary of Community Agency Audits

Community Development Block Grant Funded

For the Fiscal Year ended June 30, 2010

N

CDBG

unding

6,650
19,950
12,825
15,205

2,725

N - Compitance requirement not met
U - Unable to test comphiance requirement

11]Chico Community Children's Center

12| Community Action Agency

10]CAMINAR

13|Legal Services of Northern California

14| Stairways Recovery, Inc.
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LEGAL SERVICES OF NORTHERN CALIFORNIA

Butte Regional Office
541 Normal Avenue; P.O. Box 3728
Chico CA 95927-3728
530-345-9491 or 1-800-345-94911
Oroville 534-9221 fax 530-345-6913
email: chico-office@lsnc.net web: www.Isnc.net
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Cris Carroll

[ 1
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City of Chico P

: lmt;;\:r AND
Community Development Manager N TS
P.O. Box 3420 EHERBORAOOD

Chico CA 95927-3420

Re:  Response to Compliance Report

Dear Ms. Carroll:

I would like to take this opportunity to respond to the findings in the compliance report dated
January 20, 2011, regarding the Community Development Block Grant Agreement for fiscal

year 2009-2010, between the City of Chico and Legal Services of Northern California
(“LSNC”).

The response to the first finding that LSNC did not meet its goal of serving 518 clients is as
follows:

Rather than serve 518 clients, LSNC actually served 471 clients. Although this figure is
more than 90% of the targeted goal, it does fall short of the goal stated in the Agreement.
LSNC has been a recipient of CDBG funds in the past, and we believe that this is the first
time that LSNC has ever not met the targeted goal. During this past fiscal year, there was an
unexpected drop in staffing. From January 15,2010 to September 15, 2010, our office went
from two full-time staff attorneys and one part-time staff attorney, to one full-time staff
attorney and one part-time staff attorney. With the loss of one full-time staff attorney, the
amount of clients that LSNC was able to serve during that time period was negatively
impacted. Since September 15, 2010, however, our office has returned to its previous
staffing levels, and we have been able to restore the level of clients that are being served. For
the current grant period (2010 - 2011 fiscal year), as of December 31, 2010, the half-way
point, LSNC has served 302 clients. LSNC’s goal for this grant period is 517 clients, thus
LSNC is well on target to meet the current year’s goal.

The response to the second finding that LSNC did not provide a copy of its audited financial
statements is as follows:
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LSNC’s finance department is located at our executive office in Sacramento, California. All
audits and financial statements are coordinated by the finance department rather than by the
regional offices. It was an oversight by our office here in Chico, that a copy of the audited
financial statements was not provided to the City. Enclosed with this letter is a copy of
LSNC’s most recent audited financial statements. Additional information, including LSNC’s

Annual Report is available upon your request. This information is also available on LSNC’s
website: http://www.lsnc.info.

If there are any questions regarding the information stated above, I welcome the opportunity

to discuss them with you further. I am hopeful that there will be no need for the City to
recommend any further action on these findings.

Sincerely,

LEGAL SERVICES OF NORTHERN CALIFORNIA
BUTTE REGIONAL OFFICE

/Cﬂ/ /'/)/ / - //
Jeglnifer Hhffner '
Acting Managing Attorney
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Cropper Accountancy Corporation
Certified Public Accountants

2977 Ygnacio Valley Road, #460
Walnut Creek, California 94598
Tel: (925) 932-3860

Fax: (925) 932-3862

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of Legal Services of
Northern California, Inc.
Sacramento, California

We have audited the accompanying statements of financial position of Legal Services of Northern
California, Inc. (LSNC) as of December 31, 2009 and 2008 and the related statements of activities,
functional expenses, and cash flows for the years then ended. These financial statements are the
responsibility of LSNC's management. 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 audits 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 audits provide 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 Legal Services of Northern California, Inc. as of December 31, 2009 and 2008, and
the changes in its net assets and its cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

0/977\/«/ J%om Vizj &’7’%\ ﬂ/ZbWu

CROPPER ACCOUNTANCY CORPORATION
Walnut Creek, California
April 13,2010



LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.

Statements of Financial Position
December 31, 2009 and 2008

ASSETS
2009 2008
CURRENT ASSETS:
Cash and cash equivalents $ 1,743,663 $ 2,225,471
Restricted cash 4,025 93
Investments 2,109,672 1,187,739
Grants and contracts receivable, deemed fully collectible 1,619,516 1,152,336
Other receivables 21,324 5,368
Prepaid expenses 86,204 67,658
Total current assets 5,584,404 4,638,665
FIXED ASSETS, NET 1,495,741 1,526,175
DEPOSITS 16,534 15,879
TOTAL ASSETS $ 7,096,679 $ 6,180,719
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable $ 63,727 $ 142,634
Accrued payroll and related 432,183 452,810
Client deposits 4,025 93
Deferred revenue 18,119 52,413
Current portion of mortgages payable 90,267 86,724
Total current liabilities 608,321 734,674
MORTGAGES PAYABLE - LONG TERM 286,990 377,258
Total liabilities 895,311 1,111,932
NET ASSETS:
Unrestricted:
General 2,130,926 1,847,106
Board-designated reserve - endowment 48,326 48,326
Board-designated reserve - self insurance 377,059 333,876
Fixed Assets, net of related debt _(134,163) (208,509
Total unrestricted 2,422,148 2,020,799
Temporarily restricted 3,346,483 2,615,251
Permanently restricted 432,737 432,737
Total net assets 6,201,368 5,068,787
TOTAL LIABILITIES AND NET ASSETS $ 7,096,679 $ 6,180,719

The notes to the financial statements are an integral part of these financial statements
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LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.

OPERATING SUPPORT AND REVENUES:
Grants and contracts
Contributions and fundraising events
Donated goods and services
Court awarded settlements
Interest income
Net unrealized gain (loss) on investments
Insurance proceeds
Other

Net assets released from restrictions

Total operating support and revenues

OPERATING EXPENSES:
Program
Fundraising
Management and general
Total operating expenses

CHANGE IN NET ASSETS
NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

Statement of Activities
Year Ended December 31, 2009
Temporarily Permanently
Unrestricted Restricted Restricted Total
$ - 3 9,600,849 $ - 9,600,849
149,645 78,925 - 228,570
146,299 1,186,738 - 1,333,037
600,000 - - 600,000
41,616 - - ‘41,616
16,506 - - 16,506
293,890 - - 293,890
98,961 - - 98,961
10,135,280 (10,135.280) - =
11,482,197 731,232 - 12,213,429
8,807,997 - - 8,807,997
271,820 - - 271,820
2,001,031 - - 2,001,031
11,080,843 - - 11,080,848
401,349 731,232 - 1,132,581
2,020,799 2,615,251 432,737 5,068,787
$ 2422,148 § 3346483 § 432,737 6,201,368

The notes to the financial statements are an integral part of these financial statements
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LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.

OPERATING SUPPORT AND REVENUES:
Grants and contracts
Contribulions and fundraising events
Donated goods and services
Court awarded settlements
Interest income
Net unrealized gain (loss) on investments
Other
Net assets released (rom restrictions

Total operating support and revenues

OPERATING EXPENSES:
Program
Fundraising
Management and generat
Total operating expenses

Statement of Activities
Year Ended December 31, 2008

CHANGE IN NBT ASSETS

NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

Temporarily Permanently
Unrestricted Restricted Restricted Total

S - s 10,209,809 - s 10,209,809
182,672 65,666 - 248,338

33,111 754,252 - 787,363

30,669 45,175 - 75,844

84,169 - - 84,169

{23,969) - - (23,969)

118,860 19,907 - 138,767
10,229,021 (10,229,021) - -
10,654,533 865,788 - 11,520,321
8,727,865 - - 8,727,865
160,772 - - 160,772
1,556,156 - - _ 1,556,156
10.444,793 - - 10,444,793
209,740 865,788 - 1,075,528
1,811,059 1,749,463 432,737 3,993,259

S 20079 8 2615251 §_ 43273 5,068,787

The notes to the financial statements are an integral part of these financial statements
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LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
Statement of Functional Expenses

Year Ended December 31, 2009
Management and
Program Services Fundraising General Total

Salaries - attorneys s 2,364,390 s 13,449 s 500,128 s 2,877,967
Salaries - paralegals 1,105,569 - - 1,105,569
Salaries - others 970,502 48271 875,597 1,894,370
Payroll taxes and benefits 1,419,002 17,404 321,526 1,757,932
Total personnel costs 5,859,463 79,124 1,697,251 7,635,838
Space - general 20,959 - 4,692 25,651
Space - office rental 229,363 3,595 - 232,958
Space - utilities and security 74,134 175 16,594 90,903
Space - maintenance and repairs 54,044 - 12,765 66,809
Space - other 41,766 - - 41,766
Equipment - rentals 54,712 - 12,247 66,959
Equipment - maintenance 15,514 - 3,473 18,987
Office supplies and meelings 88,568 3,589 19,825 111,982
Postage 31,072 4,787 6,955 42,814
Outside printing 24,405 26,294 5,463 56,162
Advertising 13,146 2,924 2,943 19,013
Office equipment/computers - expensed 30,941 - 6,926 37,867
Software and related 29,067 - 6,506 35,573
Telephone and internet 176,369 283 39,478 216,130
Travel 101,854 11,754 22,799 136,407
Program-wide conference 20,147 - 4,510 24,657
Library 36,085 291 8,077 44,453
Business insurance 61,003 3,046 13,655 77,704
Audit 18,671 - 4,179 22,850
Litigation 2,406 - - 2,406
Program training 40,679 40 9,106 49,825
Dues and subscriptions 52,657 159 11,787 64,603
Client services 189,005 - - 189,005
Outside services - - - -
Miscellancous 33,752 2,889 1,555 44,196
Depreciation 138,048 - - 138,048
Grant to VLSP 170,000 - - 170,000
In-kind services 658,565 113,985 - 772,550
Donated goods 541,602 18,885 - 560,487
Loss on office fire - - 84,245 84,245
$ 8,807,997 s 271,820 $ 2,001,031 $ 11,080,848

The notes to the financial statements are an integral part of these financial statements
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Salaries - attorneys

Salaries - paralegals

Salaries - others

Payroll taxes and benefits
Total personnel costs

Space - general

Space - office rental

Space - utilities and security
Space - maintenance and repairs
Space - other

Equipment - rentals
Bquipment - maintenance
Office supplies and meetings
Postage

Outside printing

Advertising

Office equipment/computers - expensed
Software and related
Telephone and internet
Travel

Program-wide conference
Library

Business insurance

Audit

Litigation

Program training

Dues and subscriptions
Client services

Outside services
Miscellaneous

Depreciation

Grant to VLSP

In-kind services

Donated goods

LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
Statement of Functional Expenses
Year Ended December 31, 2008

Management and

Program Services Fundraising General Total
s 2,286,307 $ 14,445 s 457,466 $ 2,758,218
1,316,404 - - 1,316,404
1,276,697 44,684 597,654 1,919,035
1,186,936 13,205 235,786 1,435,927
6,066,344 72,334 1,290,906 7,429,584
54,018 - 11,316 65,334
236,926 - - 236,926
76,256 150 16,006 92,412
55,013 58 11,536 66,607
5,056 - - 5,056
52,922 - 11,086 64,008
28,118 - 5,890 34,008
105,154 5,291 23,136 133,581
30,481 1,874 6,778 39,133
27,342 21,813 10,297 59,452
42,021 5,419 9,938 57,378
69,598 38 14,587 84,223
14,997 - 3,142 18,139
163,248 514 34,305 198,067
137,636 3,585 29,583 170,804
4,342 - 909 5,251
44,053 349 9,301 53,703
53,941 1,305 11,573 66,819
18,314 - 3,836 22,150
4,362 - - 4,362
78,275 195 16,438 94,908
50,320 347 10,614 61,281
182,082 - - 182,082
77,632 11,285 18,627 107,544
30,730 3,184 6,352 40,266
144,352 - - 144,352
120,000 - - 120,000
751,222 - - 751,222
3,110 33,031 - 36,141
s 8,727,865 $ 160,772 $ 1,556,156 $ 10,444,793

The notes to the financial statements are an integral part of these financial statements
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LEGAL SERVICES OF NORTHERN CALIFORNIA, INC,
Statement of Cash Flows
Years Ended December 31, 2009 and 2008

2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES:
Change in net assets $ 1,132,581 $ 1,075,528
Adjustments to change in net assets to net cash provided
by operating activities:

Depreciation 138,048 144,352

Loss on fixed assets 11,298 3,602

Unrealized (gain) loss on investments (16,506) 23,969

Changes in operating assets and liabilities:

Receivables (483,136) (539,294)
Prepaid expenses and deposits (19,201) 33,466
Accounts payable (74,975) 19,530
Accrued payroll and related (20,627) 86,807
Deferred revenue and other (34.294) (201,290)
Net cash provided by operating activities 633,188 646,670
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of fixed assets (118,912) (92,062)
Purchases of investments . (1,487,421) (1,211,708)
Net proceeeds from maturities of investments 581,994 1,249,471
Net cash used in investing activities (1,024,339) (54,299)
CASH FLOWS FROM FINANCING ACTIVITIES -

Principal payments on note payable (86,725) (82,910)
NET CHANGE IN CASH AND CASH EQUIVALENTS (477,876) 509,461
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 2,225,564 1,716,103
CASH AND CASH EQUIVALENTS, END OF YEAR $ 1,747,688 $ 2,225,564
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid during the year for:
Taxes $ - 3 » -
Interest $ 25,651 $ 29,466

The notes to the financial statements are an integral part of these financial statements
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LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

1. DESCRIPTION OF THE ORGANIZATION AND SIGNIFICANT ACCOUNTING
POLICIES

The Organization

The Legal Services of Northern California, Inc. (LSNC) is a nonprofit corporation organized to
provide legal services to low income, aged, handicapped, and other individuals unable to afford

legal services in twenty-three counties of Northern California. These programs are primarily
funded through grants and contributions.

Basis of Presentation

The organization reports information regarding its financial position and activities on the accrual
basis of accounting and in accordance with generally accepted accounting principles (GAAP).
Under GAAP, the organization is required to report information regarding its financial position
and activities according to three classes of net assets: unrestricted net assets, temporarily
restricted net assets, and permanently restricted net assets.

Cash and Cash Equivalents

The organization considers all highly liquid investments, which are readily convertible into
known amounts of cash and have a maturity of three months or less when acquired, to be cash
equivalents. At June 30, 2009 and 2008, cash equivalents represent money market accounts held
in brokerage accounts. Management believes that the carrying amount of cash equivalents
approximates fair value because of the short maturity of these financial instruments.

Fixed Assets

Fixed assets are stated at cost. Donated assets are reported at the estimated fair value on the date
contributed. Certain funding sources have a reversionary interest in fixed assets (see Note 2).

LSNC capitalizes all fixed assets with a cost basis in excess of $1,000, unless required by a
grantor. Normal repairs and maintenance are expensed as incurred. Depreciation is computed
on the straight-line method over estimated useful lives as follows:

Software 3 years
Equipment and furniture 5 years
Building 35 years
Building improvements 10 - 35 years

The original cost of books, reference materials, and multiple volume sets of law books is
capitalized; library maintenance items are charged to expense. The residual value of the law
library approximates its original cost and accordingly, depreciation expense is not recorded.



LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

Compensated Absences

Vested accumulated vacation is recorded as an expense and liability as benefits accrue to
employees. As of December 31, 2009 and 2008, $428,259 and $412,287, respectively, have

been accrued related to compensated absences in the accompanying financial statements as
accrued payroll expenses.

Self-Insurance Accruals

LSNC is self-insured for unemployment claims based upon current and historical claims activity,
including claims incurred but not reported. Such a liability is based upon estimates. While we
believe that such amounts are adequate, there can be no assurance that changes to the estimates
may not occur due to limitations inherent in the estimation process. Changes in the estimates of
these accruals are charged or credited to earnings in the period determined. As of December 31,
2009 and 2008, $6,361 and $37,684, respectively, for self-insurance accruals have been included
as accrued payroll liabilities in the statements of financial position. In addition, the board has
designated approximately $406,599 of unrestricted net assets to cover future catastrophic claims.

Unrestricted Net Assets

Unrestricted net assets represent unrestricted resources available to support LSNC’s activities

and temporarily restricted resources, which became available for use by the organization in
accordance with the intentions of donors.

As of December 31, 2009, LSNC’s board of directors has designated $48,326 of accumulated net

assets as an endowment, with the intention that the amounts be invested in perpetuity and the
income be used for the general purposes of LSNC.

Temporarily Restricted Net Assets

Temporarily restricted net assets represent contributions that are limited in use by the
organization in accordance with temporary donor stipulations. These stipulations may expire
with time or may be satisfied and removed by the actions of the organization according to the
terms of the contribution. Upon satisfaction of such stipulations, the associated net assets are
released from temporarily restricted net assets and recognized as unrestricted net assets. If

restrictions are met within the same reporting period as received, such contributions are reported
as unrestricted support.

Permanently Restricted Net Assets

Permanently restricted net assets are subject to donor-imposed restrictions that the principal be
invested in perpetuity and the income be used for the general purposes of LSNC.

Revenue Recognition
Unconditional contributions are recorded at fair value as of the date of donation, net of estimated

uncollectible amounts. Contributions received are considered to be available for use unless
specifically restricted by the donor. Conditional contributions are recognized as revenue when



LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
NOTES TO FINANCIAL STATEMENTS
December 31,2009 and 2008

the conditions on which they depend have been substantially met. As of December 31, 2009, the
organization has conditional grants aggregating approximately $1,968,000, which have not been
recorded in the statement of activities, but may be recognized as revenues when related project
expenses are incurred within the grant period.

The organization records contributions as temporarily restricted if they are received with donor
stipulations that limit their use either through purpose or time restrictions. When donor
restrictions expire, that is, when a time restriction ends or a purpose restriction is fulfilled,
temporarily restricted net assets are reclassified to unrestricted net assets and reported in the
statement of activities and changes in net assets as net assets released from restrictions.

During the years ended December 31, 2009 and 2008, the value of contributed services meeting
the requirements for recognition in the financial statements approximated $772,550 and
$751,222, respectively, and are recorded as support in the accompanying statements of activities
and as a corresponding expense in the statements of functional expenses. Donated services
represent 37,644 and 33,224 hours of pro-bono legal services during the fiscal years ended
December 31, 2009 and 2008, respectively.

Donated goods, including donated office space, gift certificates, and cable television air time for
a fundraising event have been recorded at fair value at the date of donation. Such donated goods
approximated $560,487 and $36,141 are reported as support and also as expense in the

accompanying statements of activities for the years ended December 31, 2009 and 2008,
respectively.

Adbvertising Expense
Adbvertising costs are expensed as incurred and totaled $19,013 and $57,378, respectively, for the
years ended December 31, 2009 and 2008.

Functional Allocation of Expenses

The costs related to programs, fundraising, and management and general have been summarized
in the accompanying statement of functional expenses and include direct costs related to those
activities, as well as allocations of indirect expenses. Such indirect costs are allocated based on
timesheets and management judgment.

Tax-Exempt Status
LSNC is a nonprofit charitable organization exempt from income taxes under Section 501¢c(3) of
the U.S. Internal Revenue Code and corresponding provisions of State law.

Risks and Uncertainties

LSNC receives Federal and State funds, including those from LSC, for specific purposes and are
subject to compliance requirements. Such funding is subject to review and audit by the grantor
and contracting agencies at their discretion. If such audits were to disallow any expenditure,
LSNC could potentially be liable to return funds. Management believes that such amounts, if
any, would not have a material effect on the financial statements. This is not considered a
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LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
NOTES TO FINANCIAL STATEMENTS
December 31,2009 and 2008

probable contingency and, therefore, a liability has not been estimated and is not reflected in the
accompanying financial statements.

Legal Services Corporation (LSC) is a non-profit corporation organized by Congress to
administer the Federal Government’s legal assistance programs and provide continued support to
LSNC and other similar not-for-profit organizations through annual grants. LSNC recognizes
grant funds from LSC during the year specified in the agreement. Funds remaining unused at the
end of an accounting period are carried over to the following year as temporarily restricted net
assets. In accordance with the terms of its grant with LSC, LSNC may retain unused funds for
use in future periods provided expenses incurred are in compliance with the specified terms of
each grant as defined. Unexpended funds in excess of 10% of a recipient’s annual support from
LSC shall be offset against the following year’s grant award. A waiver of this provision to a
maximum of 25% may be sought by application to the appropriate regional office within 90 days
of the close of a recipient’s fiscal year. As of December 31, 2009, LSNC is approximately
$37,000 over the 10% carryover threshold and a waiver from LSC is in process.

LSNC received approximately 32% of its support from Legal Services Corporation during the
year ended December 31, 2009. A reduction in the level of such funding could have a material
adverse effect on the programs of LSNC.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles 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 dates of
the financial statements and the reported amounts of expenses during the reporting periods.
Actual results could differ from those estimates.

Concentrations of Credit Risk

Financial instruments, which potentially subject the organization to concentrations of credit risk,
as defined by FASB Statement of Financial Accounting Standards No. 105, consist principally of
cash and cash equivalents. LSNC maintains its cash and cash equivalents in various bank
deposit accounts and brokerage accounts, which, at times, may exceed federally insured limits.
The organization has not experienced any losses in such accounts.

Subsequent Events

Management has evaluated subsequent events through April 13,2010, the date on which the
financial statements were available to be issued.

1



LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

2. RESTRICTED NET ASSETS

Temporarily restricted net assets as of December 31, 2009 and 2008 are available for the
following purposes or periods:

2009 200
Restricted by grant purpose or passage of time $ 2,499,166 $ 1,749,883
Fixed assets with reversionary interests 847317 865,368
Total temporarily restricted net assets $ 3346483 $ 2,615,251

Net assets were released from donor restrictions by incurring expenses satisfying the purpose of
the restriction, by the passage of time, or by the occurrence of other specific events as follows
during the years ended December 31, 2009 and 2008:

2009 2008
Passage of time $ 792,765 $ -
Depreciation of fixed assets with reversionary interests 107,484 115,720
Satisfaction of grant restrictions 9,235,031 10,113,301
Total net assets released from restrictions $10,135280 $10.229.021

In addition, permanently restricted net assets as of December 31, 2009 and 2008 are detailed as
follows:

2009 2008

Endowment restricted by a donor $ 27407 $§ 27407
Land with reversionary interests 405,330 405,330
Total permanently restricted net assets $ 432737 $ 432,737

3. FIXED ASSETS

As of December 31, 2009 and 2008, fixed assets consist of the following:

2009 2008
Land $ 405330 $ 405,330
Building and improvements 2,146,595 2,179,395
Furniture and fixtures 37,804 37,804
Equipment and software 579,756 535,593
Law library 20,099 23,250
Subtotal 3,189,584 3,181,372
Accumulated depreciation (1,693.843) (1,655.197)
Net fixed assets $1495741 $1.526175
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LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

4. MORTGAGES PAYABLE
As of December 31, 2009, notes payable consist of the following:

4.0% loan payable to the Redevelopment Agency of the
City of Sacramento, secured by real property, payable in
monthly installments of principal and interest of $6,366 $ 86,744
6.9% note payable to an individual, secured by real
property, payable in monthly installments of $2,999
through October 2021. 290,513
377,257
Less: current portion (90,267)
3286990

The aggregate maturities of notes payable for each of the next five years ending December 31 are
estimated as follows:

2010 $ 90,267
2011 30,565
2012 18,885
2013 20,231
2014 21,671
Thereafter 195.638

$ 377257

S. DEFINED CONTRIBUTION BENEFIT PLAN

A 403(b) tax-sheltered annuity plan has been established for all employees. LSNC matches
100% of employee contributions up to a maximum 7% of employee salary per year. The total
value of the individual’s account is fully vested. The expense related to this plan for the years
ended December 31, 2009 and 2008 was $172,962 and $139,871, respectively, which are
included in payroll taxes and benefits in the accompanying statements of functional expenses.

13



LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

6. LEASE COMMITMENTS

LSNC is a lessee under five non-cancellable operating leases for office and parking space

expiring in various years from through 2012. As of December 31, 2009, the minimum rental
payments for each of the next five years are as follows:

2010 $

190,571
2011 111,035
2012 N
2013 -
2014

Rent expense for office space was $232,958 and $236,926 for the years ended December 31,
2009 and 2008, respectively, including month-to-month lease expense.

LSNC also leases office equipment under four lease agreements expiring in various years. As of

December 31, 2009, future minimum lease payments for each of the next five years are as
follows:

2010 $ 28716
2011 28,716
2012 9,876
2013 1,140
2014 -

Equipment expense was $66,959 and $64,008 for the years ended December 31, 2009 and 2008,
respectively.

7. RELATED PARTY TRANSACTIONS

LSNC and Voluntary Legal Services of Northern California, Inc. (VLSP) are both independently
controlled by their own elected Board of Directors; however, they share common management,
common board members, and common officers. While LSNC currently has a majority voting
interest in the board of VLSP, LSNC does not have the ability to require that a majority of the
board members come from LSNC and, as such, does not meet the criteria of control as defined
by Statement of Position 94-3, Reporting of Related Entities by Not-for-Profit Organizations,
requiring the two organizations be consolidated for financial reporting purposes. As such, each

entity reports its operations and financial results separately. Common expenses are allocated
based upon square footage.
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LEGAL SERVICES OF NORTHERN CALIFORNIA, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

The following is a summary of transactions with VLSP and amounts from VLSP as of and for
the years ended December 31, 2009 and 2008:

2009 2008
Cash receipts: LSNC grant to VLSP $ 170,000 $ 120,000
Cost reimbursements to LSNC $ 60,949 $ 65,337
Accounts receivable from VLSP at December 31 $ 5,058 $ 5,264

8. INVESTMENTS

As of December 31, 2009 and 2008, investments consist of the following:

2009 2008
Certificates of deposit $ 531,687 $ 1,112,548
Money market funds 1,487,421 -
Mutual funds 90,564 75,191

$ 2100672 $ 1187739
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Audit List
FY 09-10

Chico Community Children’s Center
Executive Director

2224 Elm Street

Chico, CA 95928

Legal Services of Northern California
Executive Director

P.O. Box 3728

Chico, CA 95927-3728

Stairways Recovery, Inc.
Attn: Mike Little

P.O. Box 6357

Chico, CA 95927

Chico Theater Company
Managing Director
166-F Eaton Road
Chico, CA 95973

Caminar
Executive Director
825 A Main Street
Chico, CA 95928

Community Action Agency of Butte
County - Executive Director

2255 Del Oro Avenue

Oroville, CA 95965

PASSAGES

Director of Volunteer Services
2491 Carmichael Drive, Suite 400
Chico, CA 95928

Blue Room Theatre
Executive/Artistic Director
139 West First Street
Chico, CA 95928

Children’s Choir of Chico
Artistic Director

819 Sheridan Avenue
Chico, CA 95926

Catholic Ladies Relief Society #3
Bookkeeper/Grant Writer

P.O. Box 4746

Chico, CA 95927

Independent Living Services of N. Calif.
Executive Director

1161 East Avenue

Chico, CA 95926-1018

Rape Crisis Intervention & Prevention
Executive Director

P.O. Box 423

Chico, CA 95927

Chico Cabaret
Executive/Artistic Director
2201 Pillsbury Road, Suite 174
Chico, CA 95926

North State Symphony
CSU, Chico

400 W. First Street
Chico, CA 95929-0805



