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/ﬁ\ Crowe Horvvath. Crowe Horwath LLP

Independanl Member Crowe Horwalh inlernatonal

REPORT OF INDEPENDENT AUDITORS

To the Board of Directors
Archways, Inc.
Fort Lauderdale, Florida

We have audited the accompanying statements of financial position of Archways, Inc. (a not-for-
profit corporation) as of June 30, 2010 and 2009, and the related statements of activities, cost
center functional expenses and cash flows for the years then ended. These financial statements
are the responsibility of Archways, Inc.'s management. Our responsibility is to express an
opinion on these financial 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 Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial 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 Archways, Inc. as of June 30, 2010 and 2009, 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 and the Florida Single Audit Act, we have
also issued a report dated April 18, 2011, on our consideration of Archways, Inc.'s intemnal
control over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements and other matters. The purpose of thal report is {o
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 the Florida Single Audit Act and should be considered
in assessing the results of our audit.

(Continued)



Our audit was performed for the purpose of forming an opinion on the basic financial statements
of Archways, Inc. taken as a whole. The accompanying schedule of expenditures of federal
awards and state financial assistance is presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circuiar A-133, Audits of States, Local
Governments, and Non-Profit Organizations, the Florida Single Audit Act, and is not a required
part of the 2010 basic financial stalements. The schedules of other federal and state funding,
other local funding, program / cost center actual revenues and expenses schedule and state
eamings, are also presented for purposes of additional analysis and are not a required part of
the 2010 basic financial statements. All supplemental information has been subjected to the
auditing procedures applied in the audit of the 2010 basic financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the 2010 basic financial statements

taken as a whole.
Lonse foronth LLP

Crowe Horwath LLP

April 18, 2011
Fort Lauderdale, Florida




ARCHWAYS, INC.
STATEMENTS OF FINANCIAL POSITION
June 30, 2010 and 2009

2010 2009
ASSETS
Current assets:
Cash 3 448982 § 361,354
Accounls receivable - nel of allowance for doubtful accounts
and contractual allowances of approximately $751,000
and $1,021,000, respectively (Note 2) 585,678 1,426,854
Prepaid expenses and other current assets 183,522 93,857
Total current asseis 1,218,182 1,882,065
Naon-current assets:
Deposits 6,287 4,015
Deferred loan costs - net of accumulated amortization
of $7,306 and $7,015, respectively (Note 1) 42,776 50,082
Property and equipment, at cost - net of accumulated
depreciation of $2,707,243 and $2,618,174,
respectively (Note 4 and 8) 1,860,304 1,949 442
Tolal non-current assets 1,909,367 2,003,539

$ 3,127,549 § 3,885,604

LIABILITIES AND NET ASSETS
Current liabilities:

Current porlion of long-term debt (Note 4) $ 131,726 § 109,412
Accounts payable and accrued expenses 402,677 352,114
Accrued salaries 83,376 72,807
Accrued vacalion 82,904 81,877
Tolal current liabilities 700,683 616,210
Long-term debt, net of current portion (Note 4) 1,942 921 2,051,205
Total liabilities 2,643,604 2,667,415
Net assets:

Unreslricled:
Undesignated 483 945 1,218,189
Total unrestricled net assels 483,945 1,218,189

Total liabitities and net assets $ 3,127,549 § 3,885,604

See accompanying notes to financial slatements.



ARCHWAYS, INC.

STATEMENTS OF ACTIVITIES
Years ended June 30, 2010 and 2009

Public support and operating revenues
Operating revenues
Program service fees - governmenial agencies
Medicaid (net of contractuel allowance}
Medicare (net of contractual allowance)
Other pregram fees {nel of conlractual allowance)

Tolal operaling revenues

Public support
Donated pubiic support (in kind)
Other Income/{expense)
Conlributions

Tolal public support

Total public supporl and operating revenues

Expenses
Program services
Case management
Qutpalientl
Qutpalient — medical
Residential Level 2 — room, board, and supervision
Residential Level 3 — room, board, and supervision
Supporled employment
Intensive case management
Comprehensive community suppori team
Prevention
QOutreach
Incidentals
Assessment
Intervention
Otlher support
Total program services expenses

Supporting services
General and administralive expenses

Creative Colors
Tolal supporting services

Other expense
Unrealized loss on interesi rate swap (Nole 5}

Tolal expenses
Increase (decrease) In unrestricted net assets
Unresiricled net assets at beginning of year

Unrestricted net assets at end of year

2010 2009
$ 3,157,747 § 3,227,437
784,511 1,435,684
18,531 15,480
498,170 530,970
4,458,959 5,209,571
269,122 162,116
36,538 (20,863)
9,367 18,040
315,027 159,203
4,773,986 5,366,864
397,446 282,700
1,166,461 642,245
730,719 561,900
593,561 495,175
667,300 446,889
143,449 162,845
173,563 93,205
443,307 440,714
219,619 229,497
35,044 40,873
160,651 193,228
126,858 47,852
129,172 147,498
143,018 335.468
5,130,168 4,120,089
239,285 478,868
103,585 176,194
342,870 655,062
(35,192) (61,136)
5,508,230 4,836,287
(734,244) 532,577
1,218,189 685,612
$ 483945 § 1,218,189

See accompanying notes to financial statements,



ARCHWAYS, INC.

STATEMENTS OF CASH FLOWS
Years ended June 30, 2010 and 2009

2010 2009
Cash flows from operating activities:
increase (decrease} in unrestricted net assets $ (734,244) § 532,577
Net cash provided by operating aclivities:
Depreciation and amoriization 163,846 134,355
Loss on disposal of property and equipment {1,650} 5,729
Unrealized loss on inferest rate swap 35,192 61,136
(Increase) decrease in:
Accounls receivabla - net 841,176 (427.775)
Prepaid expenses and other current assets (89,665) (37,346)
Deposils (2,272) 5,100
Increase (decrease) in:
Accounts payable and accrued expenses 15,371 55,557
Accrued salaries 10,569 6,533
Accrued vacation 1,027 5,503
Net cash provided by operating activilies 239,450 341,369
Cash flows from investing activities:
Purchase of property and equipment (31,2686) (221,964)
Net cash used in investing activilies (31,266) {221,964)
Cash flows from financing activities:
Principal repayments on loang-term debt {120,556) (86,983)
Net cash used in financing activities (120,556) (86,983)
Net change in cash 87,628 32,422
Cash at beginning of year 361,354 328,932
Cash at end of year 3 _448,982 § 361,354
Non Cash Financing Activities
Equipment purchased incurring long-term debt $ 34,566 § Co-
Supplemental disclosure of cash flow information:
Donated goods and services 5 269,122 $ 162,116
Interest paid $ 111,018 § 133,829

See accompanying notes to financial statements.
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ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 1 - NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization: Archways, Inc. (the "Organization”) is a not-for-profit community mental health
organization located in Fort Lauderdale, Florida, which provides behavioral healthcare services
to persons with severe persistent mental illnesses.

The principal programs provided by the Organization are:

Case Management — helps clients develop comprehensive service and treatment plans,
link clients with support services, monilor client progress and the effecliveness of
services received, and advocate on behalf of clients when needed as a partner in the
rehabilitation process.

Outpatient Services — provides on-site evaluations lo assess mental status, assist in
treatment planning, and coordinate psychiatric treatment services.

Day Program - provides psychosocial rehabilitation services, psychiatric day program
activities and partial hospitalization for those needing more structure and supervision,
This includes assessment, intervention, medical services, and incidentals.

Supported Employment Program - provides clients the opportunity to improve their work
skills and make the transition to community employment.

Residential Program — provides residential facilities ranging from highly structured to
very independent settings, which include group home and supervised apartments.

CCST - allows individuals to restore competency and provides individuals with a mental
iliness assistance in identifying goals and making choices to promote resiliency and
facilitate recovery.

Substance Abuse Prevention Program — provides information dissemination and
educational outreach to community groups to promote altenatives to substance abuse.
Different types of presentations are offered encompassing a variety of different topics. In
addition, referrals are provided when a substance abuse problem is identified.

Estimates: The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect
certain reported amounts of assets and liabllities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Areas where significant estimates that are sensitive 1o
change in the near term used in the accompanying financial statements include allowance for
doubtful accounts, estimated third-party contractual allowances and contractual adjustments,
and estimated third-party settlements — Medicare and Medicaid. Actual results could differ from
those estimates.

{Continued)

10.



ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 1 - NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Accounts Receivable: Uncollectible accounts receivable are provided for by using the allowance
method which includes a provision for charity discounts for those individuals unable to pay the
full cost of services. The allowance for uncollectible accounts receivable is based on prior
collection history and specific review of all receivables. The allowance provided at June 30,
2010 and 2009 was approximately $645,000 and $1,021,000, respectively. The Organization
does not accrue interest on any of its accounts receivable.

Revenue Recognition: The Organization recognizes grants, contracts and contributions of cash
or other assets as restricted support if they are received with grantor or donor stipulations that
limit the use of the donated assets. Temporarily restricted net assets are reclassified to
unrestricted net assets and reported in the statement of activities as net assets released from
restriction when a donor restriction expires, when a stipulated time restriction ends or purpose
restriction is accomplished. A receivable is recognized by the Organization for grants or
contracts ta be received from the grantor or donor.

The Organization recognizes revenues from exchange transactions when the service is
rendered. A receivable is recognized by the Organization for outstanding invoices.

[nventories: Inventories of $149,360 and $55,713 are stated principally at the lower of cost or
market and are included in prepaid expenses and other current assets in the accompanying
financial statements at June 30, 2010 and 2009, respectively. Inventories include $35,821 and
$27,137 of Indigent Drug Program medications at June 30, 2010 and 20089, respectively.

Property and Equipment: The Organization capilalizes all property and equipment in excess of
$500. Property and equipment, acquired from outside sources, are recorded at cost. Property
and equipment acquired by gifl are stated at fair value as determined by management and other
available sources at the date of acquisition. Depreciation is computed using the straight-line
method over the estimated useful lives of the assets, which range from 5 to 25 years.
Expenditures for maintenance and repairs are charged against operations as incurred.

Deferred Loan Costs: The costs assoclated with the origination of the long-term debt are
amortized over the life of the debt using the straight-line method. Amortization expense for the
years ended June 30, 2010 and 2009 amounted to $7,306 and $7,015.

Functional Allocation of Expenses: The costs of providing various programs and other aclivities
have been summarized on a functional basis in the statements of activities. Accordingly, certain
costs have been allocated among the programs and supporting services benefited.

Credit Risk: The Organization conducts all its banking transactions wilh its depository bank. At
June 30, 2010 and 2009, the bank balance of the Organization's deposits was $521,185 and
$421,767, respectively held at one institution. Of the cash balance, $250,000 (per total amount
at institution) is covered by federal depository insurance and any excess is uninsured and
uncollateralized.

{Continued)
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ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 1 - NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Other financial instruments that potentially subject the Organizalion to concentrations of credit
risk consist principally of accounts receivable. Concenirations of credit risk with respect to
accounts receivable are limited since a substantial portion of accounts receivable is due from
the Medicaid Program and is based on predetermined rates set by this third-party payer.

Basis of Accounting: The accompanying financial stalements have been prepared using the
accrual basis of accounting. Using this method, revenues are recognized when earned and

expenses are recognized when incurred.

Fair Value of Financial Instruments: As of June 30, 2010 and 2009, the Organization has
certain financial instruments including debt and a related interest rate swap agreement. The
carrying amounts reported in the Organization's balance sheet for debt and the inlerest rate
swap at June 30, 2010 and 2009 approximates their fair values based on the cumrent interest
rate environment and terms of the instrument.

Net_Assets: The Organization classifies its net assets into three categories: unrestricted,
temporarily restricted, and permanently restricted.

Unrestricted net assets include net assets thal impose no restrictions on the Organization as to
their use or purpose. Such net assets are expended for charitable purposes as deemed
appropriate by the Board of Directors of the Organization and for operating purposes.
Unrestricted net assets include donor-restricted contributions where reslrictions are met in the
same reporting period. Unrestricted net assets also include board designated amounts for new
software and a reserve for repairs and maintenance fo property.

Temporarily restricted net assets include donor-designated gifts whereby the donor, at the time
of the gift, specifically identifies the purpose(s) or project(s) to be benefited. When a donor
restriction has been accomplished, temporarily restricted assets are reclassified to unrestricted
assets and reported in the statement of activities as net assels released from restriction, During
the year, the Organization recelved no temporarily restricted funds.

Permanently restricted net assets include gift arrangements that provide that the principal be
maintained in perpetuity. Income from permanently restricted net assets is reflected as
temporarily restricted or unrestricted for charitable or operaling purposes in accordance with
donor specifications. During the year, the Organization received no permanently restricted

funds.

At June 30, 2010 and 2009, net assets were all unrestricted.

(Continued)
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ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 1 - NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Federal Income Tax: The Organization has received determination of tax exempt status from
the Internal Revenue Service under Code Section 501(c)(3) and, consequently, the earnings of
the Organization are not taxed.

As of July 1, 2009, the Organization adopted guidance pertaining to the accounting for
uncertainty in income tax provisions. A tax position is recognized as a benefit only if it is “more
likely than not” that the tax position would be sustained in a tax examination, with a tax
examination being presumed to occur. The amount recognized is the largest amount of tax
benefit that is greater than 50% likely of being realized on examination. For tax positions not
meeting the *more likely than not” test, no tax benefit is recorded. The adoption had no effect on
the Organization’s financial statements.

The Organization is no longer subject to examination by taxing authorities for years before June
30, 2007. The Organization does not expect the total amount of unrecognized tax benefits to
significantly change in the next 12 months. The Organization recognizes interest and/or
penalties related to income tax matters in income tax expense. The Organization did not have
any amount accrued for interest and penalties at June 30, 2010.

Subsequent Events: Management has performed an analysis of the activities and transactions
subsequent to June 30, 2010 to determine the need for any adjustments to and/or disclosures
within the audited financial statements for the year ended June 30, 2010. Management has
performed their analysis through April 18, 2011, 2010, the date the financial statements were
available to be issued.

NOTE 2 - ACCOUNTS RECEIVABLE - NET

Accounts receivable — net at June 30, 2010 and 2009 consists of the following:

2010 2009
Medicaid receivables $ 129,679 % 476,807
Medicare receivables 2,31 102,690
State grants receivable 289,089 563,285
County grants receivabie 44,159 125,637
Miscellaneous receivables 120,440 158,435

$ 585678 $ 1426854

{Continued)
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ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 3 - PUBLIC SUPPORT - DONATED GOODS AND SERVICES

Donated goods and services are reflected as contributions and expenses at their estimated fair
value at date of receipt. Donated services are recognized when meeting the following criteria:

a. The services received create or enhance nonfinancial assets; or

b. The services received require specialized skills, which are provided by
individuals possessing those skills, and would typically need to be purchased if
not provided by donation.

The services of an instructor provided to the Organization by the Broward County Board of
Education has been reflected in the accompanying statements based on the prevailing salary
scale of the school system. In addition, the services of various intemns have been reflected in
the accompanying statements based on the prevailing salary of comparable staff. The
Organization receives donated food and medicines on a regular basis from a community-based
organization. The value of the donated goods and services recognized in the accompanying
financial statements is as follows:

g10 2009
Donated services $ 9,367 $ 10,039
Donated goods 259,755 162,077

3 269,122 $ 162,116

(Continued)
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ARCHWAYS, INC.

NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE 4 -LONG-TERM DEBT

Long-term debt as of June 30, 2010 and 2009 consists of the following:

2010

Note payable in equal monthly installments

over 10 years beginning Seplember 22,

2006, plus interest at LIBOR plus 2.5%

(4.10% and 3.70% at June 30, 2010

and 2009) through September 2016,

collateralized by buildings and

improvements with a net book value of

$1,306,144 at June 30, 2010, $ 1,847,200

Note payable in equal monthly installments
of $56,727 aver § years beginning
November 22, 2008, including interest at
LIBOR plus 3% (4.60% and 4.20%

at June 30, 2010 and 2009) through

March 2013, collateralized by

buildings and improvements with a net
book value of $1,462,651

at June 30, 2010 and by the assignment of
the State of Florida, Department of
Children and Families contract. 200,012

Note payable in equal monthly installments

of $820 over 3 years beginning December 31,

2009 through December 31, 2013

coliateralized by transportation equipment with

a net book value of $29,552 at June 30, 2010. 27,435

Ine)
=
|=3
[=3

§ 1,899,600

261,017

2,074,647
Less: current portion 131,726

2,160,617
109,412

Total long-term portion $ 1,942 921

$ 2,051,205

(Continued)
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ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 4 - LONG-TERM DEBT (Continued)

Principal maturities of long-term debt are as follows:

Principal
Fiscal Year Ended June 30 Maturities
2011 $ 131,726
2012 138,271
2013 139,543
2014 76,662
2015 78,400
Thereafter 1,510,045
$ 2,074,647

Interest expense for the years ended June 30, 2010 and 2009, amounted to approximately
$111,000 and $133,000, respectively.

The debt is subject to a debt service coverage ratio and financial reporting requirements. On
January 31, 2011 these covenants were waived.

NOTE 5 - INTEREST RATE SWAP

On September 22, 2006, the Organization entered into an interest rate swap agreement to
hedge the exposure to the variable rate associated with a portion of the note payable above
($1,010,000). This agreement involved an exchange of floating and fixed rate interest payments
without the exchange of the underlying principal amount (the “notional amount”). Interest paid
under the swap agreement is based on the one-month LIBOR plus 2.5% {2.85% as of June 30,
2010) and the interest received under the agreement is fixed at 8.10%. The net difference
between the interest paid and the interest received is reflected as an adjustment to interest
expense. The swap agreement’s notional amount is $923,600 and expires September 2016.

As of June 30, 2010 and 2009, the interest rate swap agreement was classified in accounts
payable and accrued expenses at its fair value of $172,714 and $137,522, respectively, with the
offsetting adjustment in other expense.

(Continued)
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ARCHWAYS, INC,
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 6 - PENSION PLAN

The Organization has a defined contribution pension plan for the benefit of its employees. All
employees are eligible for the plan upon one year of service and attainment of age 21. The
Organization funds the plan by making monthly contributions equivalent of six percent of the
participants’ compensation. Pension plan expense for the years ended June 30, 2010 and 2009
amounted to approximately $106,000 and $111,000, respectively.

NOTE 7 - COMMITMENTS

The Organization offers a cash management service to its residents. These funds remain the
sole property of each respective resident, to be disbursed only as requested and, accordingly,
these funds are excluded from lhe Organization's net assets. The Organization has a fiduciary
duty of accountability for the years ended June 30, 2010 and 2009 of $103,552 and $93,575,
respectively.

NOTE 8 - PROPERTY AND EQUIPMENT

Property and equipment consist of the following at June 30:

2010 2009
Buildings and improvements $ 2868054 $ 2,861,581
Furniture, fixtures and equipment 795,696 743,110
Transportation equipment 74,259 133,386

3,738,009 3,738,077
Accumulated depreciation {2,707,244) (2,618,174)

1,030,765 1,119,903
Land 829,539 829,539

$ 1860304 $ 1949,442

Depreciation and amortization expense amounted to approximately $157,000 and $133,000 for
the years ended June 30, 2010 and 2009, respectively.

(Continued)
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ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 9 - ECONOMIC DEPENDENCE

The Organization is economically dependent upon the receipt of funds for its various programs
from the State of Florida. During the years ended June 30, 2010 and 2009 the Organization
received grants, contracts and/or other funding from the State of Florida as follows:

2010 2009
Department of Children and Families $ 3,058558 § 2,530,019
Department of Labor and Employment
Employment Security 11,966 12,950
Department of Elder Affairs 45,629 52,727
Disaster Relief Funding - 124
Medicaid 757,803 1,177,623

$ 3873956 § 3,773,443

A significant reduction in the level of this support would have an adverse effect on the
Organization's programs and activities and its ability to satisfy it's financial and program
obligations and commitments.

NOTE 1G - LEASES

The Organization leases equipment under operating leases expiring through January 2013. The
leases require monthly payments aggregating approximately $1,700 per month. in addition, the
Organization leases equipment on a month to month basis. Rent expense related to the leases
for the years ended June 30, 2010 and 2009, was approximately $26,350 and $34,500,
respectively.

(Continued)
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ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 10 - LEASES (Continued)

Minimum annual rentals under the terms of the above operating leases subsequent to June 30,
2010 are as follows:

Fiscal Year Ended June 30 Amount
2011 $ 20,400
2012 20,400
2013 11,800
3 52,700

NOTE 11 - GRANTS AND CONTRACTS FOR CLIENT SERVICES

Funding agreements for services to be provided are entered into on an annual basis. The
release of funds is subject to monies being made available by the Federal Government, the
Florida Legislature and certain other grantor agencies. Generally, agreements may be
terminated by either party with thirty days written notice.

In addition, certain funding arrangements require the Organization to provide additional services
on a specified matching basis. In all such contract arrangements, the Organization has met its
matching requirements. Matching requirements fulfilled for the year ended June 30, 2010, are

as follows;

Contract Matching
Grantor Number Requirement
State of Florida Department of
Children and Families JH311 $ 275,040

Program expenditures made by the Organization are subject fo additional audit by grantor
agencies. As a result of such audits, the grantor may require that amounts be returned. In
certain instances, the grantor may increase its grant of funds to the Organization to offset
amounts which would otherwise be refundable based on audits.

(Continued)
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ARCHWAYS, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

NOTE 12 — FAIR VALUE OF FINANCIAL INSTRUMENTS

Financial Accounting Standards Board Account Standards Codification, ASC 820, Fair Value
Measurements and Disclosures defines fair value as the price that would be received for an
asset or paid to transfer a liability (an exit price) in the Organization’s principal or most
advantageous markel for the assel or liability in an orderly transaction between market
participants on the measurement date.

The Statement establishes a fair value hierarchy which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inpuls when measuring fair value. The
standard describes three levels of inputs that may be used to measure fair value:

Level 1: Quoted prices {(unadjusted) for identical assets or liabilities in active markets
that the entity has the ability to access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as quoted
prices for similar assets or liabilities; quoted prices in markets that are not active; or
cther inputs that are observable or can be corroborated by observable market data.

Level 3: Significant unobservable inputs that reflect a reporting entity’s own assumptions
about the assumptions that market participants would use in pricing an asset or liability.

Derivative contracts are valued using quoted market prices and significant other observable
inputs. Such financial instruments consist of an interest rate swap contract. Interest rate swaps
do not have observable market quotes. For these financial instruments the Organization's swap
counterparty provides a quarterly valuation using the difference between the fixed rate paid by
the Organization and the counterparty’s LIBOR interest rate forecast discounted at the swap
yield curve. The models are based on observable inputs for forward interest rates and discount
rates. As such, these derivative instruments are classified within Level 2 of the fair value

hierarchy.
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ARCHWAYS, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
AND STATE FINANCIAL ASSISTANCE

Year ended June 30, 2010

Federal Agency,
Pass-throuagh Entity

FEDERAL AGENCY:
Department of Health and
Human Services -
Passed through the State
of Florida Department of
Children and Families

Temporary Assistance for
Needy Families

Community Adult Mental
Heallh Service

Adult and Children Substance
Abuse Prevention Program
Total Depariment of Health

and Human Services

Department of Education
Passed through the State
of Florida Department of
Labor and Employment Security
Vocational Rehabilitation
Service
Total Department of Education

Department of Agricultural (USDA)

Passed through the Stale
of Florida Department of

Elder Affairs
Adult Care Food Program

Total Depariment of Agriculture

Total Expenditures of Federal Awards

*Denotes a major program

Federal

CFDA

Number

*93.558

93.958

*93.959

84.187

10.558
10.558

Contract

Grant

Number

JH311

JH311

JH311

V3568

Y8082
Y9082

Note: This schedule was prepared on the accrual basis of accounting.

Expenditures

$ 247,416
53,426

309,744

Transfers
to

Subrecipients

$ -

610,586

15,760

15,750

13,572
41,256

54,828

$ 681,164
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ARCHWAYS, INC.
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
AND STATE FINANCIAL ASSISTANCE
Year ended June 30, 2010

State Agency, State Contract Transfers
Pass-through Entity, CSFA Grant to
State Project Number  Number Expenditures Subrecipients
STATE AGENCY NAME

Department of Health and
Human Services -
Passed through the State
of Florida Department of
Children and Families

Adult Community Mental

Health Community Support
Services “60.053 JH311 $ 1881237 & -

Substance Abuse Treatment

and Aftercare Services for

Adults 60.033  JH311 49,235 -
Community Forensic Beds 60.114  JH311 244 526 -

Indigent Psychiatric

Outpatient Services 60.039  JH311 13,588 -
Baker Act Program 60.006 JH311 5,000 -
Total Expendilures of State Awards $ 2,193,586 $ -

*Denotes a major project

Note: This schedule was prepared on the accrual basis of accounting.
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ARCHWAYS, INC.
SCHEDULE OF OTHER LOCAL FUNDING
Year ended June 30, 2010

Contract
Grantor Program Title Number Expenditures
LOCAL FINANCIAL ASSISTANCE:
Broward County, Florida Local Match -
Community Menlal
Health and Substance
Abuse 06-SAHCS-8452 § 309,110
Total Expendilures of Other Local Funding § 309,110

Note: This schedule was prepared on the accrual basis of accounting.
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ARCHWAYS, INC.
SCHEDULE OF STATE EARNINGS
Year ended June 30, 2010

1 Total expenditures

2 Less: other state and federal funds

3 L.ess: nonmatch SAMH funds

4 Less: unallowable costs per 65E-14, FAC
o Total allowable expenditures

6 Maximum available earnings

7 Amount of state funds requiring match

B Amount due to department

8}

$ 5,316,399
(1,683,585)
(1,989,602)

$ 1,643,212

$ 1,232,409

$ 814,571

$ .

(1) The Florida Department of Children and Families Guide 1o Performance Contracting provides (hat
if the amount on Line 7 exceeds the amount calculated on Line 6, then this amount would be due

lo the Department.
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COMPLIANCE AND INTERNAL CONTROLS



Crowe Horwath. S —

Indepandanl Member Crowe Horwalh Internalional

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
Archways, Inc,
Fort Lauderdale, Florida

We have audited the financial statements of Archways, Inc. as of and for the year ended
June 30, 2010, and have issued our report thereon dated April 18, 2091. 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 Qver Financial Reporting

In planning and performing our audit, we considered Archways, Inc.’s intemnal 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 effecliveness of the Archways, Inc.’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of Archways, Inc.'s internal
control over financial reporting.

Our consideralion of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses and
therefore, there can be no assurance that all deficiencies, significant deficiencies or material
weaknesses have been identified. However, as described In the accompanying Schedule of
Findings and Questioned Costs, we identified certain deficiencies in internal control over
financial reporting that we considered to be material weaknesses and other deficiencies that we
consider to be significant deficiencies.

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 misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in intemai control such as there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis. We consider the deficiency described in the accompanying
Schedule of Findings and Questioned Costs as item 2010-1 to be a material weakness.

{Continued)
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A significant deficiency is a deficiency or a combination of deficiencies in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the deficiencies described accompanying Schedule of Findings
and Questioned Costs as items 2010-2 and 2010-3 to be a significant deficiency.

Compliance and Other Matiers

As part of obtaining reasonable assurance about whether Archways, Inc.’s financial statemenis
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 that are required to be reported under Government Auditing Standards.

We also noted certain matters that we reported to management of the Organization in a
separate letter dated April 18, 2011.

The Organization's responses 1o the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the Organization's
responses and, accordingly, we express no opinion on il.

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

management, Federal and State awarding agencies, and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties.

Lo thesnthc LS

Crowe Horwath LLP

April 18, 2011
Fort Lauderdale, Florida
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Crowe Horwath. Srowe Horwath LL

Irdepandent Member Crowa Horwath inlemationg]

REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD
HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE WITH OMB
CIRCULAR A-133 AND CHAPTER 10.650, RULES OF THE AUDITOR GENERAL

To the Board of Directors
Archways, Inc.
Fort Lauderdale, Florida

Compliance

We have audited the compliance of Archways, Inc. with the types of compliance requirements
described in the requirements described in the U.S. Office of Management and Budget (OMB)
Circufar A-133 Compliance Supplement and the requirements described in the Department of
Financial Services State Projects Compliance Supplement, that could have a direct and material
effect on each of Archways, Inc.'s major federal programs and state financial assistance
projects for the year ended June 30, 2010. Archways Inc.'s major federal programs and state
financial assistance projects are identified in the summary of auditor's results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of
laws, reguiations, contracts, and grants applicable to each of its major federal programs and
state financial assistance projects is the responsibility of Archways, Inc.'s management. Qur
responsibility is to express an opinion of Archways, 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;
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations; and
Chapter 10.650, Rules of the Auditor General. Those standards, OMB Circular A-133, and
Chapter 10.650, Rules of the Auditor General, require that we plan and perform the audit to
obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred 1o above that could have a direct and material effect on a major federal
programs and state financial assistance project occurred. An audit includes examining, on a
test basis, evidence about Archways, Inc.'s compliance with those requirements and performing
such other procedures, as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination of Archways, Inc.'s compliance with those requirements.

(Continued)
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In our opinion, Archways, Inc. complied, in all material respects, with the requiremenls referred
to above that that could have a direct and material effect on each of its major federal programs
and state financial assistance projects for the year ended June 30, 2010.

Internal Control Over Compliance

The management of Archways, Inc. is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, reguiations, contracts, and
granis applicable to federal programs and state financial assistance projects. In planning and
performing our audit, we considered Archways, Inc.'s internal control over compliance with the
requirements that could have a direct and material effect on a major federal program or state
financial assistance projects to determine our auditing procedures for the purpose of expressing
our opinion on compliance and to test and report on internal contral 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 Archway Inc.'s internal control over compllance.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be significant deficiencies or material weaknesses and
therefore, there can be no assurance that all deficiencies, significant deficiencies, or malerial
weaknesses have been identified. However, as discussed below, we did identify certain
deficiencies in internal control over compliance that we consider to be material weaknesses.

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 or state financial assistance project on a timely
basis. A material weakness in infernal conlrol over compliance is a deficiency, or combination
of deficiencies, in internal control over compllance, 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 comrected, on a timely basis. We consider the deficiency in
internal control over compliance described in the accompanying Schedule of Findings and
Questioned Costs as item 2010-4 to be a material weakness.

We noted certain matters that we have reported to the management of Archways, Inc. in a
separate letter dated April 18, 2011,

This repart is Intended solely for the information of the Board of Directors, management, state
awarding agencies and pass-through entities and is not intended to be and should not be used

by anyone other than these specified parties.

Crowe Horwath LLP

Aprl 18, 2011
Fort Lauderdale, Florida
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ARCHWAYS, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FEDERAL PROGRAMS AND STATE FINANCIAL ASSISTANCE PROJECTS
Year ended June 30, 2010

1. Financial Statements:

The type of report issued on the financial statements:
Intemal contro! over financial reporting:
* Materlal weakness(es) identified?
« Significant deficlencies identified that are
not considered to be material weaknesses?
Noncompliance material to financial statements noted?

Federal Awards and State Financial Assistance:

Internal control over major programs:
» Material weakness(es) identified?
» Significant deficiencies identified that are
not considered to be material weaknesses?

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)
OMB Circular A-133, and Chapter 10.650, Rules
of the Auditor General?

Identification of major programs:

Federal Programs
Adult and Children Substance Abuse Prevention

Program
Temporary Assistance for Needy Families

Slate Projects
Florida Department of Children and Families,

Adult Community Mental Health Community
Support Services

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

Auditee qualified as low-risk auditee?

Unqualified
X__Yes No
X _ Yes None reported

Yes X _ No

X _Yes No
Yes X___ None reported
Unqualified
Yes X __No

Federal CFDA No.

93.959
93.558

State CSFA No.

60.053

$300,000
Yes X No

(Continued)
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ARCHWAYS, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FEDERAL PROGRAMS AND STATE FINANCIAL ASSISTANCE PROJECTS
Year ended June 30, 2010

2. Findings related to financial statements that are required to be reported in accordance with
GAGAS:

Material Weakness
Finding #2010-1. Preparation of Financial Statements

Criteria or specific requirement. Management is responsible for establishing and maintaining
internal controls to provide appropriate and reliable financial reports and to select and apply
appropriate accounting principles. Management is not required to prepare their financial
reports, but management needs to demonstrate the level of qualifications and controls to
prepare their financial reports without significant deficiencies or material weaknesses in these
controls. Such controls over the preparation of financial reports may include management
effectively reviewing their financial reports for material accuracy if the report preparation has
been outsourced.

Condition:  Management does not have the internal resources to be able to prepare the
financial reports and select and apply the appropriate accounting principles without significant
deficiencies.

Effect: The above conditions directly affect the presentation and data included in the
Organization’s monthly financial reporting package as the Organization’s overall reconciliation
and review process is not adequale fo prevent and detect material misstatements. In addition,
new accounting literature continues to be added at an astonishing pace. Many business
transactions have complex accounting rules and guidance is being produced from various
authoritative sources. Each of these elements add a significant financial cost to the internal
control process, a pressure that small and mid-size Organizations alike have been facing for
years. Thus, it is no surprise that the financial statement process is often outsourced to the
auditor. However, daily business decisions may be made based on inaccurate financial data.
In addition, inappropriate financial data may be shared with ocutside users. When there is a
system change this also enhances the need for timely reconciliations.

Cause: The limited availability of resources, 1he size of the finance deparment, turnover in the
finance department in the CFO position contributed to the cause of this deficiency.

Recommendation: The Organization could consider outsourcing the preparation of the year end
financial statements and Schedule of Expenditures of Federal Awards and State Financial

Assistance.

Views of responsible officials and planned cormrective actions: MANAGEMENT IS CONFIDENT
THAT DESPITE THE TURNOVER IN THE CFQ PQOSITION FOR THE AUDIT FOR FY 2010, AND
UNDERSTANDS THAT THERE |S A LEARNING CURVE, THE EXPERIENCE WITH THIS AUDIT
COMBINED WITH AN UPGRADE TO OUR SOFTWARE, WILL PUT THE ORGANIZATION IN A
BETTER POSITION TO PRODUCE FINANCIAL STATEMENTS. MANAGEMENT IS OPEN TO
CONTINUAL EVALUATION AND FEEDBACK OF THIS PROCESS.

{Continued)
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ARCHWAYS, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FEDERAL PROGRAMS AND STATE FINANCIAL ASSISTANCE PROJECTS
Year ended June 30, 2010

Significant Deficiencies
Finding #2010-2: Patient Service Processing

Criteria or specific requirement. The Organization has a limited time frame to submit claims for
Medicaid and Medicare benefit payments for services provided to clients.

Condition: Patient charts completed by PSR Staff after client services have been provided are
not being timely processed and delivered to the accounting department for prompt billing.
During our control testing we noted 8 exceptions on a sample of 33 (approximately 24%).

Effect. The above conditions directly affect the recognition of revenue as revenue is only
recognized after services provided have been billed. Also, Given the strict timelines required lo
obtain payment for patient claims, it is critical that patient chart and all related notes are
processed within 45 days of service being provided so as to avoid claims been denied.

Cause: The limited availability of resources, turnover in the PSR department, and limited
availability of resources to monitor billing contributed to the cause of this deficiency.

Recommendation: The Organization's internal audit department could test a random sample of
transactions on monthly basis to ensure that proper monitoring is in place over the timing for
processing claims for services provided

Views of responsible officials and planned corrective actions: THIS ISSUE CAME TO
MANAGEMENTS ATTENTION, JUST PRIOR TO THE BEGINNING OF THE AUDIT. MANAGEMENT
CHOSE TO MAKE PERSONNEL CHANGES AND CHARGE THE BILLING DEPARTMENT WITH
MONITORING AND NOTIFYING MANAGEMENT OF ANY AND ALL BILLING ISSUES, MANAGEMENT
AGREES.
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ARCHWAYS, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FEDERAL PROGRAMS AND STATE FINANCIAL ASSISTANCE PROJECTS
Year ended June 30, 2010

Finding #2010-3: IT Policies and Procedures

Criteria or specific requirement. The Organization does not have documentation of performance
of IT Policies and Procedures.

Condition: There are IT policies and procedures the Organization is to be following and
management representation that the policies and procedures are being foilowed, but there is a
lack of documentation of management's performance of the policies and procedures related to
periodic review of user access and IT audits that test the adequacy of the Organization’s IT

controls.

Effect. The lack of IT process controls such as user access review and |T adequacy tests could
result in weakness in the Organization’s operating and financial systems.

Cause: The limited availability of resources contributed to the cause of this deficiency.

Recommendation: The Organization should formally document the performance of IT policies
and procedures particularly related to the review of user access and IT audits.

Views of responsible officials and planned corrective actions: Management Agrees
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ARCHWAYS, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FEDERAL PROGRAMS AND STATE FINANCIAL ASSISTANCE PROJECTS
Year ended June 30, 2010

3. Findings and questioned costs for Federal Programs and State financial assistance projects:

Department of Heaith and Human Services
CFDA No. 93.959
Temporary Assistance for Needy Families

Department of Heaith and Human Services
CFDA No. 93.558
Adult and Children Substance Abuse Prevention Program

State of Florida Department of Children and Families
CFSA No. 60.053
Adult Community Mental Health Community Support Services

Material Weakness

Finding #2010-4: Preparation of Schedule of Expenditure of Federal Awards and State Financial
Assistance

Criteria or specific requirement: Management is responsible for establishing and maintaining
internal conlrols to provide appropriate and reliable federal and state financial reports.
Management is not required to prepare their federal and state financial reports, but
management needs to demonstrate the level of qualifications and controls to prepare thelr
federal and state financial reports without significant deficiencies or material weaknesses in
these controls. Such controls over the preparation of federal and state financial reports may
include management effectively reviewing their federal and state financial reports for material
accuracy if the report preparation has been outsourced.

Condition. Management does not have the internal resources to be able to prepare and review
the federal and state financial reports.

Effect. The above conditions directly affect the presentation and data included in the
Organization’s federal and state financial reporting package as the Organization’s overall
reconciliation and review process is not adequate to prevent and detect material misstatements.

Cause: The limited availability of resources, the size of the finance department, turnover in the
finance department in the CFO position contributed to the cause of this deficiency.

Recommendation: The Organization could consider outsourcing the preparation of the Schedule
of Expenditures of Federal Awards and State Financial Assistance.

Views of responsible officials and planned corrective actions: MANAGEMENT 1S CONFIDENT
THAT DESPITE THE TURNOVER IN THE CFO POSITION FOR THE AUDIT FOR FY 2010, AND
UNDERSTANDS THAT THERE IS A LEARNING CURVE, THE EXPERIENCE WITH THIS AUDIT
COMBINED WITH AN UPGRADE TO QUR SOFTWARE, WILL PUT THE ORGANIZATION IN A
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ARCHWAYS, INC.
SCHEDULE QOF FINDINGS AND QUESTIONED COSTS
FEDERAL PROGRAMS AND STATE FINANCIAL ASSISTANCE PROJECTS
Year ended June 30, 2010

BETTER POSITION TO PRODUCE FINANCIAL STATEMENTS. MANAGEMENT IS OPEN TO
CONTINUAL EVALUATION AND FEEDBACK OF THIS PROCESS.
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ARCHWAYS, INC.
SUMMARY OF PRIOR YEAR AUDIT FINDINGS
Year ended June 30, 2010

AUDIT REFERENCE
Finding #2009-2; Reconciliation of Grant Receivable

Status: Implemented. Management has developed a tool to reconcile grants receivable on a
monthly basis. As of June 30, 2010 financials the process was fully implemented.
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ARCHWAYS, INC.
CORRECTIVE ACTION PLAN
Year ended June 30, 2010

Finding #2010-4: Preparation of Schedule of Expenditure of Federal Awards and State Financial
Assistance

MANAGEMENT 1S CONFIDENT THAT DESPITE THE TURNOVER IN THE CFO POSITION FOR
THE AUDIT FOR FY 2010, AND UNDERSTANDS THAT THERE (S A LEARNING CURVE, THE

EXPERIENCE WITH THIS AUDIT COMBINED WITH AN UPGRADE TO OUR SOFTWARE, WILL
PUT THE ORGANIZATION IN A BETTER POSITION TO PRODUCE FINANCIAL STATEMENTS.
MANAGEMENT IS OPEN TO CONTINUAL EVALUATION AND FEEDBACK OF THIS PROCESS.
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/4 Crowe Horwath. Crows Horwats LLp

Indepencent Member Crowe Horwalh Intematianal

Board of Directors
Archways, Inc.
Ft. Lauderdale, Florida

We have audited the financial statements of Archways, Inc. {the Organization), as of and for the
fiscal year ended June 30, 2010, and have issued our report thereon dated April 18, 2011.

We conducted our audit 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. We have issued
our Independent Auditor's Report on Compliance and Internal Control over Financial Reporting,
Independent Auditor's Report on Compliance and Intemal Control over Compliance Applicable
to each Major State Project, and Schedule of Findings and Questioned Costs. Disclosures in
those reports and schedule, which are dated April 18, 2011, should be considered in
conjunction with this management letter.

Additionally, our audit was conducted in accordance with Chapter 10.650, Rules of the Auditor
General, which requires disclosure in the management letter of violations of provisions of
contracts or grant agreements or abuse that have an effect on the financial statements that is
less than material but more than inconsequential. In addition, for matters that are
inconsequential, considering both quantitative and qualitative factors, the following may be
reported based on professional judgment: (1) violations of laws, rules, regulations, and
contractual provisions or abuse that have occurred, or were likely to have occurred, and would
have an immaterial effect on the financial statements or major State projects; (2) improper
expenditures or illegal acts that would not materially affect the financial statements or major
State projects; (3) control deficiencies that are not significant deficiencies, including, but not
limited to: (a) improper or inadequate accounting procedures (e. g., the omission of required
disclosures from the financial statements); (b) failures to properly record financial transactions:
and (c) other inaccuracies, shortages, defalcations, and instances of fraud discovered by, or
that come to the attention of, the auditor.

(Continued)
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Board of Directors
Archways, Inc.

In planning and performing our audit of the financial statements of Archways, Inc.
(“Organization”} as of and for the year ended June 30, 2010, in accordance with auditing
standards generally accepted in the United States of America, we considered the Company's
internal control over financial reporting (“internal control”) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company’s internal

control.

Our consideration of internal control 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 that
all deficiencies, significant deficiencies, or material weaknesses have been identified. However,
as discussed below, we identified certain matters that we are required to or wish to
communicate to you. Matters communicated in this letler are classified based on Statement on
Auditing Standards No. 115, Communicating internal Control Related Matlers Identified in an
Audit, as follows.

¢ Best Practice — A matter which you may find of interest.

+ Deficiency — A control deficiency exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect and correct misstatements on a timely basis.

« Significant Deficiency — A significant deficiency is a deficiency, or combination of
deficiencies, in internal control that is less severe than a material weakness, yet important
enough to merit attention by those charged with governance.

« Material Weakness — A material weakness is a deficiency, or combination of deficiencies, in
internal contral such that there is a reasonable possibility that a material misstatement of the
entity’s financial statements will not be prevented or detected and corrected on a timely
basis.

Follow up on Prior Year Recommendations:

Recommendation Classiflcation Status
Reconciliation of Grant Revenue Significant Deficiency Implemented
Deficiency Partially Implemented — See
Timely Account Reconciliation Evidence of Reviews and
Approvals
Procedures to Monitor Debt| Deficiency Not Impiemented
Covenants
Procedures to Monitor and Record| Deficiency Not Implemented
Fair Value of interest Rate Swap
Agreement
Fixed Asset Inventory Procedures | Deficiency Implemented
{Continued)
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Board of Directors
Archways, Inc.

Recommendation (Continued) Status (Continued)
IT Policies and Procedures Significant Deficiency Egﬁtﬂg ;ﬁg'g:giggﬁ;ssee l
Fixed Asset Procedures Deficiency Implemented
Journal Entries Deficiency ‘Ij’:lﬁi:gfé:tﬂl\:;nented ~ See
Documentation of Grant Reports Deficiency Implemented
Recording of Transactions in Deficiency Implemented
Accounting Software
Documentation of Posting Date Best Practice Not Implemenied
Update Documentation of Job Best Practice Implemented
Descriptions
Transactions with Related Parties | Best Practice Implemented
Bank Reconciliation Procedures Best Practice Implemented
Training and Research Tools Best Practice Implemented
Segregation of Duties Best Practice Not Implemented

{Continued)
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Board of Directors
Archways, Inc.

Current Year Recommendations:

FINANCIAL REPORTING Material Weakness

Observatlon:

Management is responsible for establishing and maintaining internal
controls to provide appropriate and reliable financial reports and to select
and apply appropriate accounting principles. Management is not required
to prepare their financial reports, but management needs to demonstrate
the level of qualifications and controls to prepare their financial reports
without significant deficiencies or material weaknesses in these controls.
Such controls over the preparation of financial reports may include
management effectively reviewing their financial reports for material
accuracy if the report preparation has been outsourced.

Management does not have the internal resources to be able to prepare
the financial reports and selecl and apply the appropriate accounting
principles withaut significant deficiencies.

The above conditions directly affect the presentation and data included in
the Organization's monthly financial reporting package as the
Organization's overall reconciliation and review process is not adequate
to prevent and detect material misstatements. In addition, new
accounting literature continues to be added at an astonishing pace.
Many business transactions have complex accounting rules and guidance
is being produced from various authoritative sources. Each of these
elements add a signlficant financiai cost to the internal control process, a
pressure that small and mid-size Organizations alike have been facing for
years. Thus, it is no surprise that the financial statement process is often
outsourced to the auditor. However, daily business decisions may be
made based on inaccurate financial data. In addition, inappropriate
financial data may be shared with outside users. When there is a system
change this also enhances the need for timely reconciliations.

The limited availability of resources, the size of the finance department,
turnover in the finance department in the CFQ position contributed to the
cause of this deficiency.

Recommendation:

We recommend the Organization consider outsourcing the preparation of
the year end financial statements and Schedule of Expenditures of
Federal Awards and State Financial Assistance.

Management's
Response:

MANAGEMENT IS CONFIDENT THAT DESPITE THE TURNOVER IN THE
CFO POSITION FOR THE AUDIT FOR FY 2010, AND UNDERSTANDS THAT
THERE IS A LEARNING CURVE, THE EXPERIENCE WITH THIS AUDIT
COMBINED WITH AN UPGRADE TO OUR SOFTWARE, WILL PUT THE
ORGANIZATION IN A BETTER POSITION TO PRODUCE FINANCIAL
STATEMENTS. MANAGEMENT 1S OPEN TO CONTINUAL EVALUATION AND
FEEDBACK OF THIS PROCESS.

{Continued)
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PREPARATION OF SCHEDULE OF EXPENDITURES OF Material Weakness
FEDERAL AWARDS AND STATE FINANCIAL ASSISTANCE

Observation:

Management is responsible for establishing and maintaining internal
controls to provide appropriate and reliable federal and state financial
reports. Management Is not required to prepare their federal and state
financial reports, but management needs to demonstrate the level of
qualifications and controls to prepare their federal and state financial
reports without significant deficiencies or material weaknesses in these
controls. Such controls over the preparation of federal and state financial
reports may include management effectively reviewing their federal and
state financial reports for material accuracy if the report preparation has
been outsourced.

Management does not have the internal resources to be able to prepare
and review the federal and state financial reports.

The above conditions directly affect the presentation and data included in
the Organization's federal and state financial reporting package as the
Organization’s overall reconciliation and review process is not adequate
to prevent and detect material misstatements.

The limited availability of resources, the size of the finance department,
turnover in the finance department in the CFO position contributed to the
cause of this deficiency.

Recommendation:

We recommend The Organization could consider autsourcing the
preparation of the Schedule of Expenditures of Federal Awards and State
Financial Assistance.

Management's
Response:

MANAGEMENT IS CONFIDENT THAT DESPITE THE TURNOVER IN THE
CFO POSITION FOR THE AUDIT FOR FY 2010, AND UNDERSTANDS THAT
THERE IS A LEARNING CURVE, THE EXPERIENCE WITH THIS AUDIT
COMBINED WITH AN UPGRADE TO OUR SOFTWARE, WILL PUT THE
ORGANIZATION IN A BETTER POSITION TO PRODUCE FINANCIAL
STATEMENTS. MANAGEMENT IS OPEN TO CONTINUAL EVALUATION AND

FEEDBACK OF THIS PROCESS.

(Continued)
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Patient Service Processing Significant Deficiency

Observation:

During the course of the audit, we noted that patient charts completed by
PSR Staff after services had been provided were not being timely
processed inlo the accounting department for prompt billing. During our
control testing we noted 8 exceptions on a sample of 33 (approximately
24%). Given the strict timelines required to obtain payment for patient
claims, it is critical that patient chart and all related notes are processed
within 45 days of service being provided so as to avoid claims been
denied. Moreover, revenue is recognized only after services provided
have been billed; therefore, without promptly processing of patient notes
the risk for inappropriate cutoff increases.

Recommendation:

We recommend that internal audit test a random sample of transactions
in monthly bases to ensure that proper moniloring is in place over the
timing for processing claims for services provided

Managemant's
Response:

THIS ISSUE CAME TO MANAGEMENTS ATTENTICN, JUST PRIOR TO THE
BEGINNING OF THE AUDIT. MANAGEMENT CHOSE TO MAKE PERSONNEL
CHANGES AND CHARGE THE BILLING DEPARTMENT WITH MONITORING
AND NOTIFYING MANAGEMENT OF ANY AND ALL BILLING ISSUES.
MANAGEMENT AGREES.

IT Pollcies and Procedures Significant Deficiency

Observation:

The Organization does not have documentation of performance of IT
Policies and Procedures.

There are IT policies and procedures the Organization is to be following
and management representation that the pollcies and procedures are
being followed, but there is a lack of documentation of management’s
performance of the policies and procedures related to periodic review of
user access and |T audits that test the adequacy of the Organization's IT
controls,

The lack of IT process controls such as user access review and IT
adequacy tests could result in weakness in the Organization's operating
and financial systems.

The limited availability of resources contributed to the cause of this
deficiency.

Recommendation:

The Organization should formally document the performance of IT
policies and procedures particularly related to the review of user access
and IT audits

Management's
Response:

Management agrees.

(Continued)
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FEvidence of Reviews and Approvals Deficiency

Observation:

Accounting tasks such as monthly reconciliations play a key role in
proving {he accuracy of accounting data and information included in
financial statements. While conducting our audit, we noted that there was
no clear indication of supervisory review of month end reconciliations
being performed. Specifically, we observed that prepaids, loan costs, and
security deposit reconciliations were not documented as reviewed by the
revlewer. A lack of supervisory review could allow errors to occur, and
without subsequent correction, they will continue to grow in magnitude.
This accounting function inefficiency could cause the financial records
and financial statements to be misrepresentative as well as allow possible
irregularities, including fraud, to exist and continue without notice,

Recommendation:

All monthly reconciliations should be clearly marked to indicate who
prepared and who reviewed the work in order to ensure all accounts are
reviewed.

Management's Management agrees,

Response:

Procedures to Monitor Debt Covenants I Deficiency
Management is responsible for monitoring and verifying compliance with
debt covenants. The Organization has a loan agreement with a financial
institution thal requires the maintenance of certain debt service coverage
ratios as well as other covenants. The Organization has only

Observation: implemented policies to monitor compliance with these covenants on an

annual basis. The Organization could be out of compliance with the
covenants and this condition may not be detected on a timely basis. The
Organization's long term note payable could become payable on demand
if a waiver is not able to be obtained in a timely manner.

Recommendation:

To avoid being out of compliance with debt covenants, we suggest that
the Chief Financial Officer (or other Staff Member) monitor these
covenants at least quarterly. If any are violated or if a violation may occur
by the end of the fiscal year, we suggest that a plan for correction be
implemented as soon as possible.

Management's
Responsa:

Management agrees.

(Continued)

51.




Board of Directors
Archways, Inc.

Journal Entries

Deficiency

During our procedures to test journal entries, we noted 4 of 33 journal
entries tested the preparer did not sign the documentation to evidence

Ohservation; who prepared the work. Additional information was available to
determine who actually prepared the information, although this was not
documented on the journal entry itself.

Recommendation: The Organizati_on should follow up and insure documentation of the
procedures being performed.

Management's Management agrees,

Response:

Invoice Documentation

Deficiency

Observation:

During our audit, we noted two instances for which invoices did not have
the general ledger coding stamp and one instance where an invoice had
not been stamped as posted.

Recommendation:

We recommend that all invoices should include coding and posting date
information (stamp) to ensure invoices are being coded properly and to
assist the reviewer in determining the appropriateness of the
classification timing of the expense.

Management's

[

Response:

Management agrees,

Aging of Receivables

‘ Deficiency

Observation:

During the audit, it was noted that receivables are not being monitored,
with evidence of review, on a quarterly basis for aging issues.

Recommendation:

We suggest receivables agings are prepared quarterly and reviewed by
management (indicated by a signature or initial) in conjunction with credit
decisions and determining necessary allowances. The preparing of the
schedule and subsequent review and posting of necessary adjustments
be properly segregated.

Management's
Response:

Management agrees.

(Continued)

52.



Board of Direclors
Archways, Inc.

Duties Surrounding Member Exchange Process Deficlency

Observation:

Currently, the Patient Benefits Coordinator's role for the member
exchange process includes the receiving of client's checks, preparation of
a deposit list, receipt of invoices, and preparation and posting of
disbursements. Duties are not ideally segregated when the receipt and
disbursement function is performed by the same individual.

Recommendation:

An additional procedure could be added to the member exchange
process to further segregate duties. For example, an employee
independent of this process could collect and open member checks upon
receipt. This individual could prepare and maintain a cash receipts listing
by member documenting the date received, amount received, and the
intended recipient. The list would be retained as addilional documentation
for reconciliation purposes and serve as a mitigating control.

Management's
Response:

Management agrees.

Segregation of Dut

ies Deficiency

Observation:

During the audit process, we noted the same individual performing
balance sheet reconciliations prepares and post resulting entries. As a
mitigating controf we also noted that an independent review of all entries
is performed before and after journal entries are posted.

Recommendation;

In order lo establish adequate internal controls over the origination and
posting of journal entries to the general ledger and to simplify the analysis
of account activity, we recommend appropriate segregation of duties
should be implemented so the person reconciling the account is not
posting journal entries. Having strong internal controls over journal entries
is a key in reducing the opportunity for misappropriation of assels and / or
the misreporting of financial information. It is management's responsibility
to design an internal control system to reduce this risk of error or fraud.

Management's

Management agrees.

Response:

(Continued)
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We also identlified certain other matters which you may find of interest.

Fixed Asset Inventory Observation Best Practice

Currently, Management does not take a periodic inventory of fixed assets

Observation: or periodically review the original useful life of assets for adjustment or
impairment.
In order to ensure that the fixed asset detail is up to date it is important
for management to review and inventory the items and document these
" procedures. Included in the procedures should be fixed asset
Recommendation:

identification tags for tracking, an inventory of both the floor to the detail
and the detail to the floor and a review of significant assets that appear to
have deteriorated quicker than the original useful life.

Management’s
Response:

Management agrees.

Revise Inventory L

isting Best Practice

During our test count of inventory we noted that the inventory count

Observation: sheets only contain the brand name of drugs and does not include the
generic names as well.
We recommend Archways revise the inventory count sheet 1o include the
Recommendation: know generic names for drugs. This would allow counters with a non-

medical background to perform the count more efficiently and accurately

Management’s
Response:

Management agrees,

Management’s written responses to the matters identified in our audit have not been subjected
to the auditing procedures applied in the audit of the financial statements and, accordingly, we
express no opinion on those responses.

This communication

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

Directors, federal and state awarding agencies and the Florida Department of Children and
Families, and Is not intended to be and should not be used by anyone other than these specified

parties.

April 18, 2011

/dwﬂdféﬂ’ﬁﬂ Lf

Crowe Horwath LLP

Fort Lauderdale, Florida
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