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

Telephone: (317) 232-2513
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Web Site: www.in.gov/shoa

October 29, 2014

Board of Directors

Life Treatment Centers, Inc.
1402 S. Michigan Street
South Bend, IN 46613

We have reviewed the audit report prepared by Jurgonski & Fredlake CPA’s, for the period July 1,
2010 to June 30, 2011. In our opinion, the audit report was prepared in accordance with the guidelines
established by the State Board of Accounts. Per the Independent Public Accountants’ opinion, the
financial statements included in the report present fairly the financial condition of Life Treatment Centers,
Inc., as of June 30, 2011, and the results of its operations for the period then ended, on the basis of
accounting described in the report.

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

We call your attention to the findings in the report. The audit report contains two financial
statement findings. Please refer to the Schedule of Findings and Questioned Costs for complete details of
the findings.

Paul D. Joyce, CPA
State Examiner
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Jurgonski & Fredlake CPAs Office (574) 251-1414

Fax (574) 251-1477
418 W. Jefferson Blvd., South Bend, Indiana 46601 .
. : Greg Jurgonski

John A. Fredlake
Joseph T. Barkman

INDEPENDENT AUDITOR'S REPORT

To the Board of Direciors
Life Treatment Centers, fnc.
South Bend, indiana

We have audited the accompanying statements of financial position of Life Treaiment Centers, Inc. {a not for profit
Organization) (the Organization} as of June 30, 2011 and 2010 and the related statements of activitles, functionai
expenses and cash flows for the years then ended. These financial stalements are the responsibility of the
Organization’s management. Our responsibility is 1o express an opinion on these financial statements based on our
audits, '

We conducted our audits in accordance with audiling standards generally accepted in the United States of America
and the standards applicable to financial audiis contained in Government Audifing Sfandards, issued by the
Comptrofler General of the United States. Those standards require that we plan and perform the audit to obtain
reasconable assurance about whether the financial statements are free of material misstalement.  An audit includes
examining, on a test basis, evidence supporling the amounts and disclosures in the financial statements. An audit .
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinjon.

In our opinion, the financial statements referred fo above present faldy, in all material respecis, the financial position
of the Organizalion as of June 30, 2011 and 2010 and the changes In Its net assels and fts cash flows for the years
then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Govemment Audifing Standards, we have also issued a report dated Oclober 10, 2011 on our
consideration of the Crganization’s Internal control over financial reporting and our tests of its compliance with cerfain
provisions of laws, regulafions, conlracts and grant agreements and other mattérs. The purpose of that report is fo
describe the scope of our testing of internal control over financial reporting and compliance and the resulis of that
testing, and not o provide an opinion on the internal control over financial reporting of on compliance. That report is
an integral parf of an audit performed in accordance with Govemnment Audifing Standards and should be considered
in assessing the resulis of our audit.

Our audit was cenducted for the purpose of forming an opinion on the financial statements 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, Audils of States, Local Governments, and Non
Profit Organizations, and is not a required part of the financial statements. Such information is the responsibiliy of
management and was derived from and refates direcilly to the underlying accounting and other records used to
prepare financial statements. The information has been subjected to the auditing procedures applied In the audit of
the financiat statements and cedain additional procedures, including comparing and reconciling such information
directly fo the underlying accounting and other records used to prepare the financial statements or to the financial
sfatements themselves, and other additional procedures in accordance with auditing standards generaily accepted in
the United States of America. in our opinfon, the information is falrlly stated in alt materal respects in relation io the
financial siatements as a whole.

st & 6’%@% K <

South Bend, indiana
" - Cctober 10, 2011




LIFE TREATMENT CENTERS, INC.

STATEMENTS OF FINANCIAL POSITION
June 30, 2011 and 2010

ASSETS

2011 2010
Cash $ 166,301 $ 282,581
Grants receivable 81,941 63,672
Investments 371,365 366,360
Land and buildings - 1,716,426 1,716,426
‘Fumiture and equipment ’ 108,994 108,994
Less accumutated depreciation ’ (1,053,279 (1,008,845)
Total assets ' $ 1,391,748 $ 1,529,788
LIABILITIES AND NET ASBETS
Liabilifies
Accounts payable $ 23,027 % 33,571
Accrued payroll and benefits : 105,426 85,088
Note payable 153,598 167,785
Total fiabilities - 282,051 286,444
NET ASSETS .
Unrestricted 1,039,697 1,169,334
Temporarlly restricted 70,000 . T4010
Total net assels 1,109,697 1,243,344
Total liabiiities and net assels $ 1,301,748 $ 1,520,788

See Notes to Financial Statements. . 2
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LIFE TREATMENT CENTERS; INC.

STATEMENTS OF FUNCTIONAL EXPENSES
For the Years Ended June 30, 20114 and 2010

2011 2010

Resldential and treatment prograim '
Salaries and wages $ 876,205 $ 799,516
Payroll taxes : 72,192 64,469
Benefils 142,127 99,654
Instrance 22,870 | 27,367
Repairs and maintenance 26,729 28,219
Utilities : 63,636 62,935
Telephone expense 28,263 28,080
Aufo expenses ) 14,522 13,040
Depreciation 44 436 54,629
Food ) _ 36,178 4 39,606
Supplies 20,071 18,220
Medical supplies _ 1,811 1,967
Medical consuitants . 13,385 13,118 -
Drug screening 1,080 510
Stalff training 2,656 5286
Interest expense 8,466 6,688
Other cosls 29,258 22,355
Total expenses $ 1,403,785 $ 1,281,908
Adminisfrative and supporting services
Salaries and wages $ 84,904 % 142,216
Payroll taxes 7.080 11,330
Bensfits 14,070 17,514
Insurance . 8,717 6,317
Office supplies 14,413 10,765
Dues and subscriptions 1,135 1,311
Professional fees 16,642 15,656
Printing and postage ' 3,766 5,256
ASPIN administration fee 15,000 28,000
Other costs B - 28939 36,234

$ 191,566 $ 271,598
Fundraising
Salaries and wages $ 91,484 $ 94,266
Payroll taxes 7.629 7,510
Benefiis 15,181 11,608
Ofther costs 20,495 8,854

$ 134,769 $ 122,238

See Notes to Financiat Statements, 4



LIFE TREATMENT CENTERS, INC,

STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2011 and 2010

CASH FLOWS FROM OPERATING ACTIVITIES:

Change in net assets

ADJUSTMENTS TO RECONCILE CHANGE IN NET ASSETS TO NET
CASH PROVIDED BY (USED IN} OPERATING ACTIVITIES:

Depreciation
Net realized losses {gains)
Net unrealized gains

CHANGE IN ASSETS (INCREASE):
Granis receivable

CHANGE IN LIABILITIES INCREASE (DECREASE):

Accounts payable .
Accrued payrolf and benefits

Total adjustments

Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sale of investments

Purchase of investments

Purchase of property and equipment

Net cash provided by investing activities

CASH FLOWS FROM FINANCING AGTIVITIES:
Principal payments on note payable

Net cash used in financing activities
- Net Increase (decrease) in cash
Cash at beginning of year

Cash at end of year

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

See Noles 1o Financial Statements.

2011

3 {133,647)

44,436
1,447
{19,037)

(18,269)

{10,544)
20,336
18,369

(115,278)

455,009
(442,814)

13,185

(14,187)
{14,187)
(116,280)

282,581

$ 166,301

$ 8,466

2010

$ 21,158

54,629
(9,915)
(7,161}

(40,022)

12,978
(65)

10,444
31,602

215,302
(120,860)

(7,400}

87,042

{17.336)
{17,336)
101,308
181,273 -
$ 282,581
$ 6,688




Note 1.

LIFE TREATMENT CENTERS, INC.

NOTES TO FINANCIAL STATEMENTS

Nature of Activities and Signrificant Accounting Policies

Nature of Acfivities - Life Treatment Centers, Inc. (the Organization) is a not for profit
organization providing freatment and rehabilitation to persons affected by substance
abuse who otherwise could not afford treatment. 1t accomplishes this objective by
creating a total program for the subsiance abuser to enhance spiritual growth and provide
intervention, education, treatment, and re-socialization. Programs include defoxification,
residential treatment, fransitional residential services, iniensive oulpalient treatment,
gambiing addiction, and drug and alcohol education. These programs provide services
primarlly in St. Joseph and Elkhart Countles in Indiana. Funding fs provided primarily by
government grants, fees for service and contributions. '

Significant Accounting Policies

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

Basis of Presentation - Financial statement presentation follows the recommendation of
the Financial Accounting Standards Board in its Codification of Financial Accounting
Standards (ASC) 958-205, Financial Statements of Not for Profit Organizations. Under
ASC 958-205, the Organization is required to report information regarding s financial
position and aclivities acgording o ihree classes of net assels:

Unrestricted Net Assels — Reflect assets which have not been restricled as to use by
donors. A designation within this asset group represents assets restricted by the board
of directors.

Temporarily Restricted Net Assets — Reflect contributed assefs whose use by the
Organization has been Himited by donors for a specific time period or purpose.

Permanently Restricted Net Assetes — Reflect contribufions with donor imposed
restrictions which do hot expire and which allow, in certain cases, only the Income earned
thereon to be expended by the Organization.

Recently Issued Accounting Pronouncements — In January 2010, the Financial
Accounting Standards Board issusd Accounting Standards Update 2010-06, Improving
Disclosures about Fair Value Measurements (ASU 2010-06). ASU 2010-06 amended
ASC 820 io clarify certain existing fair value disclosures and requires a number of
additional disclosures. The guidance in ASU 2010-06 clarified that disclosures should be-
presented separately for each “class” of assets and liabiliies measured at fair value and
provided guidance on how fo determine appropriate classes of assets and liabilities to be
presented. ASU 2010-06 also clarified the requirement for entities to disclose information
about both the valuation technlques and Inputs used in estimating Level 2 and Lavel 3
fair value measurements. In addition, ASU 2010-08 introduced hew reguirements to
disclosed the amounis {on a gross basis) and the reasons for any significant fransfers
between Levels 1, 2 and 3 of the fair value hierarchy and presented information regarding
the purchases, sales, issuances and setflements of Level 3 assels and liabilities on a
gross basis. With the exception of the requirement to present changss in Level 3
measurements on a gross basis, which is delayed uniil 2011, {he gtlidance in ASU 2010-
06 becomes effeclive for reporting petiods ending after Decamber 15, 2010, Adoption of
ASU 2010-06 did not have a material effect on the Organization’s financial statements.




Note 1.

LIFE TREATMENT CENTERS, INC.

NOTES TO FINANCIAL STATEMENTS

Nature of Activities and Significant Accounting Policies (continued)

Functional Aliocation of Expenses - The cosis of providing the various programs and
other activities have been summarized on a functional basis in the statemenis 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.

Grants Receivable — Support received under governmental grants is recorded based on
expenses incurred or based on a fixed rate. Grants receivable represents amounts due
for expenses incurred or units serviced prior to vear end, and are conhsidered fully
collectible by Management.

Contributions - Confributions 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 reshicted by the donor are reporied as increases in unrestricted
net assets if the restrictions expire in the fiscal year in which the contributions are recog- .
nized. Al other donor restricted contributions 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 resfricions. The Organization uses the allowance method fo
determine uncollectibie unconditional promises recelvable. The allowance is based on
prior years' experience and management's analysis of specific promises made.

Property and Equipment — Properly and equipment received as a donation Is recorded
at fair market value as of the date received. Donations of properly and equipment are
reported as unrestricted support unless the donor has resliicted the donated asset {o a
specific purpose. Assets donated with explicit restrictions regarding thelr 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 reclassifies temporarlly restricted net assets to unrestricted net assets
at that time. Purchased properly and equipment are stated at cost. Maintenance and
repairs are charged to expense as Incurred while major renewals and hetterments are
capitalized. When items of property or equipment are sold or retired, the related cost and
accumulated depreciation are removed from the accounts and any gain or loss is
included in the resuits of operations. Depreciation is computed on the straight line
method over the estimated useful lives of the assets as follows:

Buildings 10 to 40 years
Furniture and equipment 5 to 15 years

Volunteer Services —~ The Organization has a numbsr of unpald volunteers that have
made significant conliibutions of thefr time to the Organization. The value of the
contributed time is not reflected in the accompanying financial statements since the
volunteers’ time does not mest! the requirements for recognition under ASC 958.

7




.Note 1.

Note 2,

Note 3.

Note 4.

LIFE TREATMENT CENTERS, INC.

NOTES TO FINANCIAL STATEMENTS
Nature of Activities and Significant Accounting Policles (continued)

Income Taxes — The Organization’s policy is to record an unrecognized fax henefit from
an uncertain tax position only if it is more likely than not that the tax position will be
sustained upon examination by the tax authorities. Interest and penalties related to gross
unrecognized tax benefits would be included withih the provision for income faxes. To
the exient accrued interest and penalties do hot uitimately become payable, amounts
accrued would be reduced in the period that such determination is made and reflected as
a reduction of the overall income tax provision. The Organization files a federal and an
Indiana state tax return. The tax years that remain subject to examination by the federal
and Indiana tax jurisdictions date back to the year ending June 30, 2008.

Subsequent Events — The Organization has evaluated subsequent events for-
recognition and disclosure through October 10, 2011, which is the dale the
Organization's financial statements were available to be issued.

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 fevel of support, if this were to occur, may
have a significant effect on the Organization's programs and activities.

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 faw. Accordingly, no provision has been made for federal or state income taxes.

Fair Value Measurements

ASC 820 defines falr value as the exchange price that would be received for an asset or
pald fo transfer a liability (an exit price) in the principal or most advantageous market for
the asset or labllity in an orderly trapsaction between market participants on the
measurement date. ASC 820 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,

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

Level 2 - Observable inputs other than Level 1 prices as quoted prices for similar assets
or liabllities; quoted prices in markets that are nol active; or other inpuis that are
observable or can be corroborated by observable market data for substantially the full
term of the assets or liabilities.

l.evel 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.

8



Note 4.

i\!ote 5,

LIFE TREATMENT CENTERS, INC.

NOTES TO FINANGIAL STATEMENTS -

Fair Value Measurements (continued)

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

Fair Value Measurementis at June 30, 2011

Level 1 favel 2 Level 3 Total
Cash 3 54,6593 $ § $ 54,583
AA bonds 1,463 1,463
A bonds 1,462 1,462
Consumer Discretion . 30,443 30,443
Consumer Staples 67,791 67,791
Energy 36,092 36,092
_ Financiais 31,071 31,071
Healihcare 51,157 51,157
Information Technology 79,717 79,717
Telecom 17,576 17.576
$ 371385 $ $ $ 3713865
Fair Value Measurements at June 30, 2010
Level 1 Level 2 Level 3 Total

Cash $ 12,009 $ $ $ 12,009
AA bonds 79,019 78,018
Abonds 79,018 79,018
Consumer Discretion 19,101 19,101
Consurner Staples 42,533 42 533
Energy 22,645 22,645
Financials 19,494 19,494
Healthcare 32,097 32,097
Information Technology 50,016 50,016
Telecom 11,028 11,028
$ 366,960 $ $ 66,960

Unrealized gains or losses on investments are recorded in the Statement of Activities.

Note Payable

Note Payable at June 30, 2011 and 2010 Is as follows:

2011
Note payable, bank, collateralized by tand and building,
payable in monthly instaliments of $1,8486, including interest
at 5.25% at June 30, 2011. A balloon payment is due
March 2012. . $ 153,698

2010

$ 167,785




Note 5.

Note 8.

Note 7. -

Note 8.

LIFE TREATMENT GENTERS, ING.

NOTES TO FINANCIAL STATEMENTS

Note Payable {(continued)

The Organization had various covenants relating to the above debt, none of which were
violated at June 30, 2011.

The fair value of long term debt approxiniates the carrying'vaiue due {o the relevant
market information,

Temporarily Restricted Net Assels
At June 30, 2011 and 2010 temporarily resfricted net assets consist of contributions for a

fundraiser and for contributions which wers received in prior years that are restricted by
time. The specific amounts and periods of restrictions are as follows:

2011 2010
Eagle Lake Triathlon cash . $ $ 4,010
8t, Joseph Housing Consortium (December 31, 2011) 70,000 70,000
Total temporarily restricted net assels $ 70,000 $74,010

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
Direciors of the Organlzation and is a percentage of employes salaties. The
Organization confributed $21,121 and $20,147 for the years ended June 30, 2011 and
2010, respectively.

The Organization also established an Employee Tax Deferred Savings Plan under
Internal Revenue Code Section 403(b). Employees may choose fo 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 $124 to $535 per month with initial lease
terms ranging from 36 to 60 months. The lease expense for these leases was $13,412
and $12,506 for the years ending June 30, 2011 and 2010, respectively. The foliowing
schedule presents, by year, the approximate future minimum lease payments under the
leases as of June 30:

2012 $ 13,412
2013 11,818
2014 ) 8,100
2015 875
Total $ 34.006

10



Note 9.

Nofe 10.

LIFE TREATMENT CENTERS, INC.

NOTES Tb FINANCIAL STATEMENTS

Schedule of Expenditures of Federal Awards

The accompanying 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 presented in accordance with the requirements of OMB
Choular A-133, Audits of Stales, Local Governments, and Non Profit Organizations.
Therefore, some amotints presented in this schedule may differ from amounts presented in,
or used in the préparation of, the basic financial statements,

Contingencies

Under the terms of State and Federal grants, periodic dudits are required and certain costs
may be challenged as to allowability under the terms of the grants. Grant resources are
expendable only for operating purposes specified by the grant. Such audits could lead to
reimbursement of the grantor agencies. However, management is of the opinion that the
risk of material disallowance is remote. Therefore, no provision for contingencies has been
reflected in the financial statemenis.

11




LIFE TREATMENT CENTERS, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2011

Federal Grantor / Federal 2011
Pass-Through Grantor / ‘ . CFDA Disbursements/
Program Title Number Expenditures

U.S. Department of Health and Human Services

Passed through Affiliated Service Providers of Indiana, Inc. (ASPIN)

Prevention and Treatment of Substance Abuse 93.859 $_ 905969

Passed through InteCare.Inc,

Prevention and T(eati’nent of Substance Abuse 93.859 99,980

Passéd through Indiana Family and Sacial
Services Administration, Divislon of Family

and Children

Access to Recovery 93.275 48,189
Passed through Healthy Communities Inffiative of St Joseph

County, Inc.

Drug Free Community Fund 93.252 10,000

U.S. Department of Housing and Urban Development (HUD)

Supportive Housing Program-Transitional Housing 14.235 : 652,260
Total federal awards $ 1,126,398

The ahove 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
presented In accordance with the requirements of OMB Circular A-133, Audils of Stales, Local
Governments, and Non-Profit Organizations.

12




Jurgonski & Fredlake CPAs Office (574) 251-1414

Fax (574) 251-1477
418 W. Jefferson Blvd., South Bend, Indiana 46601
, Greg Jurgonski

~John A. Fredlake
Joseph T, Barkman

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 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, 2011, and have issued our report thereon dated
October 10, 2011. 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,

Infernal Control Over Financial Reporting

In planning and performing our audit, we considered the Organization's internal control over financial
reporting as a hasis for designing our auditing procedures for the purpose of expressing our opinfon 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 internal 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 ali deficlencies in Internal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that alt deficiencies, significant deficiencies, or materlal 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 control exists when the design or operation of a confrol does not aliow
management or employess, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A maferial weakness is a deficiency, or a combination
of deficiencies, in Interhal control such that thete 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 basls. We
consider the deficiencies described in the accompanying schedule of findings and questioned costs to be
material weaknesses (see #2011-1 and #2011-2).

Life Treatment Center, Inc.'s responses to the findings identified In out audit are described in the
accompanying schedule of findings and questioned costs. We did not audit Life Treatment Center, Inc.'s
responses and, accordingly, we express no opinion on the responses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Organization’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.
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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 entiies and is not intended to be and’
should not be used by anyone other than these specified pariies.

e ¢ Gnafese <

South Bend, Indiana
October 10, 2011
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Jurgonski & Fredlake CPAs Office (574) 251-1414

Fax {574) 251-1477
418 W. Jefferson Blvd., South Bend, Indiana 46601
Greg Jurgonski

John A, Fredlake
Joseph T, Barkman

INDEPENDENT AUDITOR'S REPORT ON GOMPLIANCE WITH REQUIREMENTS THAT COULD
HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER COMPLIANGE IN ACCORDANCE WiTH OMB CIRCULAR A-133

To the Board of Direciors
Life Treatment Centers, inc.
South Bend, Indiana

Compliance

We have audited Life Treatment Centers, Inc’s (the Organization) compliance with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement that could have
a direct material effect on the Organization's major federal program for the year ended June 30, 2011.
The Organization’s major federal program is identifled in the summary of auditor's resulis section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, confracts and grants applicable to its major federal program is the responsibility of the
Organization’s management. Qur responsibility is fo express an opinlon on the Organization's
compliance based on our audit,

We conducted our audit of compliance in accordance with auditing standards generally accepled in the
United States of Amerlca; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Compiroller 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 obtaln 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 the
Organization’s compliance with those reguiremenis 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 Organization's compliance with those
requirements.

In our opinion, the Organization complied, in all material respects, with the compéiance requirements
referred to above that could have a direct and material effect on its major federal program for the vear
ended June 30, 2011,

Internal Conirol Qver Compliance

Management of the Organization is responsible for establishing and maintaining effective internal control
over cormpliance with the requirements of laws, regulations, coniracts and grant applicable fo federal
programs. In planning and performing our audit, we considered the Organization's internal control over
compliance with the requirements that could have a direct and material effect on a major federal program
to determine our auditing procedures for the purpose of expréssing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB Circular A-133, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly,
we dao not express an opinion on the effectiveness of the Organization’s internat conirof over compliance.

Our consideration on internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed fo identify alt deficiencies in internal conirol over compliance
that might be significant deficiencies or material weaknesses and therefore, there can be ne assurance
that all deficiencies, significant deficiencies or material weaknesses have been identified, However, as
discussed below, we identified certain deficiencies in internal control over compliance that we consider {o
be material weaknesses,
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A deficlency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and corréct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A maferial weakness in internal conirol over compliance Is a
deficiency, or a combination of deficiencies, in internal control over compliance such that there is a
reasonable possibility that a material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected on a timely basis, We consider the deficiencies
in internal control over compliance described in the accompanying schedule of findings and question
costs as fterns #2011-1 and #2011-2 to be materlal weaknesses

Life Treatment Center, inc’s responses fo the ﬁndings ldentified in out audit are described in the
accompanying schedule of findings and questioned costs. We did not audit Life Treatment Center, Inc.’s
responses and, accordingly, we express no opinion on the responses. ’

This report is intended solely for the Information and use of Management, the Board of Directors, others

within the entily, federal awarding agencles and pass-through entities and is not intended to be and
shouid not be used by anyone other than these specified parties.

Sl & 3‘/@&1/& (s

South Bend, Indiana
Oclober 10, 2011
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LIFE TREATMENT CENTERS, INC.

SCHEDULE CF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2011

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, 2011.

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.

¢. No instances of noncompliance materiat to the financial statements of Life Treatment Centers,
Inc., which would be required to be reported in accordance with Government Auditing
Standards, were disclosed during the audit.

d.  Two sighificant deficlencles 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.

8. The auditor's report on compliance for the major federal award program for Life Treatment
Centers, Inc. expresses an ungualified opinion on the major federal program.

f.  The program tested as a major program: — Prevention and Treatment of Substance Abuse
cluster (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 auditee.
L. There were no audit findings required to be disclosed under OMB Circular A-133 Section 510(a).

Findings refated to the fi nanc:al statements which are requnred to be reported in accordance w1th
GAGAS:

Finding #2011-1 Preparation of Generally Accepted Accounting Principles (GAAP) Basis
Financial Statements

Statement of Condition: Statement on Auditing Standards (SAS} No. 115 "Communicating Internal
Confrol 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. During our audit, we noted instances in which adjusting entries were
required at year end fo adjust the financial statements for them to be in conformily with accountmg
principles generally accepted in the United States of America. )

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

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

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

Questioned Cost: Not applicable
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LIFE TREATMENT CENTERS, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS {continued}
_ For the Year Ended June 30, 2011

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

We would he 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 fo assist
you In preparing a viable pltan 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 thelr application.

Finding #2011.2: Inadequate Segregation of Duties

Statement of Condifion; 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 consistent

written review and approval.

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

Effect: Lack of proper segregation of duties 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; Notapplicable

Recommendation: We understand with the limited number of employees at the Organization, lack
of segregation of duties may be simply unavoldable. Where segregation is not feasible, we suggest
that management remain aware of these control weaknesses and aftempt to miligate them by
applying increased management supervision. We encourage management to confinually review
opportunities for segregation of duties to enhance internal controls over f;nanccai reporiing areas,
which could include :mp!ementmg the following control procedures:
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LIFE TREATMENT CENTERS, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS {continued)
For the Year Ended June 30, 2011

° Independent reviews of all journal entries entered in the general ledger system;
independent reviews of month end account reconciliations and all cash
reconclliations. -

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

In instances in which secondary reviews or approvals are implemented, it is imporiant 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 to put these controls in place. The plan would be lo not increase cost but instead
rearrange full time and part time responsibllities.

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

None
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LIFE TREATMENT CENTERS, INC.

SUMMARY OF PRIOR YEAR FINDINGS
For the Year Ended June 30, 2011

Finding #2010-1 Preparation of Generally Accepted Accounting Principles {GAAP) Basis
Financial Statements

Statement of Condition: 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 principies and provide information to produce the
year end financial statements in accordance with accounting principles generally accepted in the
United States of America. During our audif, we noted instances in which adjusting entries were
required at year end to adjust the financial statements for ther to be in conformity with accounting

principles generally accepted In the United States of America. ’

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 #2010-2: Inadequate Segregation of Duties

Statement of Condition:: A sirong 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 Iincompatible duties
performed by the same individual is as follows:

Having check signing ability,

Having full access fo the accounts payable system;

Payroll is returned to the preparer,;

Entering and posting journal entries into the general ledger without consistent
written review and approval.

¢ 4 © &

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