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BOYCE, FURR & COMPANY, LLP

CERTIFIED PUBLIC ACCOUNTANTS
RALEIGH, NORTH CAROLINA

INDEPENDENT AUDITOR'S REPORT

The Vestry
Church of the Nativity
Raleigh, North Carolina

We have audited the accompanying financial statements - modified cash basis of Church of
the Nativity as of December 31, 2009, and for the year then ended, as listed in the table of contents.
These financial statements are the responsibility of the Church's management. Our responsibility is
to express an opinion on these financial statements based on our audit.

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

As described in Note 1, these financial statements were prepared on the modified cash
basis, which is a comprehensive basis of accounting other than generally accepted accounting
principles. '

In our opinion, except as explained in the third paragraph, the financial statements referred
to above present fairly in all material respects, the assets, liabilities, and fund balances arising from
cash transactions of the Church of the Nativity as of December 31, 2009, and its revenues collected
and expenses paid during the year then ended, on the basis of accounting described in Note 1.

June 7, 2010
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CHURCH OF THE NATIVITY
STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCES - MODIFIED CASH BASIS
DECEMBER 31, 2009

ASSETS

Cash

Investments

Due from payroll service
Sales tax receivable
Buildings and land
Furniture and fixtures

TOTAL ASSETS

LIABILITIES AND FUND BALANCES

Liabilities
Note payable

Fund balances
Operating fund balance
Funds invested in fixed assets
Designated fund balance
Total fund balances

TOTAL LIABILITIES AND
FUND BALANCES

Fixed
Operating Asset Designated

Fund Fund Fund Total
$ 104,796 $ - $274,915 $ 379,711
] ; 25,494 25,494
1,950 - - 1,950
106 - - 106
- 1,646,225 - 1,646,225
- 292,610 - 292,610
$ 106,852 $ 1,938,835 $300,409 $ 2,346,096
$ - $ 385,964 $ - $ 385,964
106,852 - - 106,852
- 1,552,871 - 1,552,871
- - 300,409 300,409
106,852 1,552,871 300,409 1,960,132
$ 106,852 $ 1,938,835 $300,409 $ 2,346,096

See accompanying notes and accountant's report.



CHURCH OF THE NATIVITY
STATEMENT OF REVENUES COLLECTED AND EXPENSES PAID
MODIFIED CASH BASIS
FOR THE YEAR ENDED DECEMBER 31, 2009

Operating Designated
Budget Fund Fund Total
Revenues collected
Pledge offerings $312,550 $ 318,241 $ - $ 318,241
Regular givers, non-pledge 38,000 80,982 - 80,982
Loose plate offering 5,000 8,311 - 8,311
Diocese support 11,400 46,905 - 46,905
Interest 2,000 1,282 - 1,282
Miscellaneous - 2,340 - 2,340
Designated receipts and transfers - - 168,372 168,372
Total revenues collected 368,950 458,061 168,372 626,433
Expenses paid
Operating expenses
Administration 14,450 15,538 - 15,538
Audit 4,600 4,500 - 4,500
Insurance 12,000 12,242 - 12,242
Parish life 1,000 678 - 678
Pastoral care - (1,901) : - (1,901)
Vestry/diocesan meetings 2,000 2,762 - 2,762
Worship 4,000 2,112 . - 2,112
Building maintenance
Maintenance 7,060 6,751 - 6,751
Utilities 22,300 21,394 - 21,394
Building mortgage interest 22,836 21,787 - 21,787
Building mortgage principal 17,364 13,818 - 13,818
Outreach
Diocesan quota 50,238 50,238 - 50,238
Theological education 333 - - -
Outreach committee - 200 - 200
Publicity - 2,610 - 2,610
Clergy discretionary 2,000 1,641 - 1,641
Personnel
Clergy salaries and housing 114,192 120,502 - 120,502
Clergy benefits 44,281 37,947 - 37,947
Non-clergy salaries 35,555 37,209 - 37,209
Non-clergy benefits 1,600 2,624 - 2,624
Payroll taxes 2,798 3,136 - 3,136
Childcare fees 5,500 3,366 - 3,366
Priest associate services 500 150 - 150
Programs »
Christian formation 1,350 (223) - (223)
Music - 487 - 487
Designated expenses and transfers - - 87,165 87,165
Total expenses paid 365,857 359,568 87,165 446,733
Revenues collected over
expenses paid $ 3,093 $ 98,493 $ 81,207 $ 179,700
See accompanying notes and accountant's report. 3



CHURCH OF THE NATIVITY
STATEMENT OF FUND BALANCES - MODIFIED CASH BASIS
FOR THE YEAR ENDED DECEMBER 31, 2009

Fund balances - December 31, 2008
Loan costs

Principal payments

New loan

Revenues collected over
expenses paid

Fund balances - December 31, 2009

Fixed
Operating Asset Designated
Fund Fund Fund Total
$ 7,770 $1,539,645 $ 219,202 $1,766,617
- 20,376 - 20,376
589 378,814 - 379,403
- (385,964) - (385,964)
98,493 - 81,207 179,700
$ 106,852 $1,552,871 $ 300,409 $1,960,132

See accompanying notes and accountant's report.



CHURCH OF THE NATIVITY

SUMMARY OF ACTIVITY - DESIGNATED FUNDS - MODIFIED CASH BASIS
FOR THE YEAR ENDED DECEMBER 31, 2009

Parish Life

Booknook

Choir fundraiser

ECW

Endowment

Manger Minders

MON

Sign language

African Team Ministries
Altar guild

Children's ministry
Assistant's discretionary fund
Bishop's discretionary fund
Deacon's discretionary fund
Rector's discretionary fund
Deaf ministry

Youth ministry & confirmation
Sixers

Gifts

Handbells

Honduras

J2A

J2A Pilgrims

Pilgrimage scholarship
YAC's

Jerry - Nathan scholarship
Miscellaneous
Landscaping

Memorials

Memorial garden
Millennium Village

Nativity Unplugged
Building fund

Sound system

Organ

Other outreach

Rite 13

Shepherd's Committee
Stephen Ministry

United Thank Offering
World Relief

Spirituality & the Arts
Science & Faith Grant

Total

Balance Increases/ Decreases/ Balance
January 1 Transfers Transfers December 31
$ (270) $ 278 $ 8 $ -

461 37 498 -
3,406 1,475 5,146 (265)
1,313 169 1,482 -

25,243 747 496 25,494

103 - 103 -

256 1,884 1,857 283
1,584 - 1,584 -

- 253 253 -
8,666 1,199 4,185 5,680
147 - - 147
50 1,815 1,865 -

- 129 129 -

- 2,368 2,168 - 200
1,232 1,867 2,872 227
(2,038) 2,038 : - -
15 - - 15

100 - 100 -

421 - 421 -

797 1,200 1,997 -
2,480 1,125 3,605 -
2,610 5,788 7,205 1,193
1,215 9,845 1,363 9,697
1,107 - 34 1,073

92 - 92 -
1,942 1,560 1,942 1,560

164 6,560 6,560 164

717 - 717 -
1,574 - - 1,574

742 - - 742
6,689 3,254 9,943 -
1,186 - 1,186 -

143,213 120,700 20,606 . 243,307
731 - 731 -
- 200 . 200 -

118 465 549 34

611 1,911 2,522 -

388 94 482 -
1,901 - 1,901 -

73 - - 73

218 - - 218

694 1,371 2,065 -
9,251 40 298 8,993

$ 219,202 $ 168,372 $ 87,165 $ 300,409

See accompanying notes and accountant's report.



CHURCH OF THE NATIVITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

Note 1 - Summary of Significant Accounting Policies

Nature of Activities

The Church of the Nativity was established to glorify God through worship, fellowship, education
and loving service. The Church invites everyone to experience God’s love through Jesus Christ.
The Church is committed to: eucharistically centered worship, services signed and interpreted in
American Sign Language, active outreach and evangelism, striving for peace and justice, fostering
spiritual growth, nurturing their community of faith and returning to God the first fruits of time, talent
and treasure.

The Church’s primary source of revenue is from member contributions.
Basis of Presentation

It is the Church's policy to prepare its financial statements on the modified cash basis.
Modifications to the cash basis of accounting include reporting sales tax receivable and amounts
due from the payroll service.

All fixed assets are not reported at cost and depreciation is not recorded. Accordingly, the financial

statements are not intended to present financial position and results of operations in conformity
with U.S. generally accepted accounting principles.

Fund Accounting

The accounts of the Church are maintained in accordance with the principles of fund accounting
whereby resources are classified for accounting and reporting purposes into funds established
according to their nature and purpose. Financial transactions have been recorded in the funds as
follows:

The Operating Fund represents support, revenue and expenses related to the operation and
management of the Church’s primary programs and support services.

The Fixed Asset Fund represents the investment in physical facilities, land and architects’ fees
relating to construction.

The Designated Fund represents funds collected and expended for a specific purpose.
Income Tax Status

The Church qualifies as a tax-exempt organization under Section 501 of the Internal Revenue
Code; therefore, no provision for income taxes is made in the accompanying financial statements.



CHURCH OF THE NATIVITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

Note 1 - Summary of Significant Accounting Policies - continued

Contributed Services

The Church does not recognize any support, revenue or expense from services contributed by
volunteers.

Cash and Cash Equivalents

Cash and cash equivalents include all monies in banks and highly liquid investments with original
maturities of three months or less.

Investments

The Church holds designated endowment monies in a Common Trust Fund with the Episcopal
Diocese of North Carolina. The investments are reported at fair market value on the financial
statements. The unrealized gains and losses, investment income and fees on the investments are
shown as an increase in the Endowment designated account reported on the Summary of Activity -
Designated Funds - Modified Cash Basis statement.

Estimates
The presentation of financial statements requires management to make estimates and assumptions
that affect the reported amounts of assets 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.

Note 2 - Concentration of Risk

The Church maintains bank accounts with BB&T. The balance at times exceeded the amount
secured by the Federal Deposit Insurance Corporation (FDIC) which was $250,000 at year-end. At
December 31, 2009, the balance exceeded the insured amount by approximately $141,000.

Note 3 - Buildings, Furniture and Fixtures, and Land

Prior to 1998, buildings, furniture and fixtures, and land were recorded at estimated fair market
value. Since that date, fixed assets are recorded at cost. The Church does not account for
depreciation on the buildings and furnishings. :

Current insurance coverage for buildings and contents is based on a replacement value of
approximately $4,286,000.



CHURCH OF THE NATIVITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

Note 4 - Lease

The Church leases a copier under a five-year operating lease, which expires in July, 2011. The
monthly payment is $310. Rent expense was $3,720 for the year ended December 31, 2009. The
future minimum lease payments are as follows:

Years Ending December 31

2010 $ 3,720
2011 1,860
Total $ 5,580

Note 5 - Note Payable

The Church obtained a new note with BB&T in August 2009 to pay off the existing note with First
Citizens Bank and to construct a new education building. The new note amount is for up to
$1,000,000 and is secured by the church property. Interest is payable at prime with a minimum of
4.25% and no cap for 36 months. Interest only is payable for 36 months followed by monthly
payments of principal and interest based on a 30-year amortization with a five-year balloon and
right to renew. The Church will make principal payments of $50,000 in each of the next three years
with no prepayment penalty. Interest paid on the note during the calendar year totaled $21,787.
Future maturities of the note are as follows:

Years Ending December 31

2010 $ 50,000
2011 50,000
2012 51,300
2013 4,000
2014 230,664
Total $ 385964

Note 6 - Capital Campaign

The Church conducted a capital campaign, Build It Forward, in a prior year to reduce debt and raise
funds for a new education building. Pledges to the campaign totaled approximately $498,000 and
through December 31, 2009, the Church received approximately $265,000.



CHURCH OF THE NATIVITY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

Note 7 - Pension Plan

The Church contributes 18% of the ministers’ salaries and housing to a retirement plan.
Contributions for the period ended December 31, 2009, totaled $21,912. The Church contributes
9% of the non-ministerial staff salaries to a retirement plan. Contributions for the period ended
December 31, 2009, totaled $2,624.

Note 8 - Subsequent Events

The Church entered into a contract for $691,634 with Inland Construction in March, 2010 to build an
education building.

Management has evaluated subsequent events through June 7, 2010, which is the date the
financial statements were available to be issued. They discovered no subsequent events that
should be disclosed.
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“The Vestry
Church of the Nativity
Raleigh, North Carolina

We have audited the financial statements of Church of the Nativity for the year ended
December 31, 2009, and have issued our report thereon dated June 7, 2010. Professional
standards require that we provide you with information about our responsibilities under
generally accepted auditing standards, as well as certain information related to the planned
scope and timing of our audit. We have communicated such information in our letter fo you
dated January 8, 2010. Professional standards also require that we communicate to you the
following information related to our audit.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies.
The significant accounting policies used by Church of the Nativity are described in Note 1 to
the financial statements. No new accounting policies were adopted and the application of
existing policies was not changed during the year. We noted no transactions entered into by
the Church during the year for which there is a lack of authoritative guidance or consensus.
All significant transactions have been recognized in the financial statements in the proper
period.

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

Land, buildings and fixed assets are recorded at fair market value through 1998 plus
actual costs thereafter. We evaluated the estimated cost in determining that it is
reasonable in relation to the financial statements taken as a whole.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

4900 FALLS OF NEUSE RoAD ¢ SUITE 220 o RALEIGH, NORTH CAROLINA 27609
019.862.0004 - Fax: 919.862.0009 « www.BOYCEFURRCPA.COM



Church of the Nativity June 7, 2010
Page 2

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements
identified during the audit other than those that are trivial, and communicate them to the
appropriate level of management. Management has corrected all such misstatements.

Disagreements with Management

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

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated June 7, 2010.

Management Consultations with Other Independent Accountants

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

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles
and auditing standards with management each year prior to retention as the Church's

auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

This information is intended solely for the information and use of the Vestry and
management of Church of the Nativity and is not intended to be and should not be used by
anyone other than these specified parties.

Very truly yours,
~/7lu,q 5 é
Gy

BOYCE, FURR & COMPANY, LLP




