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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

TO: THE OFFICIALS OF THE EAST CHICAGO LIGHTHOUSE
CHARTER SCHOOL, LAKE COUNTY, INDIANA

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of the East Chicago Lighthouse Charter School
(School Corporation), as of and for the years ended June 30, 2008 and 2009, which collectively comprise
the School Corporation's basic financial statements as listed in the Table of Contents. These financial
statements are the responsibility of the School Corporation's management. Our responsibility is to ex-
press opinions 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 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 state-
ment presentation. We believe that our audit provides a reasonable basis for our opinions.

As discussed in Note I, the School Corporation prepares its financial statements on the pre-
scribed basis of accounting that demonstrates compliance with the cash and investment basis and budget
laws of the State of Indiana, which is a comprehensive basis of accounting other than accounting prin-
ciples generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective cash and investment balances of the governmental activities, each major fund, and the ag-
gregate remaining fund information of the School Corporation as of June 30, 2008 and 2009, and the
respective cash receipts and cash disbursements during the years then ended on the basis of accounting
described in Note |.

In accordance with Government Auditing Standards, we have also issued a report dated March 4,
2010, on our consideration of the School Corporation's internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements, and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing and not to provide an opinion on the internal con-
trol over financial reporting or on compliance. That report is an audit performed in accordance with Gov-
ernment Auditing Standards and should be considered in assessing the results of our audit.




INDEPENDENT AUDITOR'S REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
(Continued)

Our audit was conducted for the purpose of forming opinions on the financial statements that col-
lectively comprise the School Corporation’s basic financial statements. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by the 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 audit 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.

The School Corporation has not presented Management's Discussion and Analysis or Budgetary
Comparison Schedules that accounting principles generally accepted in the United States of America has
determined is necessary to supplement, although not required to be part of, the basic financial state-
ments.

Our audit was conducted for the purpose of forming opinions on the financial statements that col-
lectively comprise the School Corporation's basic financial statements. The Combining Schedules, as
listed in the Table of Contents, and Schedule of Long-Term Debt are presented for additional analysis
and are not required parts of the basic financial statements. The Combining Schedules, as listed in the
Table of Contents, have been subjected to the auditing procedures applied in the audit of the basic finan-
cial statements and, in our opinion, are fairly stated in all material respects in relation to the basic financial
statements taken as a whole. The Schedule of Long-Term Debt has not been subjected to the auditing
procedures applied by us in the audit of the basic financial statements and, accordingly, we express no
opinion on the Schedule of Long-Term Debt.

STATE BOARD OF ACCOUNTS

March 4, 2010
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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

TO: THE OFFICIALS OF THE EAST CHICAGO LIGHTHOUSE
CHARTER SCHOOL, LAKE COUNTY, INDIANA

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the East Chicago Lighthouse Charter School (School Corpo-
ration), as of and for the years ended June 30, 2008 and 2009, which collectively comprise the School
Corporation's basic financial statements and have issued our report thereon dated March 4, 2010. 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 the School Corporation's internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the effec-
tiveness of the School Corporation's internal control over financial reporting. Accordingly, we do not ex-
press an opinion on the effectiveness of the School Corporation's internal control over financial reporting.

Our consideration of the internal control over financial reporting was for the limited purpose de-
scribed 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 dis-
cussed below, we identified certain deficiencies in internal control over financial reporting that we con-
sidered to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect misstate-
ments on a timely basis. A significant deficiency is a control deficiency, or combination of control defi-
ciencies, 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 Finding 2009-1 of the accompanying Schedule of Findings and Questioned Costs to be 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.



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
(Continued)

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and would not necessarily identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses. However, of the significant deficiencies
described above, we consider Finding 2009-1 to be a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the School Corporation'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.

The School Corporation's response to the findings identified in our audit is described in the ac-
companying section of the report entitled Official Response and Corrective Action Plan. We did not audit
the School Corporation's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the School Corporation's manage-
ment, the school board, 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. In accordance with Indiana
Code 5-11-5-1, this report is a part of the public records of the State Board of Accounts and of the office
examined.

STATE BOARD OF ACCOUNTS

March 4, 2010



EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
STATEMENT OF ACTIVITIES AND NET ASSETS - CASH AND INVESTMENT BASIS
For the Year Ended June 30, 2008

Net
(Disbursement)
Receipts and
Changes in
Program Receipts Net Assets
Operating
Charges for Grants and
Functions/Programs Disbursements Services Contributions Totals
Governmental activities:
Instruction $ 898,356 $ - $ 43,236 $ (855,120)
Support services 739,744 6,191 108,052 (625,501)
Noninstructional services 120,501 - - (120,501)
Facilities acquisition and construction 227,134 - - (227,134)
Debt service 158,539 - - (158,539)
Total governmental activities $ 2,144,274 $ 6,191 $ 151,288 (1,986,795)
General receipts:
Property taxes 249,157
Other local sources 20,417
State aid 726,150
Bonds and loans 596,751
Grants and contributions not restricted to specific programs 444172
Investment earnings 6,420
Total general receipts 2,043,067
Change in net assets 56,272
Net assets - beginning 97,011
Net assets - ending $ 153,283
Assets
Cash and investments $ 153,283
Total assets $ 153,283
Net Assets
Unrestricted $ 153,283
Total net assets $ 153,283

The notes to the financial statements are an integral part of this statement.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
STATEMENT OF ACTIVITIES AND NET ASSETS - CASH AND INVESTMENT BASIS
For the Year Ended June 30, 2009

Functions/Programs

Governmental activities:
Instruction
Support services
Noninstructional services
Facilities acquisition and construction
Debt service
Nonprogrammed charges

Total governmental activities

General receipts:
Property taxes
Other local sources
State aid
Bonds and loans

Program Receipts

Net

(Disbursement)

Receipts and
Changes in
Net Assets

Disbursements

Charges for
Services

Operating
Grants and
Contributions

Totals

$ 1,313,614 $
1,071,559
200,050
319,334
315,821
205

$ 64,866
224,634

$

(1,248,748)
(834,561)
(200,050)
(319,334)
(315,821)

(205)

$ 3,220,583 $

12,364

$ 289,500

(2,918,719)

Grants and contributions not restricted to specific programs

Investment earnings
Total general receipts

Change in net assets

Net assets - beginning
Net assets - ending
Assets
Cash and investments
Total assets
Net Assets
Unrestricted

Total net assets

The notes to the financial statements are an integral part of this statement.

507,245
20,072
1,658,837
510,367
310,826
641

3,007,988

89,269

153,283

242,552

242,552

242,552

242,552

242,552


ldavid
Text Box
-8-


EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
STATEMENT OF ASSETS AND FUND BALANCES AND RECEIPTS,

DISBURSEMENTS, AND CHANGES IN FUND BALANCES - CASH AND INVESTMENT BASIS

Receipts:
Local sources
State sources
Federal sources
Temporary loans

Total receipts

Disbursements:

Current:

Instruction
Support services
Noninstructional services
Facilities acquisition and construction
Debt services

Total disbursements

Excess (deficiency) of receipts over
disbursements

Other financing sources (uses):
Transfers in
Transfers out

Total other financing sources (uses)

Excess (deficiency) of receipts and other
financing sources over disbursements
and other financing uses

Cash and investments - beginning

Cash and investments - ending

Cash and Investment Assets - Ending

Cash and investments

Cash and Investment Fund Balance - Ending

Unrestricted

GOVERNMENTAL FUNDS
For the Year Ended June 30, 2008

Charter

General School Other Totals
$ 269,197 $ - $ 12,987 $ 282,184
786,360 - 13,618 799,978
- 330,000 191,633 521,633
596,751 - - 596,751
1,652,308 330,000 218,238 2,200,546
660,734 164,843 72,779 898,356
651,857 29,237 58,650 739,744
31,874 - 88,627 120,501
196,321 30,813 - 227,134
158,539 - - 158,539
1,699,325 224,893 220,056 2,144,274
(47,017) 105,107 (1,818) 56,272
- - 10,915 10,915
- - (10,915) (10,915)
(47,017) 105,107 (1,818) 56,272
53,540 16,559 26,912 97,011
$ 6,523 $ 121,666 $ 25,094 $ 153,283
$ 6,523 $ 121,666 $ 25,094 $ 153,283
$ 6,523 $ 121,666 $ 25,094 $ 153,283

The notes to the financial statements are an integral part of this statement.


ldavid
Text Box
-9-


EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
STATEMENT OF ASSETS AND FUND BALANCES AND RECEIPTS,
DISBURSEMENTS, AND CHANGES IN FUND BALANCES - CASH AND INVESTMENT BASIS
GOVERNMENTAL FUNDS
For the Year Ended June 30, 2009

Charter
General School Other Totals
Receipts:
Local sources $ 539,668 $ - $ 652 $ 540,320
State sources 1,747,821 - 7,108 1,754,929
Federal sources 80,945 65,000 358,291 504,236
Temporary loans 510,367 - - 510,367
Total receipts 2,878,801 65,000 366,051 3,309,852
Disbursements:
Current:
Instruction 1,048,499 167,667 97,448 1,313,614
Support services 965,181 18,999 87,379 1,071,559
Noninstructional services 6,279 - 193,771 200,050
Facilities acquisition and construction 319,334 - - 319,334
Debt services 315,821 - - 315,821
Nonprogrammed charges 205 - - 205
Total disbursements 2,655,319 186,666 378,598 3,220,583
Excess (deficiency) of receipts over
disbursements 223,482 (121,666) (12,547) 89,269
Other financing sources (uses):
Transfers in 1,307 - 15,554 16,861
Transfers out - - (16,861) (16,861)
Total other financing sources (uses) 1,307 - (1,307) -
Excess (deficiency) of receipts and other
financing sources over disbursements
and other financing uses 224,789 (121,666) (13,854) 89,269
Cash and investments - beginning 6,523 121,666 25,094 153,283
Cash and investments - ending $ 231,312 $ - $ 11,240 § 242,552
Cash and Investment Assets - Ending
Cash and investments $ 231,312 $ - $ 11,240 § 242,552
Cash and Investment Fund Balance - Ending
Unrestricted $ 231,312 § - 8 11,240 $ 242,552

The notes to the financial statements are an integral part of this statement.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
STATEMENT OF CASH AND INVESTMENT BALANCES
FIDUCIARY FUNDS
For the Year Ended June 30, 2009

Agency
Funds

Cash and investment fund balance - ending $ 125

The notes to the financial statements are an integral part of this statement.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A. Reporting Entity

School Corporation, as used herein, shall include, but is not limited to, school townships, school
towns, school cities, consolidated school corporations, joint schools, metropolitan school districts,
township school districts, county schools, united schools, school districts, cooperatives, educa-
tional service centers, community schools, community school corporations, and charter schools.
The School Corporation was established under the laws of the State of Indiana. The School Cor-
poration operates under a Board of School Trustees form of government and provides educa-
tional services.
The School Corporation's financial reporting entity is composed of the following:

Primary Government: East Chicago Lighthouse Charter School

In determining the financial reporting entity, the School Corporation complies with the provisions
of GASB Statement No. 14, The Financial Reporting Entity.

Government-Wide and Fund Financial Statements

Government-Wide Financial Statements

The Statement of Activities and Net Assets — Cash and Investment Basis displays information
about the reporting government as a whole. It includes all funds of the reporting entity except for
fiduciary funds. The statement distinguishes between governmental and business-type activities.
Governmental activities generally are financed through taxes, intergovernmental revenues, and
other nonexchange revenues. Business-type activities are financed in whole or in part by fees
charged to external parties for goods or services.

Fund Financial Statements

Fund financial statements of the reporting entity are organized into funds, each of which is con-
sidered to be a separate accounting entity. Each fund is accounted for by providing a separate
set of self-balancing accounts that constitutes its assets, fund equity, receipts, and disburse-
ments. Separate financial statements are provided for governmental funds, proprietary funds,
and fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements. However, at this time, the School
Corporation has not established any enterprise funds.

The School Corporation reports the following major governmental funds:

The general fund is the primary operating fund. It accounts for all financial resources of the
general government, except those required to be accounted for in another fund.

The charter school fund accounts for federal assistance provided for start up costs, including
informing the community about the school, acquiring necessary equipment and educational
materials and supplies, acquiring or developing curriculum materials, and other initial
operating costs that cannot be met from state or local sources.

-12-



EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Additionally, the School Corporation reports the following fund type:

Agency funds account for assets held by the School Corporation as an agent for employee
payroll withholdings and serve as control of accounts for certain cash transactions during the
time they are a liability to the School Corporation.

C. Measurement Focus and Basis of Accounting

The government-wide, governmental fund, and fiduciary fund financial statements are reported
using the basis of accounting that demonstrates compliance with the cash and investment basis
and budget laws of the State of Indiana, which is a comprehensive basis of accounting other than
accounting principles generally accepted in the United States of America. Receipts are recorded
when received and disbursements are recorded when paid.

The cash and investment basis of accounting differs from accounting principles generally ac-
cepted in the United States of America in that receipts are recognized when received in cash
rather than when earned and disbursements are recognized when paid rather than when a liabil-
ity is incurred. Investment transactions are not presented on the financial statements.

If the School Corporation utilized the basis of accounting recognized as generally accepted, the
fund financial statements for governmental funds would use the modified accrual basis of ac-
counting, while the fund financial statements for proprietary fund types would use the accrual
basis of accounting. All government-wide financials would be presented on the accrual basis of
accounting.

As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements.

When both restricted and unrestricted resources are available for use, the School Corporation's
policy is to use restricted resources first, then unrestricted resources as they are needed.

D. Assets and Cash and Investment Balances
1. Cash and Investments

Investments are stated at cost. Any changes in fair value of the investments are reported as
interest receipts in the year of the sale of the investment.

2. Property Taxes

Normally, property taxes levied are collected by the County Treasurer and are distributed to
the School Corporation in June and in December. State statute (IC 6-1.1-17-16) requires the
Indiana Department of Local Government Finance to establish property tax rates and levies
by February 15. These rates were based upon the preceding year's March 1 (lien date) as-
sessed valuations adjusted for various tax credits. Taxable property is assessed at 100% of
the true tax value (determined in accordance with rules and regulations adopted by the
Indiana Department of Local Government Finance). Taxes may be paid in two equal install-
ments which become delinquent if not paid by May 10 and November 10, respectively. All
property taxes collected by the County Treasurer and available for distribution were distri-
buted to the School Corporation on or prior to June 30 of the year collected.

13-



EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS
(Continued)
3. Capital Assets

Capital assets arising from cash transactions acquired for use in governmental fund opera-
tions are accounted for as capital outlay disbursements of the fund upon acquisition.

4. Long-Term Debt
Long-term debt arising from cash basis transactions of governmental funds is not reported as
liabilities in the basic financial statements. The debt proceeds are reported as other financing
sources and payment of principal and interest reported as disbursements.

5. Equity Classification

Government-Wide Statements

Equity is classified as net assets and displayed in two components:

a. Restricted net assets — Consists of net assets with constraints placed on the use
either by (1) external groups such as creditors, grantors, contributors, or laws and
regulations of other governments, or (2) law through constitutional provisions or
enabling legislation.

b. Unrestricted net assets — All other net assets that do not meet the definition of "re-
stricted."”

Fund Financial Statements

Governmental fund equity is classified as fund balance.
E. Program Receipts

Program Receipts

Amounts reported as program receipts include (1) charges to customers or applicants for goods,
services, or privileges provided, and (2) operating grants and contributions. Internally dedicated
resources are reported as general receipts rather than as program receipts. Likewise, general
receipts include all taxes.

F. Internal and Interfund Balances and Activities
In the process of aggregating the financial information for the government-wide Statement of
Activities and Net Assets — Cash and Investment Basis, some amounts reported as interfund

activity and balances in the fund financial statements have been eliminated or reclassified.

Fund Financial Statements

1. Interfund reimbursements — Repayments from funds responsible for certain disbursements to
the funds that initially paid for them are not reported as reimbursements but as adjustments
to disbursements in the respective funds.

-14-



EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS
(Continued)

2. Interfund transfers — Flow of assets from one fund to another where repayment is not ex-
pected is reported as transfers in and out.

Government-Wide Financial Statements

Interfund activity and balances, if any, are eliminated or reclassified in the government-wide
financial statements as follows:

Internal activities — Amounts reported as interfund transfers in the fund financial statements
are eliminated in the government-wide Statement of Activities and Net Assets — Cash and
Investment Basis. The effects of interfund services between funds, if any, are not eliminated
in the government-wide Statement of Activities and Net Assets — Cash and Investment Basis.

II. Detailed Notes on All Funds
A. Deposits and Investments

Deposits

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may
not be returned to it. IC 5-13-8-1 allows a political subdivision of the State of Indiana to deposit
public funds in a financial institution only if the financial institution is a depository eligible to
receive state funds and has a principal office or branch that qualifies to receive public funds of the
political subdivision. The School Corporation does not have a deposit policy for custodial credit
risk. At June 30, 2009, the School Corporation had deposit balances in the amount of $321,229.

The bank balances were insured by the Federal Deposit Insurance Corporation or the Public
Deposit Insurance Fund, which covers all public funds held in approved depositories.

B. Interfund Transfers

Interfund transfers for the years ended June 30, 2008 and 2009, were as follows:

Transfer From Transfer To 2008 2009
Other governmental funds General $ - $ 1,307
Other governmental funds 10,915 15,554
Totals $ 10,915 $ 16,861

The School Corporation typically uses transfers for cash flow purposes as provided by various
statutory provisions.

The School Corporation in accordance with Title | Grants to Local Educational Agencies transfer-

red the unexpended balance to the following grant program year. The School Corporation also
transferred cash balances of dormant funds to the General Fund.

-15-



EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS
(Continued)

Other Information

A. Risk Management

The School Corporation is exposed to various risks of loss related to torts; theft of, damage to,
and destruction of assets; errors and omissions; job related illnesses or injuries to employees;
medical benefits to employees; and natural disasters.

The risks of torts; theft of, damage to, and destruction of assets; errors and omissions; job related
illnesses or injuries to employees; medical benefits to employees; and natural disasters are
covered by commercial insurance from independent third parties. Settled claims from these risks
have not exceeded commercial insurance coverage for the past three years. There were no sig-
nificant reductions in insurance by major category of risk.

Related Party Transactions

East Chicago Lighthouse Charter School's organizer is Lighthouse Academies of Indiana, Inc.
(LAI), a public benefit not-for-profit organization incorporated under the laws of the State of
Indiana. LAl is the organizer and governing body of five charter schools in Indiana. LAl has
entered into a service agreement with Lighthouse Academies, Inc. (LHA), a not-for-profit
organization incorporated in the State of Delaware to provide educational, managerial, legal, and
financial services to the school.

During the period for which financial statements are presented, the School Corporation had
material transactions with LAl and LHA, who provides management and financial accounting
services. Payments for these services for the school years ended June 30, 2008 and 2009,
totaled $153,804, and $248,580, respectively.

The School Corporation has also entered into a service agreement with Charter Facilities Man-
agement, LLC (formerly Lighthouse Facilities Management, LLC) an affiliate of LHA for mainte-
nance of the school facilities. Payments for these services for the school years ended June 30,
2008 and 2009, totaled $12,500, and $32,500, respectively.

In 2008, School facilities were purchased by East Chicago Lighthouse Facility, LLC, an organi-
zation affiliated with Lighthouse Academies, Inc. A lease agreement for the rental of the facilities
was entered into by the School Corporation with East Chicago Lighthouse Facility, LLC.

During the period for which financial statements are presented, the School Corporation had ma-
terial transactions with East Chicago Lighthouse Facilities, LLC in relation to the lease of the
school building in the amounts of $34,933, and $104,800 for the school years ended June 30,
2008 and 2009, respectively.

Pension Plan

403(b) Retirement Plan

Plan Description

The School Corporation makes matching contributions of up to 4% of the employee's income to a
403(b) retirement plan. The 403(b) retirement plan allows employees to make contributions up to
limits established by the Internal Revenue Service. The employee chooses the investment
options provided by the plan administrator. All 403(b) Retirement Plan contributions to the plan,
plus any earnings they generate, are vested 100%.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS
(Continued)

D. Reassessment and Property Taxes

Property tax rates and levies were not established by the Indiana Department of Local Govern-
ment Finance as of February 15, 2008, or 2009, as required by statute due to the continued delay
caused in the completion of the reassessment of Lake County. The final settlement of taxes
which were to be distributed to the School Corporation as of December 31, 2007 and 2008, were
not distributed until March 2008 and 2009, respectively. Starting January 1, 2009, the School
Corporation's General Fund was no longer supported by property taxes as the State of Indiana
began funding the School Corporation's General Fund.

E. Operating Lease

The School Corporation entered into an operating lease with East Chicago Lighthouse Facility,
LLC for the rental of the school facility. In accordance with the agreement, the School Corpora-
tion pays rent in the amount of $8,333.33 per month for the building, and $400 per month for
school furniture. Additionally, the School Corporation is responsible for paying the debt service
(principal and interest) for any loans obtained by East Chicago Lighthouse Facility, LLC for
improvements made to the building. The School Corporation, as funds are available, is also
responsible for paying service fees which will pay for the costs of maintenance of HVAC systems,
lighting, paving, etc. The School Corporation is responsible for all remaining operating expenses
including utilities, insurance, and taxes. The initial term of the lease was from March 15, 2008 to
June 30, 2008, with annual renewal options. The School Corporation has exercised a one year
renewal option.

F. Subsequent Events
Debt

The School Corporation entered into a revolving loan agreement with Lighthouse Academies, Inc.
(LAI). The loan in the amount of $100,000 is to be repaid by December 31, 2010.

State Assistance

Due to budget shortfalls state-wide, the State is reducing the funding school corporations will
receive beginning January 1, 2010. The School Corporation estimates its funding will be reduced
by approximately $128,000 for the calendar year 2010; however, the State is providing a
Restoration Grant of $42,000.

Federal Financial Assistance — ARRA

The School Corporation was awarded American Recovery and Reinvestment Act (ARRA) State
Fiscal Stabilization Fund — Education State Grant funds in the amount of $215,774.16. As of
December 31, 2009, the School Corporation received and expended all of the funds received.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
COMBINING SCHEDULE OF ASSETS AND FUND BALANCES AND RECEIPTS,
DISBURSEMENTS, AND CHANGES IN FUND BALANCES - CASH AND INVESTMENT BASIS
OTHER GOVERNMENTAL FUNDS
For the Year Ended June 30, 2008

EC Foundation EC Foundation
School Lunch  Early Intervention Grant Grant
Fund Grant 2007 2008

Extra-Curricular
Fund

Receipts:
Local sources $ 306 $ - $ 12,031 § 650
State sources 86 10,775 - -
Federal sources 88,236 -

Total receipts 88,628 10,775 12,031 650

Disbursements:
Current:
Instruction - - - -
Support services - - 9,090 3,128
Noninstructional services 88,627 - - -

30

Total disbursements 88,627 - 9,090 3,128

30

Excess (deficiency) of receipts over

disbursements 1 10,775 2,941 (2,478)

(30)

Other financing sources (uses):
Transfers in - - - 3,133
Transfers out - - (3,133) -

Total other financing sources (uses) - - (3,133) 3,133

Excess (deficiency) of receipts and other
financing sources over disbursements
and other financing uses 1 10,775 (192) 655

Cash and investments - beginning - - 192 -

(30)

30

Cash and investments - ending $ 1 % 10,775 $ - $ 655

Cash and Investment Assets - Ending

Cash and investments $ 1% 10,775 $ - $ 655

Cash and Investment Fund Balance - Ending

Unrestricted $ 1% 10,775 $ - $ 655
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL

COMBINING SCHEDULE OF ASSETS AND FUND BALANCES AND RECEIPTS,
DISBURSEMENTS, AND CHANGES IN FUND BALANCES - CASH AND INVESTMENT BASIS
OTHER GOVERNMENTAL FUNDS
For the Year Ended June 30, 2008

Receipts:
Local sources
State sources
Federal sources

Total receipts
Disbursements:
Current:
Instruction
Support services
Noninstructional services

Total disbursements

Excess (deficiency) of receipts over
disbursements

Other financing sources (uses):
Transfers in
Transfers out
Total other financing sources (uses)
Excess (deficiency) of receipts and other
financing sources over disbursements

and other financing uses

Cash and investments - beginning

Cash and investments - ending

Cash and Investment Assets - Ending

Cash and investments

Cash and Investment Fund Balance - Ending

Unrestricted

(Continued)
Non-English
Speaking Title | Title |
Program 2006-2007 2007-2008 Title 11 Totals

-8 - $ - -8 12,987

2,757 - - - 13,618
- 57,520 33,967 11,910 191,633

2,757 57,520 33,967 11,910 218,238

2,757 52,437 17,585 - 72,779
- 25,638 8,600 12,164 58,650
- - - - 88,627

2,757 78,075 26,185 12,164 220,056
- (20,555) 7,782 (254) (1,818)
- 7,782 - - 10,915
- - (7,782) - (10,915)
- 7,782 (7,782) - -
- (12,773) - (254) (1,818)
- 26,436 - 254 26,912
- $ 13,663 $ - - 8 25,094
- $ 13,663 $ - - 8 25,094
- $ 13,663 $ - - 8 25,094
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL

COMBINING SCHEDULE OF ASSETS AND FUND BALANCES AND RECEIPTS,
DISBURSEMENTS, AND CHANGES IN FUND BALANCES - CASH AND INVESTMENT BASIS
OTHER GOVERNMENTAL FUNDS
For the Year Ended June 30, 2009

Receipts:
Local sources
State sources
Federal sources

Total receipts
Disbursements:
Current:
Instruction
Support services
Noninstructional services

Total disbursements

Excess (deficiency) of receipts over
disbursements

Other financing sources (uses):
Transfers in
Transfers out
Total other financing sources (uses)
Excess (deficiency) of receipts and other
financing sources over disbursements

and other financing uses

Cash and investments - beginning

Cash and investments - ending

Cash and Investment Assets - Ending

Cash and investments

Cash and Investment Fund Balance - Ending

Unrestricted

EC Foundation Non-English
School Lunch  Early Intervention Grant Extra-Curricular Speaking
Fund Grant 2008 Program
-3 - $ - $ 652 § -
362 - - - 6,746
193,410 - - - -
193,772 - - 652 6,746
- 8,350 - - -
- - - - 213
193,771 - - - -
193,771 8,350 - - 213
1 (8,350) - 652 6,533
- - (655) (652) -
- - (655) (652) -
1 (8,350) (655) - 6,533
1 10,775 655 - -
2 $ 2,425 $ -8 - 8 6,533
2 $ 2,425 $ -8 - 8 6,533
2 $ 2,425 $ -8 - 8 6,533
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
COMBINING SCHEDULE OF ASSETS AND FUND BALANCES AND RECEIPTS,
DISBURSEMENTS, AND CHANGES IN FUND BALANCES - CASH AND INVESTMENT BASIS
OTHER GOVERNMENTAL FUNDS
For the Year Ended June 30, 2009

(Continued)
Educating
Title | Title | America
2006-2007 2008-2009 Title 11 Title Il Totals
Receipts:
Local sources $ -8 -8 - 8 - $ 652
State sources - - - - 7,108
Federal sources 61,595 83,600 2,499 17,187 358,291
Total receipts 61,595 83,600 2,499 17,187 366,051
Disbursements:
Current:
Instruction 49,344 38,552 1,202 - 97,448
Support services 41,468 28,411 100 17,187 87,379
Noninstructional services - - - - 193,771
Total disbursements 90,812 66,963 1,302 17,187 378,598
Excess (deficiency) of receipts over
disbursements (29,217) 16,637 1,197 - (12,547)
Other financing sources (uses):
Transfers in 15,554 - - - 15,554
Transfers out - (15,554) - - (16,861)
Total other financing sources (uses) 15,554 (15,554) - - (1,307)
Excess (deficiency) of receipts and other
financing sources over disbursements
and other financing uses (13,663) 1,083 1,197 - (13,854)
Cash and investments - beginning 13,663 - - - 25,094
Cash and investments - ending $ - $ 1,083 $ 1,197 $ - $ 11,240
Cash and Investment Assets - Ending
Cash and investments $ - $ 1,083 $ 1,197 $ - $ 11,240
Cash and Investment Fund Balance - Ending
Unrestricted $ - $ 1,083 $ 1,197 $ - $ 11,240
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
COMBINING SCHEDULE OF ADDITIONS, DEDUCTIONS, AND CHANGES IN CASH AND INVESTMENT BALANCES
AGENCY FUNDS
For the Year Ended June 30, 2008

Tax TRF PERF Medical Garnishment
Clearing Clearing Clearing Clearing Clearing Totals

Additions:

Agency fund additions $ 117,621 $ 1,784 $ 6,612 $ 14,248 $ 4,780 $ 145,044
Deductions:

Agency fund deductions 117,621 1,784 6,612 14,248 4,780 145,044
Excess (deficiency) of total additions

over total deductions - - - - - -
Cash and investment fund balance - beginning - - - - - -
Cash and investment fund balance - ending $ - $ - $ - $ - $ - $ -
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
COMBINING SCHEDULE OF ADDITIONS, DEDUCTIONS, AND CHANGES IN CASH AND INVESTMENT BALANCES
AGENCY FUNDS
For the Year Ended June 30, 2009

Flexible
Tax TRF PERF Medical 403(B)/Roth Spending Garnishment
Clearing Clearing Clearing Clearing Contributions  Contributions Clearing Totals

Additions:

Agency fund additions $ 244257 § 2,741 $ 17,902 § 28,924 § 17,006 § 125 § 4,637 $ 315,592
Deductions:

Agency fund deductions 244,257 2,741 17,902 28,924 17,006 - 4,637 315,467
Excess (deficiency) of total additions

over total deductions - - - - - 125 - 125
Cash and investment fund balance - beginning - - - - - - - -
Cash and investment fund balance - ending $ -3 - 8 -8 - 8 -8 125 $ - $ 125
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
SUPPLEMENTARY INFORMATION
SCHEDULE OF LONG-TERM DEBT

June 30, 2009

The School Corporation has entered into the following debt:

Ending

Principal

Description of Debt Balance

Governmental activities:
Notes and loans payable:

Common School Fund Loans* $ 1,224,607
LHA Revolving Loan** 230,000
Total governmental activities debt $ 1,454,607

*Indiana Code 20-49-7-21 allows Charter Schools to defer loan payments
due from July 1, 2009 to January 1, 2011 for two years.
**Lighthouse Academies, Inc., is allowing the School Corporation to defer

loan repayments until July 1, 2011.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
AUDIT RESULTS AND COMMENTS

INTERNAL CONTROLS AND CONDITION OF RECORDS

Control procedures are not in place to ensure financial reports agree or reconcile as of the close
of a fiscal period. The Fund Report (Fund Ledger) activity did not always agree to the Revenue History
(Ledger of Receipts) or to the Budget History (Ledger of Appropriations, Allotments, Encumbrances, Dis-
bursements, and Balances). These records are maintained electronically, and as explained by School
Corporation Officials if receipts or disbursements are posted for a current period prior to closing (printing a
fund report) a prior period, that current period activity will be reported in the Fund Report for the prior
period. School Corporation Officials indicated they keep a period open until the bank account is rec-
onciled, so that any adjustment can be promptly posted to the period affected.

The School Corporation uses multiple receipt books with multiple numerical sequences. Receipts
are issued in some instances at the local school building and then again at the School Corporation Office.
The duplicate receipts are not retained in the receipt books. The duplicates are removed from the book
and attached to the posting detail (Revenue Transaction Edit) and to any remittance advices or other sup-
porting documentation. Because more than one receipt series is in use and because the duplicate
receipts are not retained in the receipt books, there is a lack of accountability over receipts.

The School Corporation does not always include fund names or numbers on claims paid which
does not allow for verification that disbursements have been properly reviewed and classified to the ap-
propriate fund. Additionally, after claims are posted, disbursements are frequently and subsequently
reclassified to other funds.

The School Corporation has a service organization that provides payroll services. The payroll
reports indicate employees are paid from various departments, but those departmental payroll reports do
not correlate to the posted payroll disbursements either by fund or by an account within a fund. As with
vendor disbursements, payroll disbursements are frequently and subsequently reclassified.

Governmental units should have internal controls in effect which provide reasonable assurance
regarding the reliability of financial information and records, effectiveness and efficiency of operations,
proper execution of management's objectives, and compliance with laws and regulations. Among other
things, segregation of duties, safeguarding controls over cash and all other assets and all forms of infor-
mation processing are necessary for proper internal control.

Controls over the receipting, disbursing, recording, and accounting for the financial activities are
necessary to avoid substantial risk of invalid transactions, inaccurate records and financial statements
and incorrect decision making. (Accounting and Uniform Compliance Guidelines Manual for Indiana
Public School Corporations, Chapter 9)

AGENCY FUNDS

Additions and deductions are posted as credits and debits to the expenditures of the Agency
Funds.

Governmental units should have internal controls in effect which provide reasonable assurance
regarding the reliability of financial information and records, effectiveness and efficiency of operations,
proper execution of management's objectives, and compliance with laws and regulations. Among other
things, segregation of duties, safeguarding controls over cash and all other assets and all forms of infor-
mation processing are necessary for proper internal control.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
AUDIT RESULTS AND COMMENTS
(Continued)

An account on the form will also be prepared for each "Clearing Account" used by the school
corporation. For example, for the federal tax payroll deductions, an account should be prepared showing
"Clearing Account-Payroll Deductions" as the fund title, "920" as the fund number, "Federal Tax" as the
source of receipt, and "921" as the receipt account number. The total federal tax deductions for each
payroll is entered in the "Receipts" column (921.1) when the payroll is posted. The check for transmittal
of these funds to the proper payee is posted to the account in the disbursements column (921.2).
Receipts to a clearing account increase the amount in the "Balance" column and disbursements from the
account decrease the balance.

The clearing accounts are to be arranged in account number sequence in accordance with the
chart of accounts and placed in the same binder with the Fund Ledger and Ledger of Receipts following
the last fund and receipt account in the ledger. (Accounting and Uniform Compliance Guidelines Manual
for Indiana Public School Corporations, Chapter 2)

RECORD ACCESS

All of the records of the School Corporation are retained at offices in Framingham,
Massachusetts. When the audit is begun, records must be shipped to the audit location. The School
Coporation Officials did not ensure the complete records requested were mailed. Numerous items were
not shipped, but had to be requested for subsequent shipment or electronic transmission.

Access to public records is governed by IC 5-14-3. The official policy of the State is: "all persons
are entitled to full and complete information regarding the affairs of government and the official acts of
those who represent them as public officials and employees. Providing persons with the information is an
essential function of a representative government and an integral part of the routine duties of public
officials and employees, whose duty it is to provide the information." [IC 5-14-3-1] . . . Any person may
inspect and copy the public records of a public agency during regular business hours. . . . [IC 5-14-3-3(a)]
(Accounting and Uniform Compliance Guidelines Manual for Indiana Public School Corporations, Chapter
11)

ERRORS ON ACCOUNTS PAYABLE VOUCHERS (CLAIMS)

Many of the accounts payable vouchers (claims) examined did not indicate the fund from which
the disbursement should be posted.

Claims paid did not always have adequate detailed supporting documentation attached or the
attached supporting documentation did not agree to the amounts paid. Examples include:

A claim was reimbursed for $483.87, but supporting documentation attached to the claim was
in the amount of $446.78.

Two invoices paid for accounting work did not provide sufficient detail. The invoices did not
specify the number of hours worked or a rate per hour. Another invoice was detailed, but
was an invoice for multiple Lighthouse Charter Schools. The invoice or claim did not include
a detail of the amount due for each school or information as to how the amount paid was cal-
culated.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
AUDIT RESULTS AND COMMENTS
(Continued)

Also, the governing board is not signing the claim dockets indicating the claims were approved.
The minutes of the board indicate the claims have been approved.
IC 5-11-10-1.6 states in part:

"(b) As used in this section, 'claim' means a bill or invoice submitted to a governmental entity for
goods or services."

"(c) The fiscal officer of a governmental entity may not draw a warrant or check for payment
of a claim unless:

(1) there is a fully itemized invoice or bill for the claim;

(2) the invoice or bill is approved by the officer or person receiving the goods and serv-
ices;

(3) the invoice or bill is filed with the governmental entity's fiscal officer;

(4) the fiscal officer audits and certifies before payment that the invoice or bill is true and
correct; and

(5) payment of the claim is allowed by the governmental entity's legislative body or the
board or official having jurisdiction over allowance of payment of the claim."

DATA UNIVERSAL NUMBERING SYSTEM (DUNS)

The School Corporation has recently applied for, but has not yet received a DUNS number. The
DUNS number is required by the Federal Government in submitting the Data Collection Form. The Data
Collection Form reports the federal assistance expended.

We understand DUNS stands for "data universal numbering system." DUNS numbers are issued
by Dun and Bradstreet (D&B) and consist of nine digits. Some institutions will also have what is known as
"DUNS + 4," which is used to identify specific units in that institution.

We have been informed by Ms. Sandra R. Swab of the Office of Management and Budget (OMB)
that at some point OMB would be asking for all entities that receive federal grants to have DUNS num-
bers. Therefore, we suggest that all School Corporations should obtain a DUNS number starting October
1. (The School Administrator and Uniform Compliance Guidelines, September, 2003)

OFFICIAL BOND

The Treasurer had a bond in the amount of $190,000 to cover all five Lighthouse Charter Schools
in Indiana. The term of the bond was two years and coverage began on June 9, 2006. A new bond was
not presented for audit. The bond was not recorded with the Lake County Recorder.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
AUDIT RESULTS AND COMMENTS
(Continued)

The treasurer of the school corporation, and the deputy treasurer if one is appointed, for each
school year commencing July I, shall each give a bond for the faithful performance of duty, written by an
insurance company licensed to do business in the State of Indiana, in an amount determined by the
governing body. The treasurer shall be responsible under the treasurer's bond for the acts of any deputy
treasurer appointed as provided in IC 20-26-4-5. All bonds must be made payable to the State of Indiana,
IC 5-4-1-10; and approved by the governing body of the school corporation. The State Board of Accounts
is of the audit position bonds should be filed and recorded in the office of the county recorder. No charge
is made for recording official bonds, IC 36-2-7-10. (Accounting and Uniform Compliance Guidelines
Manual for Indiana Public School Corporations, Chapter 8)

IC 20-26-4-5 states:

"For each school year commencing July 1, the treasurer of each governing body and the
governing body's school corporation and a deputy treasurer, if so appointed, shall give a
bond for the faithful performance of the treasurer's and deputy treasurer's duties written by an
insurance company licensed to do business in Indiana, in an amount determined by the
governing body. The treasurer shall be responsible under the treasurer's bond for the acts of
a deputy treasurer appointed as provided in section 1 of this chapter.”
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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

TO: THE OFFICIALS OF THE EAST CHICAGO LIGHTHOUSE
CHARTER SCHOOL, LAKE COUNTY, INDIANA

Compliance

We have audited the compliance of the East Chicago Lighthouse Charter School (School Corpo-
ration) with the types of compliance requirements described in the U.S. Office of Management and
Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each of its major federal
programs for the years ended June 30, 2008 and 2009. The School Corporation's major federal pro-
grams are identified in the Summary of Auditor's Results section of the accompanying Schedule of
Findings and Questioned Costs. Compliance with the requirements of laws, regulations, contracts, and
grants applicable to each of its major federal programs is the responsibility of the School Corporation's
management. Our responsibility is to express an opinion on the School Corporation'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 non-
compliance 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, evi-
dence about the School Corporation'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 of the School Corpo-
ration's compliance with those requirements.

As described in Finding 2009-3, Finding 2009-4, and Finding 2009-5 in the accompanying Sched-
ule of Findings and Questioned Costs, the School Corporation did not comply with requirements regard-
ing eligibility, program income and reporting, and cash management that are applicable to its Child Nutri-
tion Cluster, and Charter Schools Programs. Compliance with such requirements is necessary, in our
opinion, for the School Corporation to comply with requirements applicable to that program.

In our opinion, except for the noncompliance described in the preceding paragraph, the School
Corporation complied, in all material respects, with the requirements referred to above that are applicable
to each of its other major federal programs for the years ended June 30, 2009. The results of our auditing
procedures also disclosed other instances of noncompliance with those requirements which are required
to be reported in accordance with OMB Circular A-133 and which are described in the accompanying
Schedule of Findings and Questioned Costs as Finding 2009-2.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
(Continued)

Internal Control Over Compliance

The management of the School Corporation is responsible for establishing and maintaining effec-
tive internal control over compliance with requirements of laws, regulations, contracts, and grants applic-
able to federal programs. In planning and performing our audit, we considered the School Corporation'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 the School Corpo-
ration'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 signifi-
cant deficiencies.

A control deficiency in a School Corporation'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 per-
forming their assigned functions, to prevent or detect noncompliance with a type of compliance require-
ment of a federal program on a timely basis. A significant deficiency is a control deficiency, or combi-
nation 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 require-
ment 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
Finding 2009-4 and Finding 2009-5 of the accompanying Schedule of Findings and Questioned Costs 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 require-
ment of a federal program will not be prevented or detected by the entity's internal control. Of the signifi-
cant deficiencies in internal control over compliance described in the accompanying Schedule of Findings
and Questioned Costs, we consider Finding 2009-4 and 2009-5, to be material weaknesses.

The School Corporation's response to the findings identified in our audit is described in the ac-
companying Official Response and Corrective Action Plan. We did not audit the School Corporation's
response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the School Corporation's man-
agement, school board, 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. In accordance with Indiana
Code 5-11-5-1, this report is a part of the public records of the State Board of Accounts and of the office
examined.

STATE BOARD OF ACCOUNTS

March 4, 2010
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For The Years Ended June 30, 2008 and 2009

Pass-Through Total Total
Federal Entity (or Other)  Federal Awards Federal Awards
Federal Grantor Agency/Pass-Through Entity CFDA Identifying Expended Expended
Cluster Title/Program Title/Project Title Number Number 06-30-08 06-30-09
U.S. DEPARTMENT OF AGRICULTURE
Pass-Through Indiana Department of Education
Child Nutrition Cluster
School Breakfast Program 10.553 $ 25,347 $ 70,054
National School Lunch Program 10.555 62,888 123,355
Total for federal grantor agency 88,235 193,409
U.S. DEPARTMENT OF EDUCATION
Pass-Through Indiana Department of Education
Title I, Part A Cluster 84.010
Title | Grants to Local Educational Agencies
07-9595 25,960 -
08-9595 78,300 10,638
09-9595 - 147,137
Total for cluster 104,260 157,775
Charter Schools 84.282 224,893 186,666
English Language Acquisition Grants 84.365 09-9595 - 1,302
Improving Teacher Quality State Grants 84.367
08-9595 12,164 -
09-9595 - 17,187
Total for program 12,164 17,187
Total for federal grantor agency 341,317 362,930
Total federal awards expended $ 429552 $ 556,339

The accompanying notes are an integral part of the Schedule of Expenditures of Federal Awards.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of
the East Chicago Lighthouse Charter School (School Corporation) and is presented in accordance
with the cash and investment basis of accounting used in the preparation of the financial statements.
Accordingly, the amount of federal awards expended is based on when the disbursement related to
the award occurs except when the federal award is received on a reimbursement basis. In these
instances the federal awards are considered expended when the reimbursement is received.

Circular A-133 requires an annual audit of nonfederal entities expending a total amount of federal
awards equal to or in excess of $500,000 in any fiscal year unless by constitution or statute a less
frequent audit is required. In accordance with the Indiana Code (IC 5-11-1 et seq.), audits of School
Corporations shall be conducted biennially. Such audits shall include both years within the biennial
period.

Subsequent Event

Federal Financial Assistance — ARRA

The School Corporation was awarded American Recovery and Reinvestment Act (ARRA) State Fis-
cal Stabilization Fund — Education State Grant Funds in the amount of $215,774.16. As of December
31, 2009, the School Corporation received and expended all of the funds received.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Section | — Summary of Auditor's Results

Financial Statements:
Type of auditor's report issued: Unqualified

Internal control over financial reporting:

Material weaknesses identified? Yes

Significant deficiencies identified that are not considered to be

material weaknesses? None reported
Noncompliance material to financial statements noted? No

Federal Awards:

Internal control over major programs:

Material weaknesses identified? Yes
Significant deficiencies identified that are not considered to be
material weaknesses? None reported

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

Any audit findings disclosed that are required to be reported in
accordance with section 510(a) of Circular A-1337? Yes

Identification of Major Programs:

CFDA
Number Name of Federal Program or Cluster

Child Nutrition Cluster
84.282 Charter Schools

Dollar threshold used to distinguish between Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? No

Section Il — Financial Statement Findings

FINDING 2009-1, INTERNAL CONTROLS

Control procedures are not in place to ensure financial reports agree or reconcile as of the close
of a fiscal period. The Fund Report (Fund Ledger) activity did not always agree to the Revenue History
(Ledger of Receipts) or to the Budget History (Ledger of Appropriations, Allotments, Encumbrances,
Disbursements, and Balances). These records are maintained electronically, and as explained by School
Corporation Officials if receipts or disbursements are posted for a current period prior to closing (printing a
fund report) a prior period, that current period activity will be reported in the Fund Report for the prior
period. School Corporation Officials indicated they keep a period open until the bank account is rec-

onciled, so that any adjustment can be promptly posted to the period affected.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

The School Corporation uses multiple receipt books with multiple numerical sequences. Receipts
in some instances are issued at the local school building and then again at the School Corporation Office.
The duplicate receipts are not retained in the receipt books. The duplicates are removed from the book
and attached to the posting detail (Revenue Transaction Edit) and to any remittance advices or other
supporting documentation. Because more than one receipt series is in use and because the duplicate
receipts are not retained in the receipt books, there is a lack of accountability over receipts.

The School Corporation does not always include fund names or numbers on claims paid which
does not allow for verification that disbursements have been properly reviewed and classified to the ap-
propriate fund. Additionally, after claims are posted, disbursements are frequently and subsequently
reclassified to other funds.

The School Corporation has a service organization that provides payroll services. The payroll
reports indicate employees are paid from various departments, but those departmental payroll reports do
not correlate to the posted payroll disbursements either by fund or by an account within a fund. As with
vendor disbursements, payroll disbursements are frequently and subsequently reclassified.

Governmental units should have internal controls in effect which provide reasonable assurance
regarding the reliability of financial information and records, effectiveness and efficiency of operations,
proper execution of management's objectives, and compliance with laws and regulations. Among other
things, segregation of duties, safeguarding controls over cash and all other assets and all forms of infor-
mation processing are necessary for proper internal control.

Controls over the receipting, disbursing, recording, and accounting for the financial activities are
necessary to avoid substantial risk of invalid transactions, inaccurate records and financial statements
and incorrect decision making. (Accounting and Uniform Compliance Guidelines Manual for Indiana
Public School Corporations, Chapter 9)

We recommended that School Corporartion Officials establish controls to ensure that financial
reports agree to each other, or that a reconciliation is made and retained for audit. A log should be
maintained of the receipt book numbers issued for use and to whom the receipt books were issued. The
duplicate copy of the receipt should be maintained in the receipt book as well as supporting documenta-
tion when provided. Fund names, numbers, and account numbers should be listed on the claims. Also,
payroll reports should be designed to correlate to amounts posted to the financial records for payroll
disbursements.

Section |l — Federal Award Findings and Questioned Costs

FINDING 2009-2, ALLOWABLE COSTS/ACTIVITIES ALLOWED - MEAL COUNTS

Federal Grantor Agency: U.S. Department of Agriculture
Pass-Through Agency: Indiana Department of Education
Federal Programs: Child Nutrition Cluster

CFDA Numbers: 10.553, 10.555

Award Numbers: FY 2007-08

Schools are reimbursed for free or reduced priced meals served. Schools are to maintain records
to support the meals claimed for reimbursement. The School Corporation supports meal counts through
an electronic system, which was replaced by another electronic system for the school year ending June
30, 2009. The meal counts provided to support the claim for reimbursement for November 2007 did not
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

agree to the number of students claimed for free or reduced priced meals served. The number of free
breakfasts claimed for reimbursement exceeded the number provided on the electronic "Edit Check"
Reports by 391. The number of free lunches claimed for reimbursement exceeded the "Edit Check"
Report by 594. The number of reduced meals claimed as served agreed to the "Edit Check" report.
Officials indicated that the system was "down" on Thursday, November 1%, which resulted in "Edit Check"
reporting zero meals served for that day, but we also noted zero meals served for Thursday, November
8". School Corporation Officials did not provide for audit any other support such as manually taken meal
counts of meals served for the dates the "Edit Check" reported zeros.

Because records were incomplete for November 2007, the meal count support was requested for
December 2007. The number of meals claimed as served for December 2007 agreed to the "Edit Check"
reports of meals served.

7 CFR 210.8(a) states in part:

"Internal controls. The school food authority shall establish internal controls which ensure the
accuracy of lunch counts prior to the submission of the monthly Claim for Reimbursement. At
a minimum, these internal controls shall include: an on-site review of the lunch counting and
claiming system employed by each school within the jurisdiction of the school food authority;
comparisons of daily free, reduced price and paid lunch counts against data which will assist
in the identification of lunch counts in excess of the number of free, reduced price and paid
lunches served each day to children eligible for such lunches; and a system for following up
on those lunch counts which suggest the likelihood of lunch counting problems."

We recommended that School Corporation Officials maintain all records which support meal
counts claimed for reimbursement. If an electronic system fails, procedures should exist for alternative
practices to be followed. Such alternative practices should allow for accurate counts to be taken and
retained for audit.

FINDING 2009-3, ELIGIBILITY

Federal Agency: U.S. Department of Agriculture
Pass-Through Agency: Indiana Department of Education
Federal Programs: Child Nutrition Cluster

CFDA Numbers: 10.553 and 10.555

Award Numbers: FY 2007-2008, FY 2008-2009

Eligibility for free or reduced priced lunches is based upon the submission of an application by the
parent, and comparison to income guidelines. The applications and income guidelines used are to be
retained for audit.

The applications for the school year ended June 30, 2008, were not presented for audit; thus,
compliance requirements for eligibility could not be verified.

7 CFR 210.15(b) states in part:
"Recordkeeping summary. In order to participate in the Program, a school food authority

shall maintain records to demonstrate compliance with Program requirements. These
records include but are not limited to:
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

(1) Documentation of participation data by school in support of the Claim for Reimbursement
and data used in the claims review process, as required under Sec. 210.8(a), (b), and (c)
of this part;

(2) Production and menu records and, if appropriate, nutrition analysis records as required
under Sec. 210.10, whichever is applicable.

(3) Participation records to demonstrate positive action toward providing one lunch per child
per day as required under Sec. 210.10(a) (2), whichever is applicable.

(4) Currently approved and denied applications for free and reduced price lunches and a
description of the verification activities, including verified applications, and any
accompanying source documentation in accordance with 7 CFR 245.6a of this title; . . ."

We recommended that School Corporation Officials maintain all records in a safe and secure

location. Records should be adequately labeled to ensure easy access.

FINDING 2009-4, PROGRAM INCOME AND REPORTING

Federal Agency: U.S. Department of Agriculture
Pass-Through Agency: Indiana Department of Education
Federal Programs: Child Nutrition Cluster

CFDA Numbers: 10.553 and 10.555

Award Numbers: FY 2007-2008, FY 2008-2009

The School Corporation in accordance with Federal and State guidelines maintains a separate
fund (School Lunch Fund) to account for the financial activity of the School Breakfast and Lunch pro-
grams. The School Corporation does not charge a fee for meals served, so the School Corporation sub-
sidizes the meal program from the General Fund; however, the subsidies are not posted to the School
Lunch Fund. Revenues reported for the 2007-2008 school year exceeded receipts posted to the School
Lunch Fund by $59,477.21. Reported expenses exceeded posted disbursements by $38,899.80. Reve-
nues reported for the 2008-2009 school year agreed to the School Lunch Fund receipts, which excluded
the subsidies or program income; however, expenses did not agree to the School Lunch Fund disburse-
ments due to the inclusion of General Fund disbursements related to the meal program.

7 CFR 210.8(a) states in part:

"Internal controls. The school food authority shall establish internal controls which ensure the
accuracy of lunch counts prior to the submission of the monthly Claim for Reimbursement. At
a minimum, these internal controls shall include: an on-site review of the lunch counting and
claiming system employed by each school within the jurisdiction of the school food authority;
comparisons of daily free, reduced price and paid lunch counts against data which will assist
in the identification of lunch counts in excess of the number of free, reduced price and paid
lunches served each day to children eligible for such lunches; and a system for following up
on those lunch counts which suggest the likelihood of lunch counting problems."”
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

7 CFR 3016.20(b) states in part:

"The financial management systems of other grantees and subgrantees must meet the fol-
lowing standards:

(1) Financial reporting. Accurate, current, and complete disclosure of the financial results of
financially assisted activities must be made in accordance with the financial reporting
requirements of the grant or subgrant.

(2) Accounting records. Grantees and subgrantees must maintain records which adequately
identify the source and application of funds provided for financially-assisted activities.
These records must contain information pertaining to grant or subgrant awards and
authorizations, obligations, unobligated balances, assets, liabilities, outlays or expendi-
tures, and income."

We recommended that School Corporation Officials include all receipts and disbursements

related to the school meal programs in the School Lunch Fund. Including recording the receipts for the
General Fund subsidies for the paid and reduced priced meals.

FINDING 2009-5, CASH MANAGEMENT

Federal Agency: U.S. Department of Education
Pass-Through Agency: Indiana Department of Education
Federal Program: Charter Schools

CFDA Number: 84.282

Amounts received by the School Corporation for the grant awards are drawn down in advance.
Officials are required to review needs and draw funds as needed. The drawdown requests are included in
the applications for grant funds. School Corporation Officials attempt to fill out the request for drawdowns
based upon anticipated needs; however, School Corporation Officials are not modifying the requests
when excess balances are maintained.

The cash balances exceeded the following month's disbursements for the Charter Schools grant
for 12 out of 18 months by amounts ranging from $10,967.45 to $131,519.08.

EDGAR 80.20 states in part:

"(b) The financial management systems of other grantees and subgrantees must meet the
following standards: . . .

(7) Cash management. Procedures for minimizing the time elapsing between the
transfer of funds from the U.S. Treasury and disbursement by grantees and sub-
grantees must be followed whenever advance payment procedures are used. . . .
Grantees must monitor cash drawdowns by their subgrantees to assure that they
conform substantially to the same standards of timing and amount as apply to ad-
vances to the grantees."

We recommended that School Corporation Officials implement procedures which will consider

cash balances on hand, when determining cash needs. Revisions should be made to cash requests as
necessitated by cash balances and anticipated disbursements.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

No matters are reportable.
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL

A-133 AUDIT
CORRECTIVE ACTION PLAN
FYO8 and FY09

FINDING NO. 2009-1 INTERNAL CONTROLS

Finding 1: Fund Report activity did not always agree to the Revenue History or the Budget
History and as a result control procedures are not in place to ensure financial reports agree or
reconcile as of the close of a fiscal period

School’s response: There is a report called the fund report that is date sensitive and cannot be
printed for past periods. Although this report is date sensitive to posting of transactions of a
subsequent month before a month is “closed” it does not lessen the ability to run fund
transactions for receipts and disbursements for any fund and any period. As such, we feel
control is in place to run transactions under any program for any period of time. We understand
the limitation of the accounting software and as such have reorganized the finance department
and have placed added procedures when closing the month to include printing and saving the
fund report before posting transactions of a subsequent month and to preclude prior period
journal entries that may affect balances among funds. The importance of this fund report is to
allow a third party such as an auditor to test balances and totals reported with all state and
federal programs that are reported at a minimum on a quarterly basis.

Finding 2: The school did not retain copies of duplicate receipts and used more than one series
of receipt forms with one set at the school and another at the corporate finance office.

School’s comment The school uses the prescribed form for receipts as required by the State
Board of Accounts (SBOA). The forms are in a book with each form in triplicate. One copy goes
to the customer, one copy goes to the accounting department and the third copy stays in the
book. The SBOA auditor was not given the books for audit and as a result assumed that copies
were not retained in booklet form. We did have the booklets containing the copies of receipts
and we will provide those books to the SBOA at our next review. For the comment that there
are at least two different series of numbers, we will review the current system and make the
necessary changes once we deem that the change will not cause a significant deficiency in
another part of the accounting system, such as delays in month end closings. Currently, the
school prepares receipts when they receive money from students for activities such as field
trips, sale of uniforms, and sometimes for wires of money from state funding. The corporate
office has prepared receipts for all other state direct deposits of money that the school was not
notified as to its source, such as Title |, and ARRA funding. With the goal of closing a month as
quickly and efficiently as possible the corporate office had prepared receipts for these direct
deposits from the state or miscellaneous receipts from the bank such as interest income. We
will look to centralize the receipting responsibility with one person for all deposits including cash
deposits from students or direct deposits from the state.

Finding 3: The school does not always include the fund name or number on claims.

-40-

Corrective Action Plan
Page 1 of 3


ldavid
Text Box
-40-


School’s comment: In April 2009, we reorganized the accounting department and modification
to the voucher claim form to allow for a better review of the claims including the correct fund
code chargeable. The review process allows us to make corrections before the claim is posted
to the fund. Previously the claims did not contain the fund name or code but they are now
present on all claims, with edits made on the claim for any correction. Feedback is provided to
the school by the accountant on any changes to fund codes.

Finding 4 The school makes use of a payroll service but the departmental reports do not
correlate with posted payroll transactions.

School’s comment The school disregards the departmental reports provided by the payroll
service due limitations in those reports. The school has a system for recording payroll from
payroll registers provided by the payroll service to the accounting system. That system includes
maintaining a database for the school year of employee payroll records. The database allows
for preparing payroll entries and reporting by fund and department that agree to accounting
system accounts. The database system provides greater flexibility in managing and reporting
payroll.

FINDING NO. 2009-2 ALLOWABLE COSTS/ACTIVITIES ALLOWED — MEAL COUNTS

Finding: The meal counts provided to support the claim for reimbursement for November, 2007
did not agree to the number of students claimed for free or reduced priced meals served.

School’s comment and corrective action: As noted by the SBOA auditor in the report with the
above comment, the school had used an electronic system for recording and reporting meals
served. The electronic system was unavailable for four days in the month of November and as a
result a manual back up system was put in place to count the meals. The availability of the
manual sheets was not available during the SBOA audit. The school currently has in place an
internal food auditor that not only manages the system for efficiency and compliance but
provides support to the schools for best practice and file management. The electronic system
date stamps the meal as a child receives it. The school enters manual counts into the electronic
system and saves manual count sheets whenever the electronic system is unavailable for
technical problems.

FINDING NO. 2009-3 ELIGIBILITY

Finding: The applications for the school year ended June 30, 2008 could not be located for
audit.

School comment: Since 2009 the Organizer has preformed an internal food audit with the
school including the review and inspection of meal applications. Additionally, the school
determines eligibility for most of its students in the federal free and reduced meal programs
using the direct certification process. The school will make sure all documents used to
determine eligibility including letters to parents, files used in direct certification, and the
processed applications are stored and retained for future audits.

FINDING NO. 2009-4 PROGRAM INCOME AND REPORTING
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Finding 1 The school does not charge a fee to students. Grantees are encouraged to earn
income to defray program costs.

School comment: The school has a high percentage of free and reduced students. The school
has determined that the cost to administer collection of money from students would be equal to
or greater than the money actually collected. Administrative labor costs would increase to
cover the time needed to issue receipt vouchers, record receipt vouchers, collect and deposit
cash, and follow up on money owed from families. The school will record as a subsidy from the
general fund the income forgone from students.

Finding 2 The school lunch program was subsidized by the general fund and those subsidies
were not posted as revenue and expenses in the ledgers.

School comment: The school recorded inter fund transfers as fund transfers in its accounting
system rather than as an actual receipts and disbursements. Recording the subsidy as a fund
transfer was our understanding because there is a single checking account and there was not an
actual transfer of cash. Due to the timing of receivables and payables it is common for inter
fund borrowing or subsidies to occur. The school will set up inter fund transfer revenue
accounts and expense accounts and record as such record receipts and disbursements for the
transfer of funds to and from the general fund.

Finding 3 The annual report filed with the Indiana Department of Education’s Division of School
and Community Nutrition Services did not agree with the ledgers for revenue and
disbursements.

School comment: The school prepares the annual report on an accrual basis and the ledgers are
on a cash basis. The school will now prepare the annual report from the cash basis ledgers and
account for accrual basis adjustments on the report.

FINDING NO. 2009-5 CASH MANAGEMENT

Finding: The school drawdown requests that were filled out at the start of a federal program in
anticipation of cash needs exceeded the following month’s disbursements.

School’s comment: The school follows the system that is in place at the time by the Indiana
Department of Education (IDOE). A better system is currently in place for FY10 than what was in
place for prior years. The IDOE now monitors the cash management for many of its programs
on a monthly basis where the school can request changes to its future cash draws in response to
changes to its needs.

Please do not hesitate to contact me if you have any questions.

Sincerely

otoeor VP s

Robert V. Stearns, Treasurer
Lighthouse Academies of Indiana, Inc, the Organizer for,
East Chicago Lighthouse Charter School
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EAST CHICAGO LIGHTHOUSE CHARTER SCHOOL
EXIT CONFERENCE

The contents of this report were electronically mailed on March 4, 2010, with subsequent phone
discussions on the comments with Robert Stearns, Treasurer; and Michael Ronan, President of the
School Board. The official response has been made a part of this report and may be found on pages 44
through 47.
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March 14, 2010

To:

From:

State Board of Accounts
302 West Washington St, Room E 418
Indianapolis, IN 46204-2765

Robert Stearns, Treasurer

OFFICIAL RESPONSE for
East Chicago Lighthouse Charter School

INTERNAL CONTROLS AND CONDITION OF RECORDS

Audit comment 1:

Finding: Fund Repoft activity did not always agree to the Revenue History or the Budget History and
as a result control procedures are not in place to ensure financial reports agree or reconcile as of the
close of a fiscal period ‘

School’s response: There is a report called the fund report that is date sensitive and cannot be
printed for past periods. Although this report is date sensitive to posting of transactions of a
subsequent month before a month is “closed” it does not lessen the ability to run fund transactions
for receipts and-dishursements for any fund and any period. As such, we feel control is in place to
run transactions under any program for any period of time. We understand the limitation of the
accounting software and as such have reorganized the finance department and have placed added
procedures when closing the month to include printing and saving the fund report before posting
transactions of a subsequent month and to preclude prior period journal entries that may affect
balances among funds. The importance of this fund report is to allow a third party such as an auditor
to test balances and totals reported with all state and federal programs that are reported ata -
minimum on a quarterly basis.

Audit comment 2

Finding: The school did not retain cobies’ of duplicéte receipts and used more than one series of
receipt forms with one set at the school and another at the corporate finance office.

. School’s comment The school uses the preséribed form for receipts as required by the State Boafd_

of Accounts (SBOA). The forms are in a book with each form in triplicate. One copy goes to the -
customer, one copy goes to the accounting department and the third copy stays in the book. The
SBOA auditor was not given the books for audit-and as a result assumed that copies were not
retained in booklet form. We did have the booklets containing the copies of receipts and we will -

‘provide those books to the SBOA at our next review. For the comment that there are at least two -

different series of numbers, we will review the current system ahd make the necessary changes once
we deem that the change will not cause a significant deficiency in another part of the accounting
system, such as delays in month.end closings. Currently, the school prepares receipts when they
receive money from students for activities such as field trips, sale of uniforms, and sometimes for
wires of money from state funding. The corporate office has prepared receipts for all other state .
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direct deposits of money that the school was not notified as to its source, such as Title |, and ARRA
funding. With the goal of closing a month as quickly and efficiently as possible the corporate office
had prepared receipts for these direct deposits from the state or miscellaneous receipts from the
bank such as interest income. We will look to centralize the receipting responsibility with one
person for all deposits including cash deposits from students or direct deposits from the state.

Audit comment 3
Finding: The school does not always includethe fund name or number on claims.

School's comment: In April 2009, we reorganized the accounting department and modification to
the voucher claim form to allow for-a better review of the claims including the correct fund code
chargeable. The review process allows us to make corrections before the claim is posted to the fund.
Previously the claims did not contain the fund name or code but they are now present on all claims,
with edits made on the claim for any correction. Feedback is provided to the school by the
accountant on any changes to fund codes.

Audit comment 4

Finding The school makes use of a payroll service but the departmental reports do not correlate
with posted payroll transactions.

School’s comment The school disregards the departmental reports provided by the payroll service
due limitations in‘those reports. The school has a system for recording payroll from payroll registers
provided by the payroll service to the accounting system. That system includes maintaining a
database for the school year of employee payroll records. The database allows for preparing payroll
entries and reporting by fund and department that agree to accounting system accounts. The
database system provides greater flexibility in managing and reporting payroll.

AGENCY FUNDS

Audit comment 5:

Finding: Clearing accounts for employee withholdings were not set up and used properly. Credits
were recorded as part of payroll expenditure transactions. Clearing sub accounts for receipts and
disbursements were not used. '

School comment: The school does not prepare its own payroll through the accounting system, it
uses a payroll service. The current SBOA manual goes under the assumptions that school
corporations prepare payroll checks through the accounting system and employee withholdings are
reported as receipts. The school uses a payroll service and will review its current practice of
recording payroll to allow for the proper use of clearing accounts. Currently the employee
withholdings were recorded as credits in the payroll entry that was put through with the
disbursements. The school will look to record as a revenue transaction to the proper clearing
account all employee withholdings.

RECORD ACCESS
Audit comment 6:
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Finding: All of the records are retained at office in Framingham, MA. When the audit begun records
were not available locally and had to be shipped. Not all of the records requested were immediately
shipped and had to be subsequently requested.

School’s comment: The school believes it has complied with its responsibility for access to public
records under IC 5-14-3. The school has not denied or prevented access to any person or

. governmental representative of any of its records and has always acted with the greatest
transparency. Records being offsite or stored electronically is necessary due to space at the sthoo_ls.
Location of records was not a finding in prior year SBOA comments when records were stored at
Indianapolis IN and were also shipped to be made available. The SBOA changed Gary Lighthouse’s
audit cycle to coincide with East Chicago and West Gary Lighthouse schools and as a result Gary
Lighthouse underwent a three year audit. The amount of records requested for examination by the
SBOA without any prior notification was seven years worth of records (two years of records for two
schools and three years of records for a third school). The FYO8 records were shipped immediately
after requested although there were delays due to school closings because of severe winter weather.
Those records were received within a week of the request date. In addition to the SBOA audit that
the schools undergo every two years, they are audited by a Certified Public Accountant (CPA)as

" required by lending institutions and authorizers. The FY09 records that were still being examined by
the CPA became available and were shipped to the SBOA one week after the FY0S8 records were
shipped. We believe we have met our responsibility to allow access to public records.

ACCOUNTS PAYABLE VOUCHER CLAIMS

Audit comment 7

- Finding Many of the accounts payable voucher forms (claims) tested did not indicate the fund from
Wthh the disbursement should be posted.

School’s comment: In April 2009, we reorganized the accounting department and modification to
the voucher claim form to allow for a better review of the claims including the correct fund code
chargeable. The review process allows us to make corrections before the claim is posted to the fund.
Previously the claims did not contain the fund name or code but they are now present on all claims,
with edits made on the claim for any correction. Feedback is prowded to the school by the
accountant on any changes to fund codes.

Audit comment 8;

Finding: Claims did not always have adequate supporting documentation.

School comment: The school is provided ongoing training as to what documentation should be
attached to support a claim. With changes to the accounting department, fewer instances of missing
or mcomplete documentation have occurred. : :

Audit comment 9
- Finding :The governi'ng board is not signing the claim dockets indicating the claims were approved.

- School comment: The SBOA provided a memo tb all charter schools in June 2006 that the SBOA’s
internal control recommendation with respect to payment of claims is that the board approve the
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claims prior to payment but due to the unique nature of statutory provisions pertaining to charter
schools the SBOA would not take audit exception to claims being retroactively approved, on at least
an annual, semi-annual, or quarterly basis and determined by the charter school board (Bruce
Hartman, State Board of Accounts memorandum June 2006 to all charter schools). The school
presents the claimsto the board using the SBOA accounts payable docket. The docket is reviewed -
and approved by the board on a monthly basis. The motion to approve and subsequent approval is
stated in‘the minutes with mention of the total amount approved-that agrees to the detailed docket.
In-the SBOA audit of fy06 and fy07, the SBOA finding on this process was that we needed to add
sufficient detail to the board minutes that it is clear what docket was presented to the board and
approved. This was done for fy08 andfy09 minutes. The school will look to add board signatures to

the dockets.

DATA UNIVERSAL NUMBEING SYSTEM (DUNS)

Audit comment 10

Finding The school applied for but has not received a DUNS number

School comment: The school will obtain its DUNS number.

OFFICIAL BOND

Audit comment 11

“Finding: The renewal for the treasurer’s bond was not provided for audit nor was the bond filed with
the Lake County Recorder.

School comment The treasurer obtained a public official bond or treasurer’s bond for treasury
services for the five Lighthouse charter schools located in Indiana and organized under the single
Organizer, Lighthouse Academies of Indiana, Inc. The treasurer’s bond that renewed June 9, 2008
and now expires on June 9, 2010 increased from $190,000 to $300,000. Official bond documents are
not automatically sent by the insurance company upon renewal. The original treasurer bonds have
_been requested and will be filed with the proper officials at both Lake County and Marion County.

Please do not hesitate to contact me if you have any questions.
Sincerely

et VoL

Robert V. Stearns, Treasurer
Lighthouse Academies of Indiana, Inc, the Organizer for
East Chicago Lighthouse Charter School
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