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Board of Directors
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1401 S. Michigan St.

South Bend, IN 46613

We have reviewed the audit report prepared by Jurgonski & Fredlake, CPAs, Independent Public
Accountants, for the period July 1, 2008 to June 30, 2009. In our opinion, the audit report was prepared in
accordance with the guidelines established by the State Board of Accounts. Per the Independent Public
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The Independent Public Accountants’ report is filed with this letter in our office as a matter of public
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We call your attention to the findings in the report. Pages 16 through 18 contain two current audit
findings. Page 19 contains the status of three prior audit findings.
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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Life Treatment Centers, Inc.
South Bend, Indiana

We have audited the accompanying statement of financial position of Life Treatment Centers, Inc. (a not
for profit organization) (the Organization) as of June 30, 2009, and the related statements of activities,
functional expenses and cash flows for the year then ended. These financial statements are the
responsibility of the Organization’s management. Our responsibility is to express an opinion on these
financial statements based on our audit. The financial statements of Life Treatment Centers, Inc. as of
June 30, 2008 were audited by other auditors whose report dated December 22, 2008 expressed an
unqualified opinion on those statements.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Life Treatment Centers, Inc. as of June 30, 2009, and the changes in its net assets
and its cash flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated April 28, 2009
on our consideration of the Organization’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not fo provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and important for assessing the results of our audit.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements of Life
Treatment Centers, Inc. faken as a whole. The accompanying schedule of expenditures of federal
awards is presented for purposes of additional analysis as required by U.S. Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a
required part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the 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.

W?W CAAs

South Bend, indiana
August 28, 2009



LIFE TREATMENT CENTERS, INC.

STATEMENTS OF FINANCIAL POSITION
June 30, 2009 and 2008

ASSETS

2009 2008
Cash $ 181,273 $ 254,918
Accounts receivable 23,650 59,687
Investments 444 326 476,046
Assets available for sale 78,970 78,970
Land and buildings 1,637,456 1,626,676
Fumiture and equipment 101,594 175,386
Less accumulated depreciation (954,216) {850,696)
Total assets $ 1,513,053 $ 1,720,987
LIABILITIES AND NET ASSETS
Liabilities
Accounts payable $ 20,593 $ 32,272
Accrued payroll and benefits 85,153 87,896
Long term debt 185,121 203,739
Total liabilities 280,867 323,907
NET ASSETS
Unrestricted 853,081 1,027,955
Temporarily restricted 369,125 369,125
Total net assets 1,222,186 1,387,080
Total liabilities and net assets $ 1,513,053 $ 1,720,987

See Notes to Financial Staiements. 2
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LIFE TREATMENT CENTERS, INC.

STATEMENTS OF FUNCTIONAL EXPENSES
For the Years Ended June 30, 2009 and 2008

2009 2008

Residential and treatment program
Salaries and wages $ 836,726 $ 921,013
Payroli taxes 63,752 72,542
Benefits 94,709 180,056
Confractual tabor 1,690 6,456
Insurance 29,508 36,969
Repairs and maintenance 32,300 23,721
Utitities 63,267 58,009
Telephone expense 17,808 18,415
Auto expenses 15,579 14,341
Depreciation 78,449 81,495
Food 35,890 36,409
Suppliss 14,931 13,906
Medical supplies 1,760 1,851
Medical consultants 14,905 13,200
Drug screening 1,060 915
Staff training 1,675 3,418
Interest expense 7,219 13,627
Subconfracting expense 5,790
ASPIN administration fee 20,000 20,000
Other costs 21,777 23,114
Total expenses $ 1,353,004 $ 1,544,147
Administrative and supporting services
Salaries and wages $ 145,933 $ 100,171
Payroll taxes 11,119 7.890
Benefits 16,518 19,583
Insurance 6,767 8,659
Office supplies 9,658 11,188
Dues and subscriptions 2,149 2,608
Profassional fees 26,406 23,055
Printing and postage 4,165 5,878
Other costs 41,634 33,297

$ 264,349 $ 212,327
Fundraising
Salaries and wages $ 90,547 $ 83,059
Payroll taxes 6,899 6,542
Benefits 10,249 16,238
Other costs 61 60,750

$ 107,756 $ 166,589

See Notes to Financial Statements. 4



LIFE TREATMENT CENTERS, INC.

STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2009 and 2008

CASH FLOWS FRCM OPERATING ACTIVITIES:

Change in net assets

ADJUSTMENTS TO RECONCILE CHANGE [N NET ASSETS TO NET

CASH USED IN OPERATING ACTIVITIES:

Depreciation
Net realized and unrealized losses

CHANGE IN ASSETS (INCREASE) DECREASE:
Accounts receivable

CHANGE IN LIABILITIES INCREASE (DECREASEY),

Accounts payable
Accrued payroll, and benefits

Total adjustments

Net cash used in operating acfivities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sale of investments

Purchase of investments

Purchase of property and equipment

Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Principa! payments of long term debt

Net cash provided used in financing aclivities
Net (decrease) increase in cash

Cash at beginning of year

Cash at end of year

Supplemental disclosure of cash flow information:
Cash paid during the year for interest:

See Notes to Financial Statements.

2009

$ (174,884)

78,449
39,545

36,037

(11,879)
(2,743)

139,609

(35,285)

389,732
(397,557)

(11,817)
(18,742)

(18,618)
(18,618)
(73,645)
254,918

$ 181,273

$ 7,219

2008

3 (299,985)

81,485
26,108

(40,707)

17,756
12,335

96,987

(202,998)

1,447,305
(1,125473)

321,832

(12,574)

(12,574)
106,260

148,658

$ 264,918

$ 13,627




Note 1.

LIFE TREATMENT CENTERS, INC.
NOTES TO FINANCIAL STATEMENTS

Nature of Activities and Significant Accounting Policies
Nature of Activities

Life Treatment Centers, Inc. (the Organization) is a not for profit organization providing
treatment and rehabilitation to persons affected by substance abuse who otherwise could
not afford treatment. It accomplishes this objective by creating a total program for the
substance abuser to enhance spiritual growth and provide intervention, education,
treatment, and re-socialization. Programs include detoxification, residential treatment,
transitional residential services, intensive oufpatient treatment, gambling addiction, and
drug and alcohol education. These programs provide services primarily in St. Joseph
and Elkhart Counties in Indiana. Funding is provided primarily by government grants,
fees for service and contributions.

Significant Accounting Policies

Basis of Presentation — The financial statements have been prepared in accordance
with Statement of Financial Accounting Standard (SFAS) No. 117, “Financial Statements
of Not-for-Profit Organizations”. SFAS No. 117 requires, among other things, that the
financial statements report the changes in, and fotals of each net asset class based on
the existence of donor restrictions, as applicable. Net assets are classified as
unrestricted, temporarily resfricted, or permanently restricted.

Basis of Accounting — The financial statements have been prepared on the accrual
basis of accounting in accordance with accounting principles generally accepted in the
United States of America.

Recently Issued Accounting Pronouncements - Effective July 1, 2008, the
Organization adopted Financial Accounting Standards Board (FASB) Statement of
Financial Accounting Standards No. 157 “Fair Value Measurements® (SFAS 157). In
February 2008, the FASB issued Staff Position No. 157-2, “Effective Date of FASB
Statement No. 157", which provides a one year deferral of the effective date of SFAS 157
for nonfinancial assets and nonfinancial liabilities, except those that are recognized or
disclosed in the financial statements at fair value at least annually. Therefore, the
Organization has adopted the provisions of SFAS 157 with respect to its financial assets
and liabilities only and the adoption did not materiaily impact the financial statements.
Management believes the adoption of SFAS 157 for nonfinancial assets and liabilities
also will not have a material impact on the financial statements.

In May 2009, the FASB issued SFAS No. 165, “Subsequent Events®, which establishes
standards of accounting for the disclosure of events that occur after the Statement of
Financial Position date but before financial statements are issued. We have evaluated
subsequent events for recognition or disclosure through the date of the financial
statements were available for issuance on August 28, 2009,



Note 1.

LIFE TREATMENT CENTERS, INC.

NOTES TO FINANCIAL STATEMENTS

Nature of Activities and Significant Accounting Policies (continued)

Functional Allocation of Expenses - The costs of providing the various programs and
other activities have been summarized on a functional basis in the statements of
functional expenses. Accordingly, certain costs have been allocated among the program,
administrative and supporting services and fundraising.

Estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management fo
make estimates and assumptions that affect the reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

Accounts Receivable — Management closely monitors outstanding balances and writes
off, as of year end, all uncollectible balances. Accordingly, no allowance for doubtful
accounts has been recorded.

Contributions - Contributions received are considered to be available for unrestricted
use unless specifically restricted by the donor. Contributions are recognized when the
donor makes a promise to give to the Organization that is, in substance, unconditional.
Contributions that are restricted by the donor are reported as increases in unrestricted
net assets if the restrictions expire in the fiscal year in which the contributions are recog-
nized. All other donor restricted confributions are reported as increases in temporarily or
permanently restricted net assets depending on the nature of the restrictions. When a
restriction expires, that is, when a stipulated time restriction ends or purpose restriction is
accomplished, temporarily restricted net assets are reclassified to unrestricted net assets
as net assets released from restrictions. The Organization uses the atfowance method to
determine uncollectible unconditional promises receivable. The allowance is based on
prior years' experience and management's analysis of specific promises made.

Property and Equipment — Donations of property and equipment are reported as
unrestricted support unless the donor has restricted the donated asset to a specific
purpose. Assets donated with explicit restrictions regarding their use and contributions of
cash that must be used to acquire property and equipment are reported as restricted
support. Absent donor stipulations regarding how long those donated assets must be
maintained, the Organization reports expirations of donor restrictions when the donated
or acquired assets are placed in service as instructed by the donor. The Organization re-
classifies temporarily restricted net assets to unrestricted net assets at that time.

Purchased property and equipment are stated at cost. Maintenance and repairs are
charged to expense as incurred while major renewals and belterments are capitalized.
When items of property or equipment are sold or refired, the related cost and
accumulated depreciation are removed from the accounts and any gain or loss is
included in the results of operations. Depreciation is computed on the straight line
method over the estimated useful lives of the assets as follows:

Buildings 15 to 40 years
Furniture and equipment 5to 15 years




Note 2.

Note 3.

Note 4.

LIFE TREATMENT CENTERS, INC.

NOTES TO FINANCIAL STATEMENTS

Support from Major Funding Sources/Concentrations of Credit Risk

The Organization receives a substantial amount of its support from federal, state and
local agencies. A significant reduction in the level of support, if this were to occur, may
have a significant effect on the Organization's programs and acfivities.

The Organization also places its cash with a high credit quality financial institution.
However, the amount of credit exposure to a financial institution occasionally is in excess
of the insurance limits established by law.

Income Tax Status

The Organization is exempt from income taxes on income from related activities under
Section 501(c) (3) of the U.S. Internal Revenue Code and a similar section of the Indiana
tax law. Accordingly, no provision has been made for federal or state income taxes.

Fair Value Measurements

Statement of Financial Accounting Standards No. 157 (SFAS 157) defines fair value as
the exchange price that would be received for an asset or paid to transfer a liability (an
exit price) in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants on the measurement date. SFAS 157
also establishes a fair value hierarchy which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair
value. The standards describe three levels of inputs that may be used to measure fair
value:

Level 1 - Quoted prices in active markets for identical assets or liabilities.

Level 2 - Observable inputs other than Leve! 1 prices as quoted prices for similar assets
or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data for substantially the full
term of the assets or liabilities.

Level 3 - Unobservable inputs that are supported by little or no market activity and that
are significant to the fair value of the assets or liabilities. '

The Organization utilizes the market approach to measure fair value for its financial
assets and liabilities. The market approach uses prices and other relevant information
generated by market transactions involving identical or comparable assets or liabilities.




Note 4.

Note 5.

Note 6.

LIFE TREATMENT CENTERS, INC.
NOTES TO FINANCIAL STATEMENTS

Fair Value Measurements (continued)

Assets measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at June 30, 2009

Level 1 Leve| 2 Level 3 Total
Cash $ 174,215 $ $ $ 174,215
Fixed income 77,635 77,635
Equity securities 192,476 192 476
§ 444326 3 $ $ 444398

Unrealized gains or losses on investments are recorded in the Statement of Activities.
The adoption of this statement did not have a material impact on the Organization's
results of operations or financial position.

Assets Held for Sale

In August 2008, the Organization’s Board of Directors approved two halfway houses to
be placed for sale. Pursuant to Statement of Financial Accounting Standard (SFAS) No.
144, *Accounting for the Impairment or Disposal of Long Lived Assets”, the Organization
ceased depreciating the aforementioned assets. The assets are reported separately as
assets held for sale in the statements of financial position. Additionally, the assets are
being valued at $78,970 which is the lower of their carrying value or their estimated sales
price less estimated costs to sell. The Organization has actively pursued a buyer for the
properties.

l.ong Term Debt

Long term debt at June 30, 2009 and 2008 is as follows:

009 2008
Note payable, bank, collateralized by land and building, payable
in monthly instaliments of $2,164, including interest at prime
minus .25%. A balloon payment is due March 2010. $ 185121 $203,739

Estimated annual mafurities are as follows for the year ended June 30:
2010 - $185,121

The Organization had various covenants relating to the above debt, none of which were
violated at June 30, 2009.

The fair value of long term debt approximates the carrying value due to the relevant
market information.




Note 7.

Note 8.

Note 9.

LIFE TREATMENT CENTERS, INC.

NOTES TO FINANCIAL STATEMENTS

Temporarlly Restricted Net Assets

At June 30, 2009 and 2008 temporarily restricted net assets consist of contributions
which were received in prior years that are restricted by time. The specific amounts and
periods of restrictions are as follows:

St. Joseph Housing Consortium (November 1, 2009) $ 299,125
St. Joseph Housing Consortium (December 31, 2011) 70,000
Total $ 369,125

Retirement Plan

The Organization contributes to a simplified employee pension plan for substantially all
employees, The amount of the contribution to the plan is at the discretion of the Board of
Directors of the Organization and is a percentage of employee salaries. The
Organization confributed $26,520 and $29,502 for the years ended June 30, 2009 and
2008, respectively.

The Organization also established an Employee Tax Deferred Savings Plan under
internal Revenue Code Section 403(b). Employees may choose o contribute to the plan
at their discretion through pre-tax payroll deductions.

Lease Commitments

The Organization has entered into various operating leases primarily for office
equipment, with monthly payments ranging from $140 to $872 per month with initial lease
terms ranging 36 to 60 months. The lease expense for these leases was $23,915 for
each of the years ending June 30, 2009 and 2008. The following schedule presents, by
year, the approximate future minimum fease payments under the leases as of June 30:

2010 $ 13,836
2011 8,264
2012 8,100
2013 8,100
2014 8,100
Thereafter 875
Total $ 47075

10




LIFE TREATMENT CENTERS, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2009

Federal Grantor / Federal 2009
Pass-Through Grantor / CFDA Disbursements/
Program Title Number Expenditures

Substance Abuse and Mental Health Services Administration,
Department of Health and Human Services

Prevention and Treatment of Substance Abuse 93.959 $ 972,508
Access to Recovery 93.275 38,639

‘ Community Planning and Development, Department of Housing
and Urban Development

Emergency Shelter Grant 14.231 29,097
Supportive Housing Program 14.235 68,972
Total federal awards 09216

The above schedule of expenditures of federal awards includes the federal grant activity of the
Organization and is presented on the accrual basis of accounting. The information in this schedule is
l | presented in accordance with the requirements of OMB Circular A-133, Audils of States, Local
| Governments, and Non-Profit Organizations.

11
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REPORT ON INTERNAL CONTROL OVER FINANGIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Life Treatment Centers, Inc.
South Bend, Indiana

We have audited the financial statements of Life Treatment Centers, Inc. {a not for profit organization)
(the Organization) as of and for the year ended June 30, 2009, and have issued our report thereon dated
August 28, 2009. 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 Organization's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Organization's internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Organization’s intemal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying schedule of findings and questioned costs, we identified
certain deficiencies in internal control over financial reporting that we consider to be material weaknesses.

A deficiency in internal controf exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is [ess severe than a material weakness, yet important
enough fo merit attention by those charged with governance.

A material weakness is a deficiency, or a combination of deficiencies, in interna!l control such that there is
a reasonable possibility that a material misstatement of the enfity’s financial statements will not be
prevented, or detected and corrected on a timely basis. We consider the deficiencies described in the
accompanying schedule of findings and questioned costs to be material weaknesses (see #2008-1 and
#2009-2).

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Organization’s financial statements are free of
material misstatement, we performed tests of its compitance 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.

12




Page 2

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

This report is intended solely for the information and use of management, the Board of Directors, others
within the entity, 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.

W’rm CAAS

South Bend, Indiana
August 28, 2009

13
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REPORT ON COMPLIANCE WiTH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Directors
Life Treatment Centers, Inc.
South Bend, Indiana

Compliance

We have audited the compliance of Life Treatment Centers, Inc. with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circufar A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended June 30, 2008.
Life Treatment Centers, Inc.'s major federal programs are identified in the summary of auditor's resuits
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 Life Treatment Centers Inc.'s management. Our responsibility is to express an
opinion on Life Treatment Centers, Inc.’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 Comptrolter 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 ptan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have-a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about Life
Treatment Centers, Inc.’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. Qur audit does not provide a legal determination of Life Treatment Centers, Inc.’s compliance
with those requirements.

In our opinion, Life Treatment Centers, Inc. complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for the year ended June 30,
2009.

Internal Control Over Compliance

The management of Life Treatment Centers, Inc. is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, confracts, and grants
applicable to federal programs. In planning and performing our audit, we considered Life Treatment
Centers, Inc.'s internal control over compliance with the 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 Life Treatment Centers, Inc.’s internal control over compliance.

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

14




Page 2

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important
enough to merit attention by those charged with governance.

A material weakness is a deficiency, or a combination of deficiencies, in internal control such that there is
a reasonable possibility that a material misstatement of the entity's financial statements will not be
prevented, or detected and corrected on a timely basis. We consider the deficiencies described in the
accompanying schedule of findings and question costs to be material weaknesses (see #2009-1 and
#2008-2).

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

This report is intended solely for the information and use of Management, the Board of Direcfors, ofhers
within the entity, 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.

‘v freollake CARs

South Bend, Indiana
August 28, 2008
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LIFE TREATMENT CENTERS, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2009

SUMMARY OF AUDITOR’S RESULTS:

a. The auditor's report expresses an unqualified opinion on the financial statements of Life
Treatment Centers, Inc. for the year ended June 30, 2009,

b. Two significant deficiencies disclosed during the audit of the financial statements are reported in
this schedule. Both of the deficiencies are reported as material weaknesses.

c. No instances of noncompliance material to the financial statements of Life Treatment Centers,
Inc. were disclosed during the audit.

d. Two significant deficiencies in internal control over major federal award programs disclosed
during the audit are reported in this schedule. Both of the deficiencies are reported as material
weaknesses.

e. The auditor's report on compliance for the major federal award programs for Life Treatment
Centers, Inc. expresses an unqualified opinion on the major federal programs.

f.  The program tested as a major program: — Prevention and Treatment of Substance Abuse
CFDA #93.959.

g. The threshold used for distinguishing between Types A and B programs was $300,000.
h. Life Treatment Centers, inc. was determined not to be a low risk auditea,
i.  There were no audit findings required to be disclosed under OMB Circular A-133 Section 510(a).

Findings related to the financial statements which are required to be reported in accordance with
GAGAS:

Finding #2009-1 Preparation of GAAP Basis Financial Statements

Statement of Condifion: Statement on Auditing Standards (SAS No. 115 “Communicating Internal
Control Related Matters Identified in an Audit” clarified management’s responsibility to have internal
controls in place to apply appropriate accounting principles and provide information to produce the
year end financial statements in accordance with accounting principles generally accepted in the
United States of America (GAAP). During our audit, we noted instances in which adjusting entries
were required at year end to adjust the financial statements for them to be in conformity with
accounting principles generally accepted in the United States of America.

Criteria; While management is not required to prepare the financial statements, management does
need to demonstrate the level of qualifications and controls to prepare and review the report without
significant deficiencies or material weaknesses in these controls.

Effect: Internal financial statements may not be prepared in accordance with GAAP.

Cause: New accounting and auditing iiterature continues to be added at an astonishing pace. Many
business fransactions have complex accounting rules and guidance is being produced from various
authoritative sources. Each of these elements add a significant financial cost to the internal control
process, a pressure that small and mid-size companies alike have been facing for years. It simply is
very difficult, and in many cases, not feasible for smaller companies to react.

Questioned Cost: Not applicable
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LIFE TREATMENT CENTERS, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2008

Recommendation: To improve the internal control system over the preparation of financial reports
and the selection and application of accounting principles, management should enhance its
knowledge of accounting standards that are released and apply to the Organization’s business. This
may be accomplished by attending seminars, review of professional standards, and possibly the
utilization of other tools provided by the AICPA and others that summarizes accounting and reporting
requirements applicable for the Organization,

We would be happy to provide management with a copy of a “GAAP Checklist® to assist with this
process. In addition, if management would like to discuss various options to help improve the
Organization's internal controls over the annual financial reporting process, we are prepared to assist
you in preparing a viable plan moving forward.

Management Response:

Management agrees with the finding and will improve the application and understanding of GAAP by
working to get a professional with the knowledge of the principles to serve on the board of directors,
Additionally, management will begin to utilize a GAAP checklist so that management can better
understand the principles and their application.

Finding #2009-2: Inadequate Segregation of Duties

Statement of Condition: A strong system of internal control over financial reporting requires the
segregation of incompatible accounting functions, timely reconciliation of accounts, and maintaining
all supporting documentation. During our audit we noted situations where incompatible duties
performed by the same individual is as follows:

. Having check signing ability;
) Having full access to the accounts payable system;
. Entering and posting journal entries info the general ledger without written

review and approval.

Criteria: Management is responsible for establishing and maintaining internal controls over financial
reporting.

Eifect: Lack of proper segregation of dufies increases the risk of inaccurate financial reporting or
misappropriation of assets, either caused by error or fraud.

Cause: Current budgetary and financial constraints hamper the Organization's ability to hire
additional staff to further segregate duties.

Questioned Cost: Not applicable

Recommendation: We understand with the limited number of employees at the Organization, lack
of segregation of duties is simply unavoidable. Where segregation is not feasible, we suggest that
management remain aware of these conirol weaknesses and attempt to mitigate them by applying
increased management supervision. We encourage management to continually review opportunities
for segregation of duties to enhance internal controls over financial reporting areas, which could
include implementing the following control procedures:

. Independent reviews of all journal entries entered in the general ledger system;

. Independent reviews of month end account reconciliations;

. Dual signature requirements on checks over certain dollar limits or other
secondary reviews over cash disbursements;

. Secondary approval for the addition of new vendors to the accounts payable
system.
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LIFE TREATMENT CENTERS, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2009
In instances in which secondary reviews or approvals are implemented, it is important that these

reviews and approvals be formally documented in writing, to leave a clear audit trail.

Management Response:

Management agrees with the finding and the specific control procedures will be addressed with
current personnel. Future improvement of controls may be accomplished with the addition of
personnel fo put these controls in place. The plan would be to not increase cost but instead
rearrange full time and part time responsibilities.

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

None

18




LIFE TREATMENT CENTERS, INC.

SUMMARY SCHEDULE OF PRIOR YEAR FINDINGS
For the Year Ended June 30, 2008

Finding #2008-1 Preparation of GAAP Basis Financial Statements

Statement of Condition: Statement on Auditing Standards (SAS No. 112 “Communicating Internal
Control Related Matters Identified in an Audit” clarified management's responsibility to have internal
controls in place to apply appropriate accounting principles and provide information to produce the
year end financial statements in accordance with accounting principles generally accepted in the
United States of America (GAAP). During our audit, we noted instances in which adjusting entries
were required to correct misstatements that were deemed to be material to the financial statements
as a whole.

Current Status: As noted on the current year Schedule of Findings and Questioned Costs, there are
still weaknesses related to the preparation of GAAP basis financial statements.

Finding #2008-2: Inadequate Segregation of Duties

Statement of Condition: A strong system of internal control over financial reporting requires the
segregation of incompatible accounting functions, timely reconciliation of accounts, and maintaining
all supporting documentation. During our audit we noted situations where incompatible duties
performed by the same individual is as follows:

. Having check signing ability;
. Having full access to the accounts payable system;
. Entering and posting journal entries into the general ledger without written

review and approval.

Current Status; As noted on the current year Schedule of Findings and Questioned Costs, there are
still weaknesses related to a lack of segregation of duties,

Finding # 2008-3: Investment Account Reconciliations

Statement of Condition; We have noted that management does not reconcile the balances of
various investment accounts during the year. We also noted that some of the monthiy investment
statements were missing when we arrived for the audit.

Current Status: This has been corrected.
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