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'&IEERGAN, PAULSEN
COMPANY, P.C.

_ CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS

_ INDEPENDENT AUDITOR'S REPORT

To the Board of Directors of
Pathways Behavioral Services, Inc.

We have audited the accompanying statements of financial position of Pathways Behavioral
Services, Inc. (a nonprofit organization) as of June 30, 2006 and 2005, and the related
statements of activities and cash flows for the years then ended. These financial statements are
the responsibility of the Organization's management. Our responmbﬂlty is to express an
opinion on these f1nanc1a1 statements based on our audits. :

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Compiroller 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 the significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Pathways Behavioral Services, Inc. as of June 30, 2006 and
2005, and the changes in its net assets and its cash flows for the years then ended in
- conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
November 27, 2006, on our consideration of Pathway Behavioral Service, Inc.'s internal
control over financial reporting and on 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 to provide an opinion on the internal control
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over financial reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Audztmg Standards and should be consxdered in assessmg the
results of our audit,

_ Our audits were conducted for the purpose of forming an opinion on the basic financial

statements of Pathways Behavioral Services, Inc. taken as a whole. 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. In addition, the accompanying schedules of functional expenses are

presented for purposes of additional analysis and are not a required part of the basic financial

statements. Such information has been subjected to the auditing procedures applied in the

- - audits of the basic financial statements and, in our opinion, is fairly stated, 1n all material

respects, in relation to the basic financial statements taken as a whole -

| %@’V@d«-,% %&7 ZF&

Waterloo, lowa
November 27, 2006
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' PATHWAYS BEHAVIORAL SERVICES, INC.
Statements of Financial Position
As of June 30, 2006 and 2005

. Assets . _ |
- - 2006 2005
Current Assets - -
"Cash and cash equivalents S 0§ 373,363 '$ 231,995
Temporary cash investments o S [ . 130,950
~Client receivables, net o P 69,398 70,020
- Other receivables e S 350,626 - 304,591
Other current assets o I 6,358 S 8,594
Total Current Assets | o 976,017 © 746,150
Beneficial Interest in Assets Held by Conﬁnunjty Foundation = 7,069 . 5,307
Cash and Campaign Receivables Restrlcted for : ' - : o |
Cap1tal Expenditures S : o 55,681 : 165,601
' Property and Equipment, Net . o , ' o 1,631_,591 : 1,683,458
Total Assets . $2670358  $2,600,516
_ Liabilities and Net Assets
Current Liabi}ities' |
' Current maturities of long term debt . L $ 45,753 s _ 2_9,659’
 Accounts payable _ - o - 36,862 123,593
Refundable advance ' . S 10,000 : '. T
- Accrued expenses B 189,450 _ 132,307
Totel Current Lisbiliies .~ __ 282,065 185,559
Long—Term Debt - 175,095 441,943
Net _Assets ‘
Unrestricted: A ‘ . R
Operations S . 286475 314,781
Board designated operating reserve - - 478,234 - 434,477
Net investment in property and equ1pment ) - 1,410,743 - 1,211,856
Total Unrestricted 02,175,452 - 1,961,114
'.Temporarﬂy restricted - _ 37,746 11,900
" Total Net Assets T 213,198 1,973,014
Total Liabilities and Net Assets . $2,670,358 $2,600,516

The accompanying notes are an integral part of these financial statements. E Page 3




PATHWA_YS BEHAVIORAL SERVICES, INC,

Statements of Activities

For the years ended June 30, 2006 and 2005

Um‘estricted Net Assets

- Revenue, Gains and Other Support

"Net client service revenue
Other service revenue
United Way allocations

. Contributions
Investment return

-Miscellaneous income :

- Net assets released from. restrrctlons net of transfers

' Total Revenue, Gains and Other Support
Expenses

Salaries
Payroll taxes
Employee benefits
. Rent

-+ Utilities

- Insurance
Repairs and maintenance
Telephone
Postage and shipping
Office supplies and equipment
Legal and accounting
Contract labor
Professional fees

. Travel and training
‘Dues and subscriptions '
Educational materials, printing and public mformatlon
Groceries and household supplres o
Miscellaneous . '
Interest
Depreciation

 Total Expenses
Excess of Revenues, Gains and Other Support Over Expenses
Loss on Dlsposal of Property and Equlpment
B Increase in Unrestricted Net Assel:s -
- Temporarily Restricted Net Assets
United Way allocations K
Grants '
. Transfer assets to Community Foundation
-~ Net assets released from restrictions _
Increase (Decrease) in Temporarily _Restricted Net Assets -
Increase in Net Assets -

- Net Assets, Beginning of Year

Net Assets, End of Year

The accompanying notes are an integral part of these financial statements.

2006

$ 246,563
2,507,011
21,545
38,342

- 21,251
243,638

5,400
3,083,750

- 1,768,317
138,057
370,934
25,728

37,329
25,362
39,425 .

24,382
7,251
57,763
13,894
60,542
18,826
35,679
11,659
56,618
27,090
29,485
21,683

99379
2,869,403

214,347

- ©
214,338

6,900

- 24,346
1,500

_ (6.900)
25846

240,184

1,973,014

2005

$ 226,531
2,383,731
9.686
64,346
8,588
2,151

| 258 158
2,953,191

11,513,334
122,767
326,908

27,466
36,735 -
138,179
35,768
21,382
9,335
52,101
11,463
134,373
19,627
27,639
9,819
30,489.
32,506
31,827
25,008

100,046
2606862

346,329

S @3
345,906

6,900

. (258,158)
o (51258)

. 94,648

- 1,878,366,
$1,973,014
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PATHWAYS BEHAVIORAL SERVICES,-INC.
' Statements of Cash Flows
-For the years ended June 30, 2006 and 2005

: — : 2006 _ 2005
Cash Flows from Operating Activities : ' o ;
Increase in net assets o $ 240,184 . $ 94,648
Adjustments to reconcile change in net assets to net ' Co :

 cash provided by (used in) Operatmg activities ' S :
" Depreciation : : 99,379 e - 100,046

Loss on disposal of property and eqmpment I 9 : : 423
Donated property : (2,440) - - (5,000) .
~ Contributions restricted for capital expenchtures SR 53,241y . (160,601)
~ Changes in: _ s S
- Receivables : _ o (45,413) - 13,058
Other current assets . 2,236 _ 781
Payables : . : ' 13,269 ' (117,989)
Refundable advance o : 10,000 - s
Accrued expenses ' : 57,143 : 2,922
Net Cash Provided by (Used in) Operating Activities 321,126 ' (71,712)
Cash Flows from Investmg Activities : :
Decrease in cash restricted for capital expendltures . : : o 4,520
Increase in temporary cash investments ot : (45,322) B (5,367)
Increase in beneficial interest . _ ' ' (1,762) o (279
Acquisition of property and equipment - S - (45,081) ) (332,705)
* Proceeds from sales of property and equipment L _ 5,089
- Net Cash Used in Investing Activities e (92,165 o {328,742)

Cash Flows from Financing Activities

Collections of restricted contributions J . 163,161 _ ' 241,438

Principal payments under long-term b_orroxying_s _ (250,754) (49,849)
| - Net Cash Pro_vided by (Ijsed in) Fin_ancing Activitiss : | k (87,593)_ ' | _ 191,589 .
* Net Increase (Desreassj in Cash and Cash Equivalents - o : i141,368 _ _ o (2'08,.865)_ .
' Cash and Cash E(iuiva}ents at Begimﬁng of Ysar U B 23i,995 o _.44'0,860 :
Cash and Cash Equlvalents at End of Year N .8 37:3 353 | ‘ | $I | 231:,995 '

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INF ORMATION
. Cash paid during the year for;

.1nterést o T ": ' s 21683 '$ 25,008

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND FINANCING ACTIVITIES

As of June 30, 2005, the Orgamzatlon had a contract receivable in the amount of $167,006 related to property
sold during fiscal year 2005. ' : '

The accompanying notes are an integral part of these financial statements. o Pape 5




PATHWAYS BEHAVIORAL SERVICES, INC.
- Notes to the Financial Statements

NOTE 1 - NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING
POLICIES

- NATURE OF ORGANIZATION

- Pathways Behavioral Serv1ces Inc, (the Organization) is a nonprofit corporation orgamzed

to provide education and counseling (individual and group) to the Northeast Iowa area in

~ the prevention and treatment of substance abuse resulting from drug and alcohol addiction,

- and to provide residential care for adult substance abusers. Presently, the Orgamzation
pr0v1des serv1ces from the following locauons -

- (a) Three Waterloo facilities for Black Hawk County, which includes admlmstratlve
' offices, a Recovery House and a Sober Living Umt

(b} Waverly for Bremer County.

(¢) New Hampton for Chickasaw County.

(d) Independence for Buchanan County.

(e) Allison for Butler County.

BASIS OF PRESENTATION

Financial statement presentation follows the recommendations of the Financial Accounting

- Standards Board in its Statement of Financial Accounting Standards (SFAS) No. 117,
Financial Statements of Not-For-Profit Orgamzatzons Under SFAS No. 117, the -

. Organization is required to report information regarding its financial position and activities
~ according to three classes of net assets: unrestricted net assets, temporarily restricted net
~assets, and permanently restricted net assets. There were no permanently restricted net assets

- as of June 30, 2006 and 2003.

ACCOQUNTING _ESTIMATES i

The preparation of financial statements in conformity with accounting principles generally
aCcepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordmgly, actual
results could differ from those estimates.

 CASH EQUIVALENTS o DR

The Organization considers all highly liquid debt mstruments w1th a maturity of three
months or less to be cash equwalents : :

. TEMPORARY CASH INVESTMENTS

Temporary cash investments c_o_nSist of certificates of deposit with maturities of less than
one year. - ) - ’ R "
Page 6




PATHWAYS BEHAVIORAL SERVICES INC,
"~ - Notes to the Financial Statements i

" NOTE 1 - NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING
~ POLICIES (Cont'd.):

. CONCENT‘RATIONS OF CREDIT RISK

Financial instruments which potentially subject the Organization to concentrations of credit
risk consist principally of cash and cash equivalents, temporary cash investments and
‘receivables. The Organization places its cash and cash equivalents and temporary cash
" “investments with high credit quality financial institutions. At various times throughout the
year, the Organization's cash and cash equivalents and temporary cash investments are in

excess of the FDIC insurance limit. :

Concentrations of credit risk with respect to client recexvables are 11m1ted due to the
Orgamzatzon S large number of clients.

The Organization received 46% and 48% of its total revenue, gains and other support from
_ one source for the years ended June 30, 2006 and 2005, respectively '

CLIENT RECEIVABLES

" Client receivables arise from services provided to clients based on the Organization’s rates

for service and a sliding fee scale. The Organization evaluates its need for an allowance

for doubtful accounts by performing a review of outstanding receivables, historical -

~ collection information, and existing economic conditions. The allowance for doubtful
accounts was $88,253 and $109,000 as of June 30, 2006 and 2005, respectively.

Normal client receivables are due 30 days after the issuance of the invoice. Receivables
past due more than 90 days are considered delinquent. Delinquent receivables are written
off based on individual credit evaluation and specific circumstances of the customer. It is
the Organization’s policy not to accrue interest income on impaired client receivables.

NET CLIENT SERVICE REVENUE

Net chent service revenue is reported at the estimated net reahzable amounts from chents,
th1rd~party payers and others for. services rendered.

' PROPERTY AND EOUIPMENT

Property and equrpment is carried at cost or falr value, if donated with deprec1at10n
computed primarily under the straight-line method over the economic useful lives-of the
assets. The Organization follows the policy of capitalizing all property and equipment
expenditures over $500, unless general contract conditions cajl for a lower amount.

Page 7




~ PATHWAYS BEHAVIORAL SERVICES, INC.
o - Notes to the Financial Statements -

NOTE 1 NATURE OF ORGANIZATION AND SIGNIF ICANT ACCOUNTING
POLICIES (Cont'd.): -

RESTRICTED AND UNRESTRICTED REVENUE AND SUPPORT

: Contributions and grant awards received are recorded as unrestricted or temporarily
restricted support, depending on the existence and/or nature of any restrictions. Support
that is restricted is reported as an: increase in unrestricted net assets if the restriction
expires in the reportmg period in which the support is recognized. All other restricted
- support is reported as an increase in temporarily restricted net assets. 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
- and reported in the statement of activities as net assets released from restrictions.

BOARD DESIGNATED RESERVE

The operating reserve is intended to'as_sﬁre continued funding of the Organization’s '
operations, and represents two months of operating expenses. o

INCOME TAXES -

. The Organization is a nonprbﬁt corporation as deécribed in Section 501(c)(3) of the
- Internal Revenue Code and is exempt from federal i income taxes pursuant to Sectlon 501(a)
_of the Code.

A_DVERTISING

Costs incurred for prodlicing and communicating advertising are expensed when incurred
and totaled $3,202 and $1,822 for the years ended June 30, 2006 and 2005, respectively.

NOTE 2 - CAMPAIGN RECEIVABLES:

-_C&mpaign_ receivables as of June 30, '2006 and 2003, are as follows:

2006 2005
Receivable in less than one year -~ $ 48,681 $130,213
~ Receivable in one to five years S 7,000 - - 35388
Total T $55681  $.165.601"
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PATHWA_YS BEHAViORAL SERVICES, INC.
Notes to the F_ine_mcial Statements

NOTE 2 - CAMPAIGN RECEIVABLES (Cont’d.):

The discount related to receivables expected to be collected in future years is not materlal
“to the financial statements. ' -

NOTE 3 - PROPERTY AND EQUIPMENT

A surnmary of property and equipment as of June 30, 2006 and 2005 follows

2006 2005

Lad - $ 320,266 - $ 320,266
Buildings and improvements - - : - 1,482,198 . 1,487,798
 Furniture and flxtures _ S | - 25,665 30,205
_Equ1pment : : . 229210 220,264
_ : R 2,057,339 2,058,533
Less: Accumulated depreciation - : 425,748 375,075 -
© $1,631,591 $1,683,458
 NOTE 4 - SUMMARY OF L(_)N_G-TERM DEBT:'
2006 © 2005
. Variable rate mortgage note (iﬁterest rate of
4.99% and 6% as of June 30, 2006 and 2005,
- respectively) payable in monthly installments of
~ $4,995, including interest to July 1, 2007, o o
_ collateralmed by real estate. | _ o $220,848 0 $471,602
Less: Current Portion - 2 B 45,753 29659
$.175,095 $ 441,943
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PATHWAYS BEHAVIORAL SERVICES, INC.
Notes to the Fmanc:lal Statements

NOTE 4 - SUMMARY OF LONG-TERM DEBT (Cont’d.):

‘Maturities of long-term debt are as follows:

- Year Ending
2007 | o R S 45,753
2008 . S 175,095
Total o $220,848

The Orgamzatmn s variable rate bank note contains, among other provisions, requlrements
for maintaining a predetermined debt service coverage ratio.

NOTE 5 - TEMPOR_ARILY RESTRICTED NET ASSETS:

Temporarily restricted net assets are available for the following purposes:

2006 2005
Future periods : $ 6,900 - § 6','900.
Assets held by Commumty Foundatlon . 6,500 5,000
Grants B - 24,346 ' :

$ 37,746 . $11,900

NOTE 6 - DESIGNATED AGENCY ENDOWMENT FUND:

" The Orgamzanon has a benef1c1a1 interest in assets held by the Commumty Foundatlon of .

* Waterloo and Northeast Iowa (the Foundation) in the amount of $7,069 and $5,307 as of

June 30, 2006 and 2005, respectively, The Organization transferred $1,500 to the

- designated agency endowment fund (the Fund) during 2006. The Organization has granted
“variance power to the Foundation in the event the Organization terminates or ceases to
exist as a legal entity. The Fund’s income is available to support the Organization’s
operations, As of June 30, 2006 and 2005, the Organization had a total of $10,791 and

* $7,389, respectively, in the Fund. No amounts were distributed to the Orgamzatlon from
the Foundation for the years ended June 30 2006 and 2005.

Page 10 .-




- PATHWAYS BEHAVIORAL SERVICES, INC.
- Notes to the Financial Statements

'NOTE 7 - INVESTMENT RETURN:'.

A summary of the investment return and its classification in the statements of activities for
the years ended June 30, 2006 and 2005, follows

2006 - 2005
Interest income - i - 0§ 20989 - % 8',3'-_09 _
Net change in beneficial interest in assets ' o S
held by Community Foundation 262 279
Total investment refurn B AR - 21,251 $ 8,588

~ NOTES - OTHER SERVICE REVENUE:

A summary of other service revenue included in the statements of activities for the years

- ended June 30, 2006 and 2005 follows:

2006 2005
Pederal, stateand local $2,136,117 © $2,020,899
Insurance companies . R 3 . 78,713 | 86,022 .
Medicaid =~ S 292181 .. _ 276,810
$2,507,011  $2.383.731

- These revenues are based on capitation and fee for service rates, and direct cost
reimbursement. IR

\

~ NOTE9 - RETIREMENT PLAN:

" The Organization has a 403(b) retirement plan covering substantially all full-time
employees. Eligible employees may contribute a portion of their compensation to this
Plan. The Organization will contribute an amount ranging from 1.5% to 7.5% of each
- covered employees' wages. For the years ended June 30, 2006 and 2003, the Organization
- charged against income $70,863 and $58,339, respectively, under this Plan. "

Pége 11




PATHWAYS BEHAVIORAL SERVICES INC.
' Notes to the Flnanc1aI Statements

NOTE 10 - OPERATING LEASES:
The Organization conducts a portion of its operations from leased facilities under _
- noncancellable operatmg leases. Certaln leases include renewal options at the end of the -

lease term.

The following is a schedule by years of future minimum lease payments requlred under
noncancellable operatmg leases as of June 30, 2006:

Year Ending June 30:

2007 o $16340
S - 2008 o 11,100
000 3825

Total Minimum Payments Required o 31,2

‘Rent expense for all.operating leases was $25,728 and $27, 466 for the years ended June
30, 2006 and 2005, respectlvely

NOTE 11 - DONATED MATERIALS AND SERVICES:

. Donated materials are reflected as contributions in the accompanying statements at their
estimated fair market value at date of recéipt. No amounts have been reflected in the
financial statements for donated services. The Organization pays for most services
requiring specific expertise. However, many individuals volunteer their tlme and perform
a variety of tasks that assist the Orgamzatlon with its operations.

~ NOTE 12 - CLASSIFICATION OF EXPENSES:

B

2006 2005

Program T §2,516,750 $ 2,213,133

Management and general R 327,095 344,430

Fundraising -~ . . 25558 49299
2,869,40 S 2,606,
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PATHWAYS BEHAVIORAL SERVICES INC.
Notes to the Fman(:lal Statements

'NOTE 13 - COMMITMENTS AND CONTINGENCIES:

- Financial awards from federal and state governmental entities in the form-of grants are -
subject to special audit. Such audits could result in claims against the Organization for
disallowed costs or noncompliance with grantor restrictions. No provision has been made
for any liabilities that may arise from such audlts since the amounts, if any, cannot be

_ determmed at this date : |

NOTE 14 - MERGER: |

On Oétober 24, 2005, the Board of Directors approved the merger of Cedar Valley Mental
Health Center, Inc. into the operations of the Organization effective July 1, 2006.

Pag_e 3
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' PATHWAYS BEHAVIORAL SERVICES, INC.
. Schedule of Expenditures of Federal Awards
; . Forthe year ended June 30, 2006

‘Federal ‘Federal

Federal Grantor/Pass-Through Grantor/Prograni Title : CEDA Number - Expenditures
Department of Health and Human Ser_viees C S S ' 7 o | _ e
. Passed through the Towa Department of Public Health: .
" Block Grants for Prevention and Treatment of Substance Abuse | 193959 § | 209 017 ok
- State Incentive Grant : _ _ -93.230 - 48,841
Prevention of Methamphetamine Abuse ' N ' 93.243 , 55,887
Drug Free Communities Support Program Grants : 93.276 40,398
“ Juvenile Accountability Incentive Block Grants - 16.523 16,338
- Juvenile Justice and Delinquency Prevention Allocauon to States 16.540 14,984
Title V. Delinquency Prevention Program _ . - 16,548 01,955
‘Enforcing Underage Driking Laws Program .~ = - ' 1727 0 15,823
Passed through the Iowa Department of 'CorreCtior.l's:__ |
Byrne Formula Grant Program - o 16.579 . 60,455
Drug Court Discretionary Grant Program , 16.585 .~ 35,646
- P.assed through Mageilan Behavioral Health: _
" Block Grants for’Preve_ﬁtion and Treatment of Sui:)Stance Abu_se 193.959 i_;2_22,_034 ko
$ 1,721,378

#* Includes federal and state funding.

. _rBa51s of Presentation

The schedule of expenditures of federal awards 1nc1udes the federal grant act1v1ty of Pathways
Behavioral Services, Inc. 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,
Audits of States, Local Governments and Nonprofit Organizations. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the preparatlon

of, the basm financial statements. :
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&%ERGAN, PAULSEN
“COMPANY, P.C.

* CERTIFIED PUBLIC ACCOUNTANTS
. AND CONSULTANTS .

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 of
Pathways Behav1oral Services, Inc

We have audited the financial statements of Pathways Behavioral Services, Inc. (a nonprofit
organization) as of and for the year ended June 30, 2006, and have issued our report thereon

~ dated November 27, 2006. 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 :

I'ntemal Control Over Financial Reoorting

In planning and performing our audit; we considered Pathways Behavioral Services, Inc.’s
internal control over financial reporting in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide an opinion on
the internal control over financial reporting. Our consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control that might
“be material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements.caused by error or fraud in amounts that would be material in
relation to the financial statements be’irig audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted
- no matters involving the internal control over fmanc;al reporting and its operatlon that we
con51der to be materlal weaknesses.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Pathways Behavioral Services, Inc.’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, accordmgly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

‘We noted certain matters that we reported to management of Pathways Behavioral Serv1ces
‘Inc.ina separate letter dated November 27, 2006.

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

Px«@, E.lm@»m .

Waterloo, Iowa
November 27, 2006
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 GBERGAN, PAULSEN
CCOMPANY, P.C.

CERTIFIED PUBLIC ACCOUNTANTS
- AND CONSULTANTS - '

- 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 of -
Pathways Behavioral Services, Inc.

Compliance

- We have audited the Cbmpliance of Pathways Behavioral Services, Inc. (a nonprofit

~ organization) 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

- its major federal program for the year ended June 30, 2006. Pathways Behavioral Services,

Inc.’s major federal program is identified in the summary of auditor’s results section of the

accompanymg schedule of findings and questioned costs. Compliance with the requirements of

laws, regulations, contracts and grants applicable to its major federal program is the

responsibility of Pathways Behavioral Services, Inc.’s management. Our responsibility is fo-

express an opinion on Pathways Behavioral Services, 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 Comptroller General of the United States;

“and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit o

- Organizations. Those standards and OMB Circular A-133 require that we plan and perform
the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about
- Pathways Behavioral Services, Inc.’s compliance with those requirements and performing such
other procedures as we considered ne_cessai'y in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination

" of Pathways Behavioral Services, Inc.’s compliance with those requirements.
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In our opinion, Pathways Behavioral Services, Inc. complied, in all material respects, with the
requirements referred to above that are applicable to its major federal prograrn for the year
ended June 30, 2006.

Interna_l Control Over Compliance

- The management of Pathways Behavioral Services, Inc. is responsible for establishing and

- maintaining effective internal control over compliance with the requirements of laws,
regulations, contracts and grants applicable to federal programs. In planning and performing

' our audit, we considered Pathways Behavioral Services, Inc.’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 and to test and report on the mternal control over compllance in

. accordance with OMB Clrcular A-133. :

Our consideration of the mternal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or miore of the internal control components
does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts, and grants caused by error or fraud that would be
material in relation to a major federal program being audited may occur and not be detected
. within a timely period by employees in the normal course of performmg their assigned
functions. We noted no matters involving the internal control over compliance and its
operauon that we consider to be material weaknesses.

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

Bage- Pl iomg e

- “Waterloo, Iowa
" November 27, 2006
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PATHWAYS BEHAVIORAL SERVICES, INC.
Schedule of Findings and Questioned Costs
For the year ended June 30, 2006

Part I: Summary of Independent Auditor’s Results

1. The auditor’s report expresses an unqualified opinion on the financial statements of :
Pathways Behav1ora1 Services, Inc.

2. The audit of the flnancxal statements did. not disclose any reportable conditlons regardmg
' 1nterna1 control. : :

3. No instances of noncompliance material to the financial statements of Pathways Behavmral
Serv1ces Inc. were disclosed durlng the audrt

4_.' The audit did not disclose any reportable COHdlthIlS in internal control over the major
federal award program. _

5. The auditor’s report on compliance for the majo_r federal award program for Pathways
~ Behavioral Services, Inc. expresses an unqualified opinion on the major federal program.

| 6. The audit did not disclose any audit findings relative to the major federal award program . -
which are required to be reported in accordance with Section 510(a) of OMB Circular A-
133. :

7. The only major program is CFDA Number 93, 959 - Comprehensive Treatment and
Prevention. : . : _

8. The dollar threshold used to dlstmgursh between Type A and Type B programs was
" $300,000.

9. Pathways Behavioral Services, Inc. did not qualify as a low-risk auditee.

~ Part II: Findings Related to the Financial Statements.

| There were no findings re_late.d to the financial statements as of June 30, 2006.
Part III: Findings and Questioned Costs for Federal Awards -

~The. audrt did not disclose audit fmdmgs which are required to be reported in accordance w1th
OMB Circular A-133.. : :
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Part IV: Status of Prior Year Findings and Questioned Costs for Federal AWards _

For the yeai ended June 30, 20_0_5_, there were no findings and questioned costs
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