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Board of Directors
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We have reviewed the audit report prepared by Crowe Chizek and Company, LLC, Independent
Public Accountants, for the period July 1, 2005 to June 30, 2007. In our opinion, the audit report was prepared
in accordance with the guidelines established by the State Board of Accounts. Per the Independent Public
Accountants’ opinion, the financial statements included in the report present fairly the financial condition of the
Lifestream Services, Inc., as of June 30, 2007, and the results of its operations for the period then ended, on
the basis of accounting described in the report.

The Independent Public Accountants’ report is filed with this letter in our office as a matter of public
record.

We call your attention to the findings in the report. Pages 22 through 24 contain three current audit
findings.
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Crowe Chizek and Company LLC
Member Honvath International

REPORT OF INDEPENDENT AUDITORS

Board of Directors
LifeStream Services, Inc.
Yorktown, Indiana

We have audited the accompanying statements of financial position of LifeStream Services, Inc.
as of June 30, 2007 and 2006, and the related statements of activities, functional expenses and
cash flows for the years then ended. These financial statements are the responsibility of
LifeStream Services, Inc.'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 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 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 LifeStream Services, Inc. as of June 30, 2007 and 2006, 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,

In accordance with Governmental Auditing Standards, we have also issued our report dated
March 27, 2008, on our considerations of LifeStream Services, Inc.'s internal control over
financial reporting and our test of its compliance with certain provisions of laws, regulations,
contracts and grants 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 internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with
Governmental Auditing Standards and should be considered in assessing results of our audits.




|

Our audits were performed for the purpose of forming an opinion on the basic financial
staternents of LifeStream Services, Inc. taken as a whole. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by
U. S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audits of the basic
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to

the basic financial statements taken as a whole. .
Craomee. Ch az/(L ond Cﬂwl.?wa LLL

Crowe Chizek and Company LLC

Indianapolis, Indiana
March 27, 2008




LIFESTREAM SERVICES, INC,
STATEMENTS OF FINANCIAL POSITION

June 30, 2007 and 2006
2007 2006
ASSETS
Cash and cash equivalents $ 42616 $ - 246,854
Grant reimbursements receivable (Note 3) 1,435,325 917,061
Accounts receivable 58,049 39,767
Related party receivable (Note 8) 25,379 18,544
Note receivable (Note 9) 3,305 6,960
Prepaid expenses and other assets 1,479 11,414
Investments 7,040 7177
$ 1573193 $ 1,247,777
LIABILITIES AND NET ASSETS
Liabilities
Accounts payable $ 722,168 % 718,080
Due to funding source 159,553 -
Accrued payroll and benefit expenses 151,430 126,022
Accrued vacation 133,704 89,969
Deferred revenue 23,300 12,445
Line of credit payable (Note 1) 200,000 -
Total Habilities 1,390,155 946,516
Unrestricted net assets 183,038 301,261

$ 1573193 $ ___ 1,247,777

See accompanying notes to financial statements.



LIFESTREAM SERVICES, INC.
STATEMENTS OF ACTIVITIES
Years ended June 30, 2007 and 2006

2007 2006

Revenue and support
Federal assistance $ 2,807,937 $ 3,104,389
State assistance 2,996,638 3,691,413
Other government grants 447,481 169,376
Project income and service fees 459,825 523,087
Medicaid waiver 754,739 639,781
Contributions 227,584 56,480
Interest income 10472 11,278
Other 328,294 287,743
In-kind contributions 5,000 16,443
8,037,970 8,499,990

Expenses

Program services:
In-home services 2,219,256 3,080,170
Nutrition 1,561,211 1,400,260
Care management 1,146,855 993,941
Transportation 1,198,068 981,929
Information and referral 159,365 125,061
Other programs (Note 5) 821,625 859,003
Total program services 7,106,380 7,440,364
Administration 878,688 965,502
Fundraising 171,125 174,217
8,156,193 8,580,083
Change in net assets (118,223) (80,093)
Net assets at beginning of year 301,261 381,354
Net assets at end of year $ 183038 $  30L261

See accompanying notes to financial statements.
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LIEESTREAM SERVICES, INC,
STATEMENTS OF CASH FLOWS
Years ended June 30, 2007 and 2006

Cash flows from operating activities
Change in net assets

Adjustments to reconcile change in net assets to net cash

from operating activities:

Bad debt

Changes in assets and liabilities:
Accounts receivable
Grant reimbursements receivable
Related party receivable
Prepaid expenses and other assets
Accounts payable
Accrued payroll and benefit expenses
Accrued vacation
Deferred revenue
Due to funding source

Net cash from operating activities

Cash flows from investing activities
Principal payments received on note receivable
Increase in investments
Net cash from investing activities

Cash flows from financing activities
Borrowings on line of credit
Principal payments on line of credit
Net cash from financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosure of cash flow information
Interest paid

007 2006
$ (118223) $  (80,093)
- 53,389
(18,282) (68,656)
(518,264) 92,654
(6,835) 38,651
9,935 5,029
4,088 (225,887)
25,408 6,099
43,735 3,778
10,855 10,230
159,553 (13,021)
(408,030) (177,827)
3,655 7,959
137 -
3,792 7,959
750,000 250,000
(550,000) (250,000)
200,000 ;
(204,238) (169,868)
246,854 416,722
$ 42616 $ 246,854
$ 16721 $ 1,067

See accompanying notes to financial statements.



LIFESTREAM SERVICES, INC,
NOTES TO FINANCIAL STATEMENTS
June 30, 2007 and 2006

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

General: LifeStream Services, Inc. (LifeStream} is a designated Area Agency on Aging for
Blackford, Delaware, Grant, Henry, Jay, Madison and Randolph counties in the State of
Indiana, The Agency's primary purpose is to plan, develop, coordinate and provide services,
which enable persons age 60+ and disabled of any age to remain independent. Other Fund-
raising services are provided to low or moderate income persons as appropriate.

LifeStream’s primary program services are in-home services, nutrition, care management,
transportation, information and referral. Additional program services provided by LifeStream
are included in Note 5.

Estimates: The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America (GAAP) 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 the revenues, expenses, gains, losses and other changes in net assets
during the reporting period. Actual results could differ from those estimates,

Income Taxes: LifeStream is exempt from income taxes on income from related activities under
Section 501(c)(3} of the US. Internal Revenue Code and corresponding state tax law.
Accordingly, no provision has been made for federal or state income taxes. Additionally,
LifeStream has been determined not to be a private foundation under Section 509(a) of the
Internal Revenue Code.

Cash and Cash Equivalents: Cash and cash equivalents consist of bank deposits in accounts
that are federally insured up to $100,000 per financial institution. Additionally, for purposes of
the statement of cash flows, LifeStream considers all highly liquid investments purchased with
an original maturity of three months or less to be cash equivalents.

Investments: Investments are carried at fair value. Any realized and unrealized gains and
losses are included in the statements of activities.

Accounts and Grant Receivable: LifeStream's accounts receivable and grants receivable
balances consists of amounts billed or billable for services provided, net of an allowance for
doubtful accounts, as applicable. Interest is not charged on outstanding receivables.




LIFESTREAM SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2007 and 2006

NOTE 1~ NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Allowance for Doubtful Accounts: An allowance for doubtful accounts is considered by
management based upon LifeStream's historical losses, specific circumstances and general
economic conditions. Periodically, management reviews receivables and records an allowance
based on current circumstances, and charges off the receivable against the allowance when
attempts to collect the receivable are deemed to have failed in accordance with the
Organization's collection policy. At June 30, 2007 and 2006, management estimated that no
allowance was needed for outstanding receivables,

Property_and Equipment: Property and equipment are recorded at cost, except for donated
items, which are recorded at fair market value at its donation date. Depreciation is computed
using the straight-line method over the assets' estimated useful lives. Property and equipment
acquired with government grant funds have been expensed as purchased, due to the
reversionary interest that is maintained by the grantor. If applicable, upon expiration of the
grantor's reversionary interest period, property and equipment are recorded at fair value as of
the expiration date and depreciated.

Net Asset Classifications: The financial statements have been prepared in accordance with
Statement of Financial Accounting Standard (SFAS) No. 117, Financial Statements of Not-for-
Profit Organizations. SFAS No, 117 requires, among other things, that the financial statements
report the changes in and totals of each of the net asset classes based on the donor restrictions,
as applicable. Net assets are classified as unrestricted, temporarily restricted, or permanently
restricted. '

The following classes of net assets are maintained, if applicable, as follows:

Unrestricted Net Assets - The unrestricted net asset class includes general and board
designated assets and liabilities of LifeStream. The unrestricted net assets of
LifeStream may be used at the discretion of management to support LifeStream's
purposes and operations.

Temporarily Restricted Net Assets - The temporarily restricted net asset class includes
assets of LifeStream related to gifts with explicit donor-imposed restrictions that have
not been met as to specified purpose, or to later periods of time or after specified dates.
At June 30, 2007 and 2006, LifeStream did not have any temporarily restricted net
assets.




LIFESTREAM SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2007 and 2006

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

Permanently Restricted Net Asseis - The permanently restricted net asset class
includes assets of LifeStream for which the donor has stipulated that the contribution
be maintained in perpetuity. Donor-imposed restrictions limiting the use of the assets
or their economic benefit neither expire with the passage of time nor can be removed
by satisfying a specific purpose. At June 30, 2007 and 2006, LifeStream did not have
any permanently restricted net assets.

Functional Expenses: Expenses are allocated directly or indirectly to various program and
supporting services in the statement of functional expenses. Expenses that can be identified
with a specific program or supporting service are allocated directly according to their natural
classification. All remaining indirect costs are allocated using both statistical and non-statistical
allocation methodologies.

Support and Revenue: LifeStream reports gifts of cash and other assets as restricted support if
they are received with donor stipulations that limit the use of the donated assets. When a
donor restriction expires, that is, when a stipulated time restriction ends or purpose restriction
is accomplished, temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the statement of changes in net asset as net assets released from restrictions, If a
restriction is fulfilled in the same time period in which the contribution is received, LifeStream
reports the support as unrestricted.

Government Grants: Grant revenue is recognized as earned as the eligible expenses are
incurred. Grant expenditures are subject to audit and acceptance by the granting agency and,
as a result of such audit, adjustments could be required.

In-Kind Contributions: Contributions of services are recognized if the services received create
or enhance non-financial assets or require specialized skills, are provided by individuals
possessing those skills, and would typically need to be purchased if not provided by donation.
Donated services of $5,000 and $16,443 were recorded as in-kind revenue for the year-ended
June 30, 2007 and 2006,

In addition, a substantial number of volunteers have donated significant amounts of their time
in relation to the organization's program services. However, these services did not meet the
criteria for reporting in the accompanying financial statements. Management tracks this
volunteer time, as it may be allowable for matching purposes on LifeStream's grants.

10.



LIFESTREAM SERVICES, INC,
NOTES TO FINANCIAL STATEMENTS
June 30, 2007 and 2006

NOTE 2 - GOVERNMENT GRANT ACTIVITIES

LifeStream receives a majority of its funding from the Indiana Family and Social Services -
Administration (FSSA), by submitting claims to the third party for approval and payment.
LifeStream depends significantly on this third party for funding to carry out its program
activities.

The grant amounts are appropriated each year by federal and state agencies. If significant
budget cuts are made at the federal and state level, the amount of funds that LifeStream
receives could be reduced significantly and have an adverse impact on its operations.

LifeStream uses certain grant funds to issue its own contracts to area agency subgrantees and
service providers. Although the expenditures made and units of service performed by these
subgrantees and service providers are certified as bona fide, documentation of the purpose of
such expenditures and units of service performed are subject to audit and review by funding
sources. LifeStream may become liable for the funds required to be returned to the federal
agency issuing the contract if a subgrantee or service provider is unable to adequately
document expenditures, substantiate its local cost sharing requirement, document the units of
services performed, if they are unable to refund any unearned federal funds,

NOTE 3 - GRANT REIMBURSEMENTS RECEIVABLE

LifeStream's grant reimbursements receivable, which are primarily due from FSSA, consist of
the following at June 30, 2007 and 2006:

2007 2006
CHOICE $ 582,060 $ 320,871
Title 111 417,730 175,334
INDOT 155,528 156,347
Medicaid Waiver 64,588 27,151
Medicaid PAS . 70,488 26,472
Title V - 18,435
Social Services Block Grant - 123,828
CHSP Housing 10,196 19,385
Older Hoosier 12,971 15,686
Other 121,764 33,552

b 1435325 $ 917,061

11.



LIFESTREAM SERVICES, INC,
NOTES TO FINANCIAL STATEMENTS
June 30, 2007 and 2006

NOTE 4 - OPERATING LEASES

LifeStream leases office and garage space for their administrative office and transportation
garage in Yorkiown, Indiana, The office lease runs through September 30, 2012, with rent
payments negotiated annually. The garage lease runs through July 31, 2019, with the monthly
payments negotiated annually. The current monthly payments total $11,350 per month. These
leases are with Yorktown Properties, Inc., which is a related party. LifeStream also leases office
space for remote site offices and various equipment. Rental expense of $120,475 and $178,852
related to these leases is included in the statement of changes in net assets for the years ended
June 30, 2007 and 2006. Of that amount, $96,200 is expense paid to Yorktown Properties, Inc for
office and garage rental. The 2007 amount is net of a $40,000 credit that was provided to
LifeStream by Yorktown Properties, Inc.

As of June 30, 2007, minimum annual rental payments required under operating leases are as
follows at June 30

2008 $ 26,194
2009 2,983
$ 28,577

NOTE 5 - OTHER PROGRAM EXPENSES

Other program service expenses relate to the following activities:

2007 2006
Caregiver $ 140,927 & 163,604
Pre-Admission Screening 246,309 258,327
Senior Works 60,735 164,647
Housing 239,533 157,672
Adult Guardianship 58,336 64,749
Other 75,785 50,004

i 821,625 $ 859.003

12.



LIFESTREAM SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2007 and 2006

NOTE 6 - LINE OF CREDIT

LifeStream has an unsecured line of credit of $500,000 as of June 30, 2007 and 2006. The interest
rate on the line of credit is the bank's prime rate at the time of the draw down. The prime rate
at June 30, 2007 was 8.25%. As of June 30, 2007 and 2006, the balance was $200,000 and $0,
respectively. Interest expense incurred totaled $16,721 and $1,067 for the years ending June 30,
2007 and 2006.

NOTE 7 - EMPLOYEE BENEFITS

LifeStream has a Section 403(b) employees' savings plan that is available to employees who
work 20 hours or more a week. The employer matches twice what the employee contributes up
to a maximum of 6% of employees' annual salary, The expense for year ended June 30, 2007
and 2006 was $79,664 and $76,019.

LifeStream also has a Section 125 Cafeteria Plan for their health insurance in which employees
who are full-time participate. The employee's share of the health insurance premium, which is
30% of the total premium, is included in the plan.

NOTE 8 - RELATED PARTY OPERATING RECEIVABLE

LifeStream's related party receivable is due from Quality Housing Development, Inc,, for the
provision of management and accounting services. The related party reimburses LifeStream for
their actual cost of services used. As of June 30, 2007 and 2006, Quality Housing Development,
Inc. owed $25,379 and $18,544 to LifeStream for these costs.

NOTE 9 - RELATED PARTY NOTE RECEIVABLE

On November 7, 1995, Lifestream entered into a promissory note with- Woods Edge
Apartments, L.P. (Woods Edge), a related party, in which Woods Edge borrowed $442,400 from
LifeStream, The loan matures on November 7, 2010, at which time any remaining principal and
interest is due. The note bears interest at a rate of 8.625% per annum and is secured by
property. No principal or interest payments have been received in relation to this note since its
inception, and interest continues to accrue. Accrued interest totaled $438,806 and $400,649 at
June 30, 2007 and 2006. Management has recorded an allowance for uncollectible receivables to
fully reserve this note receivable and the related accrued interest.

On April 23, 1997, LifeStream entered into a promissory note with Yorktown Properties, Inc. (a
related party) in which Yorktown Properties, Inc. borrowed $50,000 from LifeStream. The note
was scheduled to mature on April 23, 2007 with an interest rate of 8% per annum, and the
scheduled payments are $1,828 per quarter. Payments were in arrears at June 30, 2007, and are
due to be paid during 2008. The balance of the note as of June 30, 2007 and 2006 was $3,305
and $6,960.

13.



LIFESTREAM SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2007 and 2006

NOTE 10 - CONTINGENCIES

LifeSteam's primary grantor, Indiana Family and Social Services Administration (FSSA),
conducted a compliance review on the 2004-2005 grant period. FSSA's report indicated
amounts due to be paid back in relation to the grants, The findings and related payback were
appealed by LifeStream. The appeal process has not yet been resolved, and accordingly,
LifeStream is not able to estimate an amount due, if any, to FSSA from the compliance review.

LifeStream has provided loans to an outside organization, Woods Edge Apartments, L.P,, for
senior housing. Loan funds were made available through the Home Investment Partnership
Program and the Affordable Housing Program, and are subject to continuing affordability
guidelines. Failure of the housing organization to maintain affordability compliance could
result in LifeStream recapturing all or part of the loan amounts, requiring repayment to the
funding governmental agency.

NOTE 11 - RELATED PARTY TRANSACTIONS

LifeStream occasionally enters into business transactions with companies that are related to
members of the Board of Directors, Under Lifestream's conflict of interest policy, the Board of
Directors monitors these transactions, and steps are taken to ensure that the transactions are
appropriate. For the year ended June 30, 2007 and 2006, the primary nature of these activities
was atrchitectural services, with payments totaling approximately $9,900 and $900.
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LIFESTREAM SERVICES, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year ended June 30, 2007
Federal Grantor / Federal Amounts
Pass-through Grantor / CFDA Pass-Through Awarded to

Program or Cluster Title Number

U.S. Department of Health and Human Services
Pass-through programs:
Indiana Family and Social
Services Administration:
Social Services Block

Grant 93.667
Aging Cluster:

Title III-A

Administration 93,unk
Title III-B Supportive

Services 93.044
Title ITI-C Nutrition - 93.045
Nutrition Services

Incentive Program 93.053

Total Aging Cluster

Title III-D Preventive

Health 93.043
Title ITI-E Family

Caregiver 93.052

Titlte VII Ombudsman 93.042
Medical Assistance
Program 93.778

U.S. Department of Labor
Pass-through program:
Indiana Family and Social
Services Administration:
Title V Senior
Employment 17.235

U.S. Department of Transportation
Pass-through program:
Jay County Commissioners
Federal Transit Formula
Grants 20.507

Grant Number Expenditures Subrecipients

18-06-0C-1561-02 $

18-06-0V-1561-02.
18-06-0V-1561-04
18-06-0V-1561-06
18-06-0V-1561-08

18-06-02-1561-02

300,615 $
141,397
448,468
883,839

94,830

122,426

18-06-0V-1561-10

18-06-0V-1561-12
18-06-0V-1561-14

18-06-70-1561-02

1,568,534

38,018

227,731
8,159

210,203

192,496

8,159

18-06-0K-1561-02

18025440

U.S. Department of Housing and Urban Development

Pass-through program:
Housing Authority of the
City of Muncie
upportive Housing -
Eﬂgerly 14157

2,353,260

55,591

465,782

33101

130,585

2,907,734 $

130,585
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LIFESTREAM SERVICES, INC.
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year ended June 30, 2007

NOTE 1 - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant
activity of LifeStream Services, Inc. for the year ended June 30, 2007 is presented in conformity
with accounting principles generally accepted in the United States of America. The information
in this schedule is presented in accordance with the requirements of OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the preparation of,
the financial statements.
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Crowe Chizek and Company ELC
Member Honvath International

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
LifeStream Services, Inc.
Yorktown, Indiana

We have audited the financial statements of LifeStream Services, Inc. (LifeStream) as of and for
the year ended june 30, 2007, and have issued our report thereon dated March 27, 2008, the
same date as this report. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered LifeStream Services, Inc.'s internal
control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Entity's internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Entity's
internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material
weaknesses. However, as discussed below, we identified certain deficiencies in internal control
over financial reporting that we consider to be significant deficiencies.

A conirol deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity’s financial statements that is more than inconsequential will not be
prevented or detected by the entity’s internal control. We consider the deficiencies described in
the accompanying schedule of findings and questioned costs as items 07-01 and 07-02 to be
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significant deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control. We believe that the
significant deficiencies described above are material weaknesses.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficiencies in the internal control that might be significant deficiencies and, accordingly,
would not necessarily disclose all significant deficiencies that are also considered to be material
weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether LifeStream's financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit
and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards. We noted certain matters that we reported to management of LifeStream in
a separate letter dated March 27, 2008.

LifeStream's response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit LifeStream's response and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use of Board of Directors, management
and federal awarding agencies and pass-through entities and is not intended to be and should
not be used by anyone other than these specified parties.

O\MOAI'MM Cmy)v*?/ Lie

Crowe Chizek and Company LLC

Indianapolis, Indiana
March 27, 2008
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Crowe Chizek and Company LLC
Member Honvath aternational

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROI OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Board of Directors
LifeStream Services, Inc.
Yorktown, Indiana

Compliance

We have audited the compliance of LifeStream Services, Inc. (LifeStream) with the types of
compliance requirements described in the U. 8. Office of Management and Budget (OMB) Circular
A-133 Compliance Supplement that are applicable to each of its major federal programs for the
year ended June 30, 2007, LifeStream's major federal programs are identified in the summary of
auditor's results section of the accompanying Schedule of Findings and Questioned Costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to its
major federal programs is the responsibility of LifeStream's management, Our responsibility is
to express an opinion on LifeStream's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about LifeStream's compliance
with those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on LifeStream's compliance with those
requirements,

In our opinion, LifeStream Services, Inc. complied, in all material respects, with the
requirements referred to above that are applicable to each of its major federal programs for the
year ended June 30, 2007.
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Internal Control Over Compliance

The management of LifeStream is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts and grants
applicable to federal programs. In planning and performing our audit, we considered
LifeStream's internal control over compliance with requirements that could have a direct and
material effect on a -major federal program in order to determine our auditing procedures for
the purpose of expressing our opinion on compliance, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance, Accordingly, we do not
express an opinion on the effectiveness of LifeStream's internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in
the preceding paragraph and would not necessarily identify all deficiencies in the entity's
internal control that might be significant deficiencies or material weaknesses as defined below.
However, as discussed below, we identified certain deficiencies in internal control over
compliance that we consider to be significant deficiencies and a material weakness.

A control deficiency in a entity's internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity's
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity's internal control. We consider
the deficiencies in internal control over compliance described in the accompanying schedule of
findings and questioned costs as items 07-02 and 07-03 to be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity's internal
control. Of the significant deficiencies described in the accompanying schedule of findings and
questioned costs, we consider items 07-02 and 07-03 to be material weakness.

LifeStream's response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs,. We did not audit LifeStream's response and,
accordingly, we express no opinion on it.

This report is intended for the information and use of the Board of Directors, management and
federal awarding agencies and pass through entities and is not intended to be and should not
be used by anyone other than these specified parties.

Crume Cht yehe sk Campeny LLC

Crowe Chizek and Company LLC

Indianapolis, Indiana
March 27, 2008
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LIFESTREAM SERVICES, INC,
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
June 30, 2007

1. Summary of Auditors’ Results:

a,

An unqualified opinion was issued on the financial statements of LifeStream Serv1ces,
Inc. for the year ended June 30, 2007.

The audit disclosed significant deficiencies in internal controls over finaricial

‘reporting that are considered to be material weaknesses.

The audit did not disclose any noncompliance which is material to the financial
statements,

'An unqualified opinion was issued to LifeStream Services, Inc. on their compliance

for major programs.

There were audit findings required to be disclosed under OMB Circular A-133
Section 510(a).

Major programs identified:

Department of Health and Human Services - Pass through State of Indiana
Family and Social Services Administration: Social Services Block Grant (93.667)

Department of Transportation - Federal Transit Formula Grants (20.507)

Type A Programs are defined as Federal programs with Federal Awards expended
during the audit period exceeding $300,000.

LifeStream Services, Inc. qualified as a low-risk auditee for the year ended June 30,
2007.

2. Finding related to the financial statements which are required to be reported in accordance
with GAGAS:

Finding 07-01 Internal Controls Over Financial Reporting

Criteria; Statement on Auditing Standards Ne. 112, Communication of Internal Control
Related Matters Identified in an Audit ("SAS 112"), clarifies management's responsibility
to have internal controls in place to provide appropriate and reliable financial reports
and to select and apply appropriate accounting principles. Management is not
required to prepare their financial reports, but management needs to demonstrate the
level of qualifications and controls to prepare their financial reports without
significant deficiencies in these controls. SAS 112 indicates that the "identification by
the auditor of a material misstatement in the financial statements for the period
under audit that was not initially identified by the entity's internal controls" should
be regarded as at least a significant deficiency or material weakness.
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LIFESTREAM SERVICES, INC,
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
June 30, 2007

Condition: During the current year, adjustments were posted during the audit which
changed LifeStream's financial results by a material amount.

Context: The large volume of entries was the result of the several causes, including
the following:

o Turnover in the Finance Department.
Lack of consistent review process related to general ledger journal entries.
Errors in grant claiming processes not detected in a timely manner.
Lack of documented review of grant claims.

Recommendation: We recommend that management conduct an inventory of all
written policies and procedures related to the processing of financial information.
Management should update/create outdated or missing policies and procedures.
Management should then update these policies and procedures on a continuous basis
in order to minimize disruption to business processes should unexpected turnover
occur, If you would like to discuss various options (staff training, tools,
restructuring) to help improve the LifeStream's internal controls over the financial
reporting process, we are prepared to assist you in preparing a viable plan,

Management's response: We concur with this finding,.

Corrective actions taken or to be taken: A consulting agreement has been signed with
a CPA with significant experience serving nonprofit organizations. The consultant
will review existing policies and make recommendations for changes or additional
policies necessary to ensure accurate financial statements., Then, the consultant will
provide any staff training necessary to implement the policies. In addition, the
consultant will provide ongoing monthly review of adherence to policies and
procedures. This will be completed by May 30, 2008.

Finding 07-02 Internal Control Over General Ledger Journal Enfries

Criteria: Statement on Auditing Standards No. 112, Communication of Internal Control
Related Matters Identified in an Audit ("SAS 112"), clarifies management's responsibility
to have internal controls in place to provide appropriate and reliable financial
reports. SAS 112 indicates that deficiencies related to "controls over the period-end
financial reporting process, including controls over procedures used to enter
transactions totals into the general ledger; initiate, authorize, record, and process
journal entries into the general ledger” should be regarded as at least a significant
deficiency or material weakness.

Condition: LifeStream has limitations when it comes to segregation of duties due to

its small staff size.
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LIFESTREAM SERVICES, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
June 30, 2007

Context: Currently, the Vice President of Fiscal Services has the ability to prepare
and record journal entries into the accounting system without an independent
review. Journal entries posted by the staff accountants are required to be reviewed
and approved by the Vice President of Fiscal Services, However, we noted
exceptions to this procedure during our testing,

In addition, during our testing of journal entries, it was also noted that while the
system records the user entering the journal voucher, the current control structure
requires the user to print and physically initial the entry. We noted exceptions to this
procedure. We also noted posted entries that had no source documentation attached
and were not filed in a monthly folder in an organized manner. It was noted that
several journal entries had no review and subsequently needed to be reversed or
corrected.

Recommendation: We recommend that a periodic independent review be performed
for all journal entries. This process should include a review of journal entries posted
by the Vice President of Fiscal Services. The appropriate person to conduct such a
review would be someone with knowledge of LifeStream's financial operations such
as the President or a Board member. A listing of each month's general journal entries
should be provided to the designated reviewer, and the reviewer should look
through the listing and make inquiries about transactions. The independent review
should be documented by having the reviewer sign-off on the monthly listing of
journal entries.

Management's response: We concur with this finding.

Corrective actions taken or to be taken: The consultant will have, as a part of his
monthly duties, the responsibility of reviewing the general ledger each month
including journal entries and supporting documentation prior to closing, to ensure
that entries are reflective of business purposes. This process will also entail
reviewing key account reconciliations. This process will be effective with the March
2008 financial statements,

3. Findings and questioned costs for federal awards including audit findings as defined in
OMB Circular A-133 Section 510(a):

Finding 07-03 Internal Controls Over Grant Claiming Processes

Federal program information: Social Services Block Grant (93.667)

Criteria: Cash management requirements over federal funds require that grant
recipients have internal controls in place to monitor the claims process and
drawdown of funds.
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LIFESTREAM SERVICES, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
June 30, 2007

Condition: LifeStream does not have a consistent process for documenting the
review of grant claims and the related supporting documentation, In addition,
LifeStream does not appear to be reconciling their grants receivable balance on a
regular basis. In one instance, it was noted that LifeStream had misclassified some
non-grant revenue, which resulted in available grant funds being underspent,

Context: We noted that payments received from grant funding sources were not
regularly reconciled with the related receivables amounts claimed.

As a result, it was noted that the Social Services Block Grant, which had unused
funds available, was not fully utilized to the extent that eligible expenses had been
incurred. After year end, there were numerous entries made to reconcile federal
grant funds to the annual close out reports.

Recommendation: We recommend that LifeStream develop a consistent process to
accurately measure funds expended for eligible federal grant purposes, and track the
receipt of these funds to ensure proper valuation of revenue and receivables, This
process should include more than one person, in order to incorporate an independent
review of the accuracy and availability of the claims documentation and funds
requested.

Management's response: We concur with this finding.

Corrective actions taken or to be taken: The consultant will develop procedures to
ensure that expenses, claims, and receivables by grant are tracked and reconciled to
the general ledger. On a monthly basis the consultant will provide an oversight role
for this process.
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LIFESTREAM SERVICES, INC.
SCHEDULE OF PRIOR FINDINGS AND QUESTIONED COSTS
June 30, 2007

There were no audit findings or questioned costs reported in the prior year.
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