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HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report

Board of Directors
Prairie Ridge Addiction Treatment Services
Mason City, lowa

We have audited the accompanying statement of financial position of Prairie Ridge Addiction Treatment
Services as of June 30, 2012, 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.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to the financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Organization’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, 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
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Prairie Ridge Addiction Treatment Services as of June 30, 2012, 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 February 11,
2013 on our consideration of Prairie Ridge Addiction Treatment Services’ internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.
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Member of American Institute of CPAs - lowa Society of CPAs 2
Algona * Belmond * Cedar Falls « Cedar Rapids * Clear Lake » Mason City « Waterloo



Board of Directors
Prairie Ridge Addiction Treatment Services
Page 2

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The accompanying supplementary information, contained in the schedule of expenditures of
federal awards required by the U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments and Non-Profit Organizations, is presented for purposes of additional analysis and is
not a required part of the basic financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other records
used to prepare the financial statements. The information has been subjected to the auditing procedures
applied in our audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used
to prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the supplementary information is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

ALDGA'H - #AﬂJéﬂ

HOGAN - HANSEN

Mason City, lowa
February 11, 2013



Statement of Financial Position

As of June 30, 2012

Assets
(@82 1= o [T $ 3,734,961
Receivables
Client accounts (net of allowance for uncollectible accounts - $300,958)......... 522,784
(€= £ 23,409
AcCrued INVESIMENT INCOMIE .. .cuiiieiii e e e e e e e eaas 99
Certificates Of AEPOSIL........ii i e e e e eaaans 300,048
L AVZSTS] 1 T 8,345,016
Prepaid EXPENSES. ... ..ttt 5,482
Property, equipment and improvements (net of accumulated
depreciation - $2,112,735) ....cccoiiiiiiiiiee e 2,000,847
Cash restricted for state unemployment trusSt.............coovvvviiiiiiiiiiiiiiiieeeeeee 31,520
0 )= LI XYY < = $ 14,964,166

Liabilities and Net Assets

ACCOUNES PAYADIE ......uueiiiiiiiiiiiii bbb aaaaasaaaasaasaaaaaane $ 68,901
Accrued Expenses
Salaries, Wages and DONUSES .......ccovveiiiiiiiie et e et e e e e e eeeeens 46,962
Compensated ADSENCES ........uceiiiie e ee e e e et e e e e e e e aar 91,704
Payroll taxes and employee DeNefitS.........ccovvvvviiiiiiiiiiiiiiiiiieee 26,462
Retirement plan ContribULION ...........oovviiiiiiiiiiiiiiie e 63,030
TOtAl LIADIITIES ouveeiieiiieie ettt e e e s e e e e eas 297,059
Net Assets
(0] €Ty 1 o (=T [T 14,667,107
Total Liabilities and NEt ASSELS .....ccuuiiieiiie e $ 14964.166

See accompanying notes to the financial statements. 4




Statement of Activities

Year Ended June 30, 2012

Unrestricted
Revenue, Gains and Other Support
Private and goVErnNMENt grantS...........couuuiiiiiieeeiiieeiies e e e e e e e $ 1,877,471
(O 1T gL (=S 1,400,544
(O00] 011 = [ Y] Y/ (01T 66,991
(@] 0111 0101 (0] o =3 61,797
Investment income (net of expense - $21,533) ....cevieeeiiiiiiiiiiiiiiee e 248,564
Net realized gain on investment tranSactions.............coovvieerieiiiiiiine e 73,409
Net unrealized 10SS 0N INVESIMENLS ......cvvuiiiiii e e (495,128)
Loss on disposal of eqUIPMENT .......ccoiiiiiiiii e (451)
O e 90,155
Total Revenue, Gains and Other SUPPOIt.....ccooiiiiiiiie e, 3,323,352
Functional Expenses
Program Services
L@ 1N 110 = 11 T=1 o | AU 1,144,710
RESIAENTIAL .....ceiiiiiiiiiiiiiiiiieee s 1,040,589
TOtal Program SEIVICES .......uuuuuuuiuiiiiiiiiiiiiiiiiiiiiiibiibbbe bbb ssebbeeeseeasnnnsennnnnee 2,185,299
Administrative Support Activities
Management and gENEIal .............uuiiiiii i e 1,102,170
Total Functional EXPENSES ....uuiiii i e e 3,287,469
INncrease in Net ASSEtS fOr the Year..... i 35,883
Change in accounting estimate for recovery of uncollectible client accounts.......... 198,086
Net Assets - Beginning Of YEAI .....ccooviiiiiiiii et 14,433,138
Net ASSetS - ENA Of YEAI .....uuuiiiiiiiiiiiiii e eeeennneeeees $ 14,667,107

See accompanying notes to the financial statements. 5




Statement of Functional Expenses

Year Ended June 30, 2012

Salaries and related expenses
Payroll taxes and worker’'s
compensation insurance .......
Employee health and
retirement benefits................
Contracted services ................
Client medical and lab fees.....
Supplies
(@] o7 =Y,
FOOd ..o,
Subscriptions and materials ..
Postage .......ccccvvvevvviiiiiiiniinns
Occupancy
ReNt ...
Laundry.......ccceeevevevevevninininnnnn,
UtIHtIeS ..veeeeeeeeeiiieeeeees
Insurance.........ccccceveeeienenenenn.
Telephone ........coooeeevviieieieeenn,
Travel and training .................
Repairs and maintenance........
Expendable equipment............
Other .....vvvviiiiiiiiiiiiiieieiiiveiaianns
Depreciation ..........cccovveeeennne.
Bad debts and allowances......

Total Functional Expenses ..

Program Services

Administrative

Support
Services

Total Program Management

Outpatient  Residential Services and General Total
$ 798,965 $ 579,360 $ 1,378,325 $ 479,279 $ 1,857,604
9,924 5,614 15,538 149,492 165,030
127,300 74,359 201,659 71,287 272,946
3,606 9,105 12,711 48,204 60,915
50,017 21,584 71,601 — 71,601
10,211 7,316 17,527 31,982 49,509
— 106,148 106,148 19,162 125,310
20,148 30,616 50,764 23,410 74,174
284 19 303 8,184 8,487
12,800 20,100 32,900 1 32,901
— 13,208 13,208 — 13,208
20,126 31,639 51,765 13,202 64,967
5,150 6,882 12,032 9,638 21,670
5,671 2,183 7,854 9,821 17,675
32,460 9,813 42,273 22,198 64,471
5,410 30,604 36,014 84,316 120,330
5,551 28,631 34,182 4,344 38,526
8,810 3,361 12,171 48,823 60,994
34,027 60,047 94,074 78,827 172,901
(5,750) — (5,750) — (5,750)
1,144.71 $1.040589 $ 2,185,299 1,102,17 $ 3,287,469

See accompanying notes to the financial statements.



Statement of Cash Flows

Year Ended June 30, 2012

Cash Flows From Operating Activities
Change iN NEL ASSELS........cciiiiiiei e $ 35,883
Adjustments to Reconcile Change in Net Assets to Net Cash

Provided by Operating Activities

=T o] €= Tod =1 1o ) o PP 172,901
Net investment iNCOME reiNVESIEd ...........ooooeieieee e (225,043)
Net realized gain on investment transactions............cc.ccevvvveviiiiiei e eee e, (73,409)
Unrealized |0SS ON INVESTMENTS .....uiieiiri ettt et et e e e e e e e eeaeees 495,128
Loss on disposal of @QUIPMENT .......ccooeeie i 451
Bad debts .. ..o (5,750)
Change in Assets and Liabilities
Decrease in accounts reCeIVabIE ............uuuuruiiiiiiiiiiiiiiiiieee s 192,117
Decrease in Prepaid EXPENSES ......u.uwuruuuiiriiiiririeireneternrenneenennnnnrneeeneeeeneaenane 490
Increase in accounts payable ..., 12,790
Decrease in aCCrued EXPENSES ........uuuuuuuuurrrrnnnnnernnnnnrnnnnnnnnnnnnnnnnnennnneeneannene (3,070)
Net Cash Provided by Operating ACtIVItIes ............uuuuuuiiiiiiiiiiiiiiiiiiiiiiiieiinienees 602,488
Cash Flows From Investing Activities
Payment for purchase of property, equipment and improvements ................cc....... (277,678)
Proceeds from Sale Of INVESTMENTS . .....vee et a s 4,589,875
PUrchase Of INVESIMENTS ........uuuiiiiiiiiiiiiiiii e (4,643,909)
Net Cash Used in INnVesting ACHIVITIES .........uuuuuuiiiiiiiiiiiiiiiiiieeee (331,712)
NEE INCIEASE 1N CASK e et e e e e e e 270,776
Cash at Beginning Of YA .......cciiviiiiiiie ettt e e e e eaaees 3,495,705
Cash at ENd Of YEaAI ..o $ 3,766,481

See accompanying notes to the financial statements. 7



Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Nature of Activities

Prairie Ridge Addiction Treatment Services is an lowa nonprofit organization which provides education
and counseling for substance abusers and their families and residential care services for substance
abusers. Services are open to admissions on a statewide basis but the Organization primarily serves the
eight-county area surrounding Mason City, lowa. Prairie Ridge Addiction Treatment Services extends
credit to clients based on an ability to pay and collects whenever possible. Public support is also
solicited from the counties served by the Organization and from state and federal agencies.

Basis of Presentation

Financial statement presentation follows the recommendations of the American Institute of Certified
Public Accountant's Audit and Accounting Guide, Not-For-Profit Organizations (Guide). The Guide
requires the Organization to report information regarding its financial position and activities according to
three classes of net assets: unrestricted, temporarily restricted and permanently restricted net assets.

Concentrations

Investments which potentially subject the Organization to credit risk include common stocks and mutual
funds held through American Funds and Alliance Bernstein that amounted to $8,345,016 at June 30,
2012.

The maximum potential credit loss to the Organization is limited to total investments and accrued
interest receivable as shown on the accompanying statement of financial position.

It is management's belief that the credit risk related to these aforementioned assets is minimal.

The Organization received approximately 44% of its revenue from federal and state grants during the
year ended June 30, 2012.

Use of Estimates

Management uses estimates and assumptions in preparing financial statements. Those estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities and the reported public support, revenue and expenses.

Certain fee revenue is reported at amounts billed to clients, third-party insurance companies and
Medicaid and includes estimated revenue adjustments due to future insurance and Medicaid
settlements. Retroactive adjustments are considered in the recognition of revenue on an estimated basis
in the period the related services are rendered, and such amounts are adjusted in future periods as
adjustments become known or as years are no longer subject to such insurance and Medicaid
settlements.

Cash Management

As part of its normal banking practices, the Organization makes deposits in a financial institution which
may exceed the limits provided by federal depository insurance. At June 30, 2012, $3,584,671 of such
deposits, as reflected on the financial institution's records, exceeded the insured limits.




Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Client Accounts and Grants Receivable

Client accounts and grants receivable are stated at the amount management expects to collect from
outstanding balances. Management provides for probable uncollectible amounts through a charge to
expense and a credit to a valuation allowance based on its assessment of the current status of individual
accounts. Balances that are still outstanding after management has used reasonable collection efforts
are written off through a charge to the valuation allowance and a credit to accounts receivable. Payment
of invoices is due within 30 days of the invoice date, otherwise the amounts are deemed past due. The
Organization does not impose a finance charge on invoices that remain unpaid after the due date. At
June 30, 2012, client accounts and grants receivable over 90 days old totaled $206,621.

Contributions

Contributions are recognized when the donor makes an unconditional promise to give and are recorded
as unrestricted, temporarily restricted or permanently restricted support depending on the existence of
any donor restrictions. The Organization records contributions received as increases in the appropriate
net asset category as follows:

Unrestricted Net Assets - Contributions that are not subject to donor-imposed stipulations or that
have restrictions which expire in the fiscal year in which the contributions are received and have not
been appropriated by the Board of Directors.

Temporarily Restricted Net Assets - Contributions for which donor-imposed restrictions have not
been met by the passage of time or performance.

Permanently Restricted Net Assets - Net assets subject to donor-imposed stipulations that they be
maintained permanently by the Organization.

Investments

Investments in marketable securities with readily determinable fair values and all investments in debt
securities are reported at their fair values in the statement of financial position. Unrealized gains and
losses are included in the change in net assets.

Property, Equipment and Improvements

Property, equipment and improvements are capitalized at cost if purchased, or at fair value as of the
date of the gift if donated, with depreciation computed under the straight-line method over estimated
useful lives as follows:

Type Estimated Useful Lives
Land and impProVemMENTS .........uu i e e e e e eeeeeees 15 Years
Building and improvVemMENtS ..........ooooiiiiiiiiin e e eeeeees 5-31.5 Years
Furniture, fixtures and eqUIPMENT ...........uuuuuuimiiiiiiiiiiiiiiiiiiiie e 5-7 Years
AULOMODIIES. ... 5 Years

Depreciation expense for the year ended June 30, 2012 was $172,901.




Notes to the Financial Statements

(1) Summary of Significant Accounting Policies and Other Matters

Donated Resources

Donated materials, land, buildings, equipment and investments are recorded as unrestricted support at
their fair value when received unless explicit donor stipulations specify how the donated assets must be
used. There were no such donations during the year ended June 30, 2012.

Functional Allocation of Expenses

The costs of providing the various programs and other activities has been summarized on a functional
basis in the statement of activities. Accordingly, certain costs have been allocated among the programs
and supporting services benefited.

Income Taxes
The Organization is exempt from the payment of income taxes under Internal Revenue Code
Section 501(c)(3) and, accordingly, no provision for income taxes is reflected in the financial statements.

Management annually makes an appropriate evaluation of any uncertain income tax positions based
upon current statutes in completing these financial statements and the notes to the financial statements.
At June 30, 2012, management believes that there were no uncertain income tax positions for which a
material change in the unrecognized effect would be reasonably possible within the next 12 months. The
open years for audit of the Organization's Form 990 are 2009-2012.

Subsequent Events
Management has evaluated subsequent events through February 11, 2013, the date which the financial
statements were available to be issued.

(2) Cash Flow Statement Supplementary Information

For purposes of the statement of cash flows, except as described in the following sentence, the
Organization considers all highly liquid debt instruments purchased with original maturities of three
months or less to be cash equivalents. The Organization has excluded its brokerage money market

accounts from items classified as cash equivalents.

Cash and cash equivalents are classified as follows:

(@ oY =Ys] [ Tox (=Yo [T $ 3,734,961
Restricted for state unemploymeNnt trUSE .........cooviiiiiiiiiiei e 31,520
L1 ] - S EURR PP $ 3,766,481

10




Notes to the Financial Statements

(3) Summary of Investments

Investments are stated at fair value and are summarized as follows at June 30, 2012:

Unrealized
Cost Fair Value Appreciation

MONEY MATKEL.......cvveeireeeiiie e $ 63,347 $ 63,347 $ —
Common stocks and equity mutual funds ...... 5,263,067 5,373,663 110,596
Fixed income mutual funds...........cccceeeevennnnen. 2,871,556 2,908,006 36,450
$ 8,197,970 $ 8,345,016 $ 147,046

The Organization’s financial assets carried at fair value have been classified, for disclosure purposes,
based on a hierarchy defined by the Financial Accounting Standards Board's Accounting Standards
Cadification for fair value measurements. The hierarchy gives the highest ranking to fair values
determined using unadjusted quoted prices in active markets for identical assets (Level 1) and the
lowest ranking to fair values determined using methodologies and models with unobservable inputs
(Level 3). An asset’s classification is based on the lowest level input that is significant to its
measurement. The Organization’s common stocks and mutual funds are valued using Level 1 inputs
which consist of unadjusted quoted prices in active markets for identical assets. The Organization has
no assets which are valued using Level 2 or 3 inputs. Gains and losses (realized and unrealized) on
investments are reported on separate lines in the statement of activities.

Investment income and gains not subject to external restrictions or that have restrictions which expire in
the fiscal year earned are recorded as unrestricted revenue.

The following schedule summarizes the investment return and its classification in the statement of
activities for the year ended June 30, 2012:

Unrestricted

Interest and dividend income (Net of EXPENSE) .........uuuuuiiiiiimiiiiiiiiiiiiiiiiiiieiiiieeees $ 248,564
Net realized and unrealized gains and I0SSES...........uuuuuiiiiiiiiiiiiiiiiiiiiiiiieeees (421,719)
$ (173,155)

(4) Operating Leases

The Organization conducts its Mason City and Charles City treatment and administrative activities from
facilities leased under operating leases which are month to month or year to year. The Organization
conducts activities in the Algona location from facilities leased under an operating lease expiring
September, 2013.

In addition, the Organization leases 18 acres of land under an operating lease for $1.00 per year
expiring December, 2089. The entire lease has been prepaid.

11




Notes to the Financial Statements

(4) Operating Leases
Rental expense for all operating leases totaled $32,901 for the year ended June 30, 2012.

The following is a schedule of future minimum lease payments required under operating leases that
have initial or remaining noncancelable lease terms in excess of one year at June 30, 2013:

Year Ending June 30,

20 L3 $ 6,440
120 SRRSO 6,680
120 L PRSPPI 1,120
Total Minimum Payments ReqUITEd ...........uuiiiiiiiiiiieie e $ 14,240

(5) Retirement Plan

The Organization has committed to a savings and profit sharing plan under Section 401(k) of the Internal
Revenue Code, covering substantially all employees. The plan allows employees to defer income on a
pretax basis through contributions to the plan up to the maximum permitted by law. Matching
contributions may be made at the discretion of the Board of Directors.

Total contributions to the plan were $102,254 for the year ended June 30, 2012.

12




Schedule of Expenditures of Federal Awards

Year Ended June 30, 2012

Pass-Through

Federal Entity
Federal Grantor/Pass-Through CFDA Identifying Federal
Grantor/Program or Cluster Title Number Number Expenditures
U.S. Department of Health and Human Services
Indirect
Pass-Through From lowa Department of Public Health
Block Grants for Prevention and Treatment of
Substance Abuse
Comprehensive Treatment Program................... 93.959  122456-000 $ 551,051
Comprehensive Substance Abuse Prevention ... 93.959 5882CP0O7 114,762
10 ) - | $ 665,813

Basis of Presentation

The schedule of expenditures of federal awards includes the federal grant activity of Prairie Ridge
Addiction Treatment Services 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.

13



HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters Based on an Audit
of Financial Statements Performed in Accordance with Government
Auditing Standards

Board of Directors
Prairie Ridge Addiction Treatment Services
Mason City, lowa

We have audited the accompanying financial statements of Prairie Ridge Addiction Treatment Services
as of and for the year ended June 30, 2012, and have issued our report thereon dated February 11,
2013. 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

The management of Prairie Ridge Addiction Treatment Services is responsible for establishing and
maintaining effective internal control over financial reporting. In planning and performing our audit, we
considered Prairie Ridge Addiction Treatment Services’ 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 Prairie Ridge
Addiction Treatment Services’ internal control over financial reporting. Accordingly, we do not express
an opinion on the effectiveness of Prairie Ridge Addiction Treatment Services’ internal control over
financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph 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 all deficiencies, significant deficiencies or material weaknesses have been identified.
However, as described in the accompanying schedule of findings and questioned costs, we identified a
certain deficiency in internal control over financial reporting that we consider to be a material weakness.

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 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 Organization’s financial statements will not be prevented or detected and corrected
on a timely basis. We consider the deficiencies described in Part Il of the accompanying schedule of
findings and questioned costs to be material weaknesses.

200 North Adams, P.O. Box 1318, Mason City, |A 50402-1318 « (641) 423-0574 « Fax (641) 423-4163 « E-Mail mc@hoganhansen.com
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Board of Directors
Prairie Ridge Addiction Treatment Services
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Prairie Ridge Addiction Treatment Services’
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.

Prairie Ridge Addiction Treatment Services’ responses to findings identified in our audit are described in
the accompanying schedule of findings and questioned costs. While we have expressed our conclusions
on the Organization's responses, we did not audit Prairie Ridge Addiction Treatment Services’
responses and, accordingly, we express no opinion on them.

This report is intended solely for the information and use of the Board of Directors, management and

others within the Organization, including 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.

Y/ Hansen

HOGAN - HANSEN

Mason City, lowa
February 11, 2013
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HOGAN - HANSEN

A Professional Corporation

Certified Public Accountants and Consultants

Independent Auditor’s Report on Compliance With Requirements That
Could Have a Direct and Material Effect on Each Major Program and
on Internal Control Over Compliance in Accordance with OMB
Circular A-133

Board of Directors
Prairie Ridge Addiction Treatment Services
Mason City, lowa

Compliance

We have audited Prairie Ridge Addiction Treatment Services’ compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that could have a direct and material effect on its major federal program for the
year ended June 30, 2012. Prairie Ridge Addiction Treatment Services’ major federal program is
identified in Part | of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grant agreements applicable to its major federal
program is the responsibility of Prairie Ridge Addiction Treatment Services’ management. Our
responsibility is to express an opinion on Prairie Ridge Addiction Treatment Services’ compliance based
on our audit.

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

In our opinion, Prairie Ridge Addiction Treatment Services complied, in all material respects, with the
compliance requirements referred to above that could have a direct and material effect on its major
federal program for the year ended June 30, 2012.

200 North Adams, P.O. Box 1318, Mason City, I1A 50402-1318 « (641) 423-0574 « Fax (641) 423-4163 « E-Mail mc@hoganhansen.com
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Board of Directors
Prairie Ridge Addiction Treatment Services
Page 2

Internal Control Over Compliance

The management of Prairie Ridge Addiction Treatment Services is responsible for establishing and
maintaining effective internal control over compliance with requirements of laws, regulations, contracts
and grant agreements applicable to federal programs. In planning and performing our audit, we
considered Prairie Ridge Addiction Treatment Services’ internal control over compliance with the
requirements that could have a direct and material effect on its major federal program and to determine
the auditing procedures for the purpose of expressing 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 do not
express an opinion on the effectiveness of Prairie Ridge Addiction Treatment Services’ internal control
over compliance.

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

A deficiency 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 correct noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance such that
there is a reasonable possibility that 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
deficiency in internal control over compliance described in Part Il of the accompanying schedule of
findings and questioned costs as item 12-11I-R-1 to be a material weakness.

Prairie Ridge Addiction Treatment Services’ responses to findings identified in our audit are described in
the accompanying schedule of findings and questioned costs. While we have expressed our conclusions
on the Organization's responses, we did not audit Prairie Ridge Addiction Treatment Services’
responses and, accordingly, we express no opinion on them.

The purpose of this report is solely to describe the scope of our testing of compliance with the types of
compliance requirements applicable to each of Prairie Ridge Addiction Treatment Services’ major
programs and our testing of internal control over compliance and the results of our testing, and to
provide an opinion on Prairie Ridge Addiction Treatment Services’ compliance but not to provide an
opinion on the effectiveness of Prairie Ridge Addiction Treatment Services’ internal control over
compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering Prairie Ridge Addiction Treatment Services’ compliance with
requirements applicable to each major program and its internal control over compliance. Accordingly,
this report is not suitable for any other purpose.

Hoars - fansen

HOGAN - HANSEN

Mason City, lowa
February 11, 2013
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2012

Part I: Summary of the Independent Auditor’s Results

Financial Statements

Type of auditor’s report issued:
Internal control over financial reporting:
Material weakness identified?
Significant deficiencies identified not considered to be
material weaknesses?
Noncompliance material to financial statements noted?

Federal Awards

Internal control over major programs:
Material weakness identified?
Significant deficiencies identified not considered to be
material weakness?

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

Any audit findings disclosed that are required to be reported
in accordance with Section .510(a) of Circular A-133?

Identification of major programs:

CFDA Numbers

93.959

Dollar threshold used to distinguish between Type A
and Type B programs:

Auditee qualified as low-risk auditee?

Unqualified

X yes __ho

__yes _X_none reported
__yes X no

X yes __ho

__yes _X_none reported
Unqualified

__yes X no

Name of Federal Program or Cluster

Block Grant for Prevention and
Treatment of Substance Abuse

$300,000

__yes X no
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2012

Part Il: Findings Related to the Financial Statements

Instances of Noncompliance
There were no reported prior or current year instances of noncompliance identified.

Internal Control Deficiencies

12-1I-R-1

12-1I-R-2

Segregation of Duties

Finding - The limited number of personnel employed by the Organization makes it difficult to
achieve adequate control procedures through segregation of duties. The concentration of
closely related duties and responsibilities makes it difficult to establish an adequate system of
automatic internal checks on accounting record accuracy and reliability. This is not an
unusual condition for an organization of this size, but it is important that management be
aware the condition exists and search for alternatives to improve the situation.

Auditor’s Recommendation - Management should review its control procedures to obtain
the maximum internal control possible under the circumstances, segregate duties to the
extent possible with existing personnel and utilize alternative personnel to provide additional
control through review of financial transactions and reports.

Organization's Response - We are aware of the condition and will review procedures to
make changes when appropriate and cost effective.

Auditor's Conclusion - Response accepted.

Financial Statement Preparation

Finding - The Organization does not have a system of internal controls that fully prepares
financial statements and disclosures that are fairly presented in conformity with accounting
principles generally accepted in the United States of America. As is inherent in many entities
of this size, the Organization has management and employees who, while knowledgeable
and skillful, do not have the time to maintain the current knowledge and expertise to fully
prepare financial statements and the related disclosures.

Auditor's Recommendation - We recommend obtaining additional knowledge through
reading relevant accounting literature and attending local professional education courses.

Organization’s Response - We will consider obtaining additional knowledge where practical
and cost effective. However, we intend to continue to rely on assistance from our audit firm to
draft these financial statements each year.

Auditor’s Conclusion - Response accepted.
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Schedule of Findings and Questioned Costs

Year Ended June 30, 2012

Part Ill: Findings and Questioned Costs for Federal Awards

Instances of Noncompliance
There were no prior or current year instances of noncompliance identified.

Internal Control Deficiencies
All Programs Displayed on the Schedule of Expenditures of Federal Awards
12-11I-R-1 Segregation of Duties
Adequate control procedures through the segregation of employee duties is difficult to

achieve due to the limited number of staff administering grants and performing accounting
functions. See Finding 12-11-R-1 for additional information.
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