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We have audited the accompanying statement of financial position of Youth Services System,
Inc.. (a nonprofit organization) as ofJune 30, 2009, and the related statements of activities, func­
tional expenses and cash flows for the year then ended.. These fmancial statements are the
responsibility of the Organization's management Our responsibility is to express an opinion on
these financial statements based on our audit.

Cer'tified Public .L\ccQuntants

INDEPENDENT AUDITORS' REPORT

To the Board ofDirectors of Youth Services System, Inc.:

1341 National Road

RQ Box 2050
Wheeling, VW 26003-0251

Voke' 304-242-4400
Fa" 304-242-1989

E-mail: Icostanzo@costanzocpascom

Web Site: wwwcostanzocpas,com

We conducted our audit in accordance with auditing standards generally accepted in the United
States ofAmerica 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 ar'e free ofmaterial 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 manage­
ment, 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 Youth Services System, Inc., as ofJune 30, 2009, and the changes in its
net assets and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States ofAmerica,

In accordance with Government Auditing Standard:;, we have also issued our report dated
February 9, 2010 on our consideration of Youth Services System, Inc's internal control over
financial reporting and our tests of its compliance with certain provisions oflaws, regulations,
contracts and grant agreements and other matters The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance, That report is an integIaI part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit

Our audit was conducted for the purpose of forming an opinion on the basic fmancial statements
of Youth Services System, Inc, taken as a whole, The accompanying Schedule of Expenditures
of Federal Awards and Schedule of West Virginia State Grant Receipts and Expenditures for the

Tax Services / Financial Planning / Business Succession Planning / Audits, Reviews and Compilations / Consulting Services



Youth Services System, Inc
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February 9, 2010

year ended June 30, 2009, are presented fO! purposes of additional aIIalysis as required by U.s
Office of MaIIagement aIId Budget A-l.33, Audits o/States, Local Governments and Non-Profit
Organizations, and WV Code §12-4-l4 aIId CSR §148-l8, respectively, aIId is not a required
part of the basic finaIIcial statements. Such information has been subjected to the auditing proce-·
dures applied in the audit of the basic fmaIIcial statements aIId, in our opinion, is fairly stated, in
all material respects, in relation to the basic fmaIIcial statements taken as a whole

{}~o ~~-da¥~ AiL
Costanzo & Associates, PLLC
Wheeling, WV
February 9, 2010

DHHR .. Finance

FEB 18 2010

Date Received
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YOUTII SERVICES SYSTEM, INC
STATEMENT OF FINANCIAL POSITION

JUNE 30, 2009

ASSETS:

Cash
Restricted cash
Unconditional promises to give
Accounts receivable
Prepaid expenses
Investments at filir market value
Other assets
Property and equipment

Total assets

LIABILITIES:

Accounts payable
Accrued payroll and other liabilities
Line ofcredit
Refundable advances
Accrued interest payable
Capital leases payable
Long-term debt

Totalliabilities

NET ASSETS:

Um'estricted
Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

The accompanying notes ar'e an integral part
ofthe financial statements.
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$ 74,516
14,204

6,797
657,769
47,433

1,856
137,396

1,608,917

$ 2,548,888

$ 274,268
421,970
214,741

51,021
934

47,867
875,694

1,886,495

409,517
31,676

221,200
662,393

$ 2,548,888
===



YOUTH SERVICES SYSTEM, INC.
STATEMENT OF ACTIVITillS

FOR THE YEAR ENDED JUNE 30, 2009

Temporarily Permanently
Unrestricted RestrICted Restricted Total

Revenues, gains and support
Fees from government agencies $ 3,144,484 $ $ $ 3,144,484
Grants and contracts from government agencies 2,922,915 4,000 2,926,915
Other grants 4,281 4,281
Contributions from the public 130,852 40,167 171,019
Other contract income 3,750 9,063 12,813
Special events fundraisers $ 13,992

Less costs ofdirect benefits to donors (6,804) 7,188 7,188
Gain on disposal of equipment 1,125 1,125
Investment loss (1,235) (1,235)
Rental income 30,134 30,134
Dividend and interest income 1,128 1,128

Total support, revenues and other gains 6,244,622 53,230 6,297,852
Net assets released from restrictions and other 53,345 (53,345)

Total snpport, revenues, gains and reclassifications 6,297,967 (115) 6.297,852

Expenses
Program services

Residential servICes 3,108,219 3,108,219
Client services 1,235,570 1,235,570
Community-based servICes 664,623 664,623
Other program services 460,277 460,277

Supporting servICes
Management and general 958,208 958,208

Total expenses 6,426,897 6,426,897

Change m net assets (128,930) (115) (129,045)

NET ASSETS, BEGINNING OF YEAR 538,447 31,791 221,200 791,438

NET ASSETS, END OF YEAR $ 409,517 $ 31,676 $ 221,200 $ 662,393
===== ==== ==::::==== ========::::

The accompanying notes are an integral part ofthe fmancial statements.
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YOUTH SERVICES SYSTEM, INC.
STATEMENT OF FUNCTIONAL EXPENSES

FOR THE YEAR ENDED JUNE 30, 2009

Supportmg
Program ServIces ServIces

Residential Client Community-Based Other Program Ac1mmistratlOni
Services Services Services ServIces Management Total

SalarIes and wages $1,586,450 $ 738,723 $ 358,913 $ 300,078 $ 509,664 $3,493,828
Payroll taxes 157,406 66,170 36,781 28,499 43,954 332,810
Employee benefits 300,356 199,808 64,558 39,803 64,612 669,137
Accounting 3,825 23,100 26,925
Legal 150 720 870
Other professional services 466 1,390 1,856
Marketing/AdvertISmg 3,820 5,839 8,803 50 54,117 72,629
Supplies 318,751 40,644 67,492 1,583 31,789 460.259
Teleptione 28,566 13,860 10,737 4,755 14,607 72,525
Building and equipment maintenance 64,880 5,577 7,968 1,555 37,258 117,238
Utilities 102,619 15,939 11,226 80 22,029 151,893
TraIning 26,779 10,764 10,756 24,585 12,803 85,687
Leases, contracts and licenses 261,711 15,780 31,240 2,552 77,584 388,867
Insurance 41,807 16,433 9,187 740 6,488 74,655
Travel 35,041 8,863 23,405 53,807 13,395 134,511
Medical services 17,138 72,124 89,262
Interest 10,488 3,838 3,468 495 30,146 48,435
Depreciation 104,346 16,086 12,211 1,695 14,342 148,680
Health care provider lax 45,326 3,064 48,390
Other expenses 210 210
Uncollectible accounts 2,119 2,058 4,053 8.230

$3,108,219 $1,235,570 $ 664,623 $ 460,277 $ 958,208 $6,426,897
==== ======= ===== ==== ======= ======

The accompanying notes are an integral part
of the financial statements.
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YOUTH SERVICES SYSTEM, INC
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2009

Operating Activities:
Decrease in net assets
Adjustments to reconcile decrease in net assets to

net cash provided by operating activities:
Depreciation
Gain on disposal ofproperty and equipment
Umealized loss on investments
Decrease in unconditional promises to give
Increase in accounts receivable
Increase in prepaid expenses
Decrease in other investments
Increase in cash surrender value oflife insurance
Increase in other assets
Increase in accrued payroll and other liabilities
Increase in refundable advances
Decrease in accrued interest payable
Decrease in deferred revenue
Increase in accounts payable

Net cash provided by operating activities

Investing Activities:
Purchase ofproperty and equipment
Proceeds on sale of fixed assets

Net cash used by investing activities

Financing Activities:
Proceeds from short-term debt
Payment of short-term debt
Proceeds from long-term debt
Payments oflong-term debt

Net cash provided by fmancing activities

Increase in cash

Cash, beginning of year

Cash, end ofyear

Supplemental information:
Interest paid

Capital assets purchased through credit

The accompanying notes ar'e an integral part
of the financial statements,
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$ (129,045)

148,680
(1,125)
1,235

703
(103,294)

(9,669)
708

(24,695)
(21,750)
72,704
33,943

(10,837)
(15,223)
193,026

135,361

(158,759)
1,125

-1157,634)

196,194
(55,259)
111,976

_--1221,291)

31,617

9,344

79,376

$ 88,720

$ 32,335

$ 706,830



YOUTH SERVICES SYSTEM, INC.
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2009

1. NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES:

Basis of accounting:
The fmancial statements of Youth Services System, Inc.. (the Organization) have been
prepared on the accrual basis ofaccounting and accordingly reflect all significant receiv­
ables, payables and other liabilities..

Natme ofactivities:
The Organization is a nonprofit organization founded to serve the general public by pro­
viding social services, education, transitional living skills, training, therapy and develop­
mental skills tluough intervention to disturbed and abusedjuveniles.. The Organization is
supported primarily through fees and grants flOm the West Virginia Department of Health
and Human Resomces (51%), fees from the West Virginia Division of Juvenile Services
(22%), Medicaid revenues (17%) at June 30, 2009, and contributions flOm the public.

Unconditional promises to give:
Contributions ar·e recognized when the donor makes a promise to give to the Organization
that is, in substance, unconditional.. Contributions that ar·e restricted by the donor ar·e recog­
nized as increases in temporarily or permanently restricted net assets, depending on the
nature ofthe restriction, When a restriction expires, temporarily and permanently restricted
net assets are reclassified to unrestricted net assets

Contributed services/materials:
The value of contributed services is not recognized as contributions in the financial state­
ments because they did not meet the recognition criteria under SFAS No 116, Accounting
for Contributions Received and Contributions Made,. The value of donated food, materials,
furniture and other goods was estimated to be $22,215 for the year ended June 30, 2009

Estimates:
The preparation offmancial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosmes Accordingly, actual results could differ from those esti­
mates

Investments:
The Organization carries an investment in a marketable equity security with a readily
determined fair value at fair market value. Umealized gains and losses ar'e included in the
change in net assets in the accompanying Statement ofActivities Certificates of deposit ar'e
stated at cost.

7



YOUTH SERVICES SYSTEM, INC.
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2009

Property, plant and equipment:
Donations ofproperty, plant and equipment are recorded as support at their estimated fair
market value Such donations are recorded as unrestricted support unless the donor has
restricted the donated asset for a specific purpose. Assets donated with explicit restrictions
regarding then use and contributions of cash that must be used to acquire property and
equipment are reported as restricted support. Absent donor stipulations regarding the length
of time donated assets must be maintained, the Organization reports expirations of donor
restrictions when the donated or acquiI'ed assets are placed in service as instructed by the
donor. The Organization reclassifies temporarily restricted net assets to UIllestricted net
assets at that tiIne. Property acquired tluough donations which place permanent limitations
on the use or on the proceeds from disposal of such property, or whose title may revert to a
thUd party, ar'e classified as permanently restricted net assets at the time they are acquiIed..
Property and equipment are depreciated under the straight-line method over the estimated
useful lives of the applicable assets, which range from 3 to 10 years for equipment and
furuishings, and fiom 10 to 40 years for buildings and improvements, The Organization's
Board ofDirectors has adopted a policy to capitalize fixed assets over $1,000..

Basis of presentation:
Financial statement presentation follows the recommendations of the Financial Accounting
Standards Board in its Statement ofFinancial Accounting Standards (SFAS) No. I 17,
Financial Statements ojNot-for-Pi ojit Organizations.. Under SFAS No.. 117, the Organiza­
tion is required to report information regarding its financial position and activities according
to tlu'ee classes ofnet assets: UIll'estricted net assets, temporarily restricted net assets, and
permanently restricted net assets,

Contributions:
The Organization also reports contributions in accordance with SFAS No.. 116, Accounting
for Contributions Received and Cona ibutions Made, Contributions received ar'e recorded as
UIll'estricted, temporarily restricted, or permanently restricted support depending on the exis··
tence or natme of any donor restrictions. Temporarily restricted support are reclassified to
UIll'estricted net assets upon satisfaction ofrestrictions and reported in the statement of
activities as net assets released from restrictions

Income taxes:
The Organization is exempt fiom federal income taxes under Section 501(c)(3) of the
Internal Revenue Code.. In addition, the Organization has been determined by the Internal
Revenue Service not to be a private foundation within the meaning of Section 509(a)(2) of
the Code..

Cash and cash equivalents:
For purposes of the Statement of Cash Flows, the Organization considers only amounts held
in checking and savings accounts to be cash and cash equivalents., Deposits in excess of
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YOUTH SERVICES SYSTEM, INC.
NOlES TO THE FINANCIAL STATEMENTS

JUNE 30, 2009

insurance coverage (FDIC) represent concentrations of credit risk. Also at June 30, 2009,
the Organization held no deposits in excess offederally insured limits ($250,000)

Functional expenses:
The operating expenses of the Organization have been classified in the Statement of Func­
tional Expenses on a direct basis whenever possible.. Other expenses have been allocated
based on persounel time worked, space utilized or some other rational allocation method.

2.. RESTRICTIONS ON NET ASSETS:

Temporarily restricted net assets include program grants that are scheduled to continue into
the next fiscal year· or are restricted by time and contributions with a restricted pUIpose..

Temporarily restricted net assets are available for the following pUlposes:

Program gr·ants with time restrictions
Unexpended temporarily restricted donations

$ 18,217
13,459

$ 31,676
===

Permanently restricted net assets consist of amounts received flOm federal financial assis­
tance used to acquire or substantially restore real property and vehicles.. Restrictions exist
on the use ofthese assets and should the agency cease to use the real property and wish to
dispose ofthe assets, federal regulations may require the Organization to repay the federal
agencies the federal participation percentage of the assets' fair market value at that time
Permarrently restricted net assets also consist of endowment contributions that are to be held
in perpetuity..

Net assets subject to permanent restrictions in accordarrce with regulations relating to
federal frnancial assistance arrd endowment contributions include:

Properties utilized in residential programs
Properties utilized in client programs
Endowment contributions held in perpetuity

3. UNCONDITIONAL PROMISES TO ONE:

Unconditional promises to give consists of the following:

$ 104,902
115,553

745
$ 221,200

United Way allocation

All amounts ar'e cUITently receivable.,

9
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YOUTH SERVICES SYSTEM, INC
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2009

4.. ACCOUNTS RECENABLE:

The Organization has determined that uncollectible amounts are expected to be insignifi­
cant; therefore, no provision for uncollectible accounts has been made. Restrictions in
reimbursements and delays in receiving payments could have a significant effect on the
Organization's ability to carryon many of its program activities. Outstanding receivables
ar·e concentrated in: the West Virginia Department ofHealth and Human Resources (4I %)
and WV State Medicaid (27%) at June 30, 2009

5.. OTHER ASSETS:

Other assets consisted of the following:

Cash surrender value- Life insurance (see Note 14)
Deposits

6. INVESTMENTS:

$ 115,646
21,750

$ 137,396
=====

The Organization holds an investment in a publicly traded stock that was received as part of
a demutuaIization ofa life insurance company of which the Organization was a policy­
holder. The initial value ofthese shar·es was $3,617.. This investment had a market value of
$347 at June 30, 2009. The unrealized loss of$I,235 was recorded in the Statement of
Activities at June 30, 2009. The Organization currently holds no other marketable eqnity
securities..

The Organization also holds a partially restricted certificate of deposit The carrying value
ofthis investment was $2,253 at June 30,2009 .. $745 of this certificate of deposit is perma­
nently restricted as endowment contributions held in perpetuity.
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YOUTH SERVICES SYSTEM, INC.
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2009

7. PROPERTY AND EQUIPMENT:

Fixed assets were composed of:

Land
Buildings
Building improvements
Leasehold improvements
Vehicles
Equipment
Furniture

Less accumulated depreciation

8 SHORT-IERMDEBT:

$ 62,500
1,070,778

290,936
939,766
237,255
283,311

33,432
2,917,978

11,309,061)
$1,608,917

The Organization has established a bank line of credit up to $450,000 to provide for work­
ing capital requirements.. The line ofcredit is secured by the Organization's receivables,
land and buildings with a net book value of$1,748,427 at June 30, 2009, The outstanding
balance at June 30, 2009 was $214,741 with interest at 4.25% per annum,

9 CAPITAL LEASE PAYABLE:

In March 2008, the Orgauization updated their capital lease agreements for multiple
upgraded copiers with a net book value of $42,052 at June 30, 2009, Minimum future
annua1lease payments are:

June 30, 2010 $ 10,077
June 30, 2011 11,628
June 30, 2012 13,417
June 30, 2013 12,745
Total $ 47,867
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YOUTH SERVICES SYSTEM, INC.
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2009

10 LONG-TERM DEBT:

Long-term debt consisted of the following:

Mortgage payable to a bank with a variable interest
rate of 4.25%, due in monthly installments of$4,613
through February 2029, secured by receivables and
first deeds of trusts on land and buildings with a net
book value of $1,748,427..

Multiple vehicle loans payable to a financing company
with 0% interest on 7 ofthe 8 loans, and one with an
interest rate of 2..9%, due in total monthly installments
of $4,740 through July 2012, secured by vehicles with
a net book value of$163,036.

Loan payable through the US., Small Business
Administration with an interest rate of2..9%, due in
monthly installments of $547 through July 30, 2009,
secured by a second deed of trust on land and building
with a net book value of$129,598.,

Future armual minimum debt payments ar'e as follows:

2010
2011
2012
2013
2014
2015 and beyond

11. OPERATING LEASES:

$ 734,697

140,857

140

$ 875,694

$ 72,184
77,453
62,769
30,627
28,968

603,693
$ 875,694

The Organization leases the Lincoln School property fiom the City of Wheeling under a
thirty-year lease dated July 31, 1985 The lease calls for lease payments of $1 per year',

The Organization leases a fleet ofvehicles to use in operations, The minimum monthly
lease payment on the fleet is $5,899. However, several ofthese leases will expire in fiscal
year 2010.,
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YOUTH SERVICES SYSTEM, INC.
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2009

On February 20, 2009, the Organization entered into a two-year lease with a realty company
for the use of apartments for clients ofthe transitional living program.. $1,350 is due
monthly beginning March 1,2009 through February 28, 2011, at which time the lease can
be renewed for another two-year term

On June 10, 2009, the Organization entered into a three-month lease with another non-profit
corporation for use ofbuilding space to operate the Youth Achievement Center. $5,500 is
due monthly beginning June 1, 2009 through August 31, 2009, at which time the lease can
be renewed for two additional three-month periods.

12. RETIREMENT AND OTHER EMPLOYEE BENEFITS:

Pension plan:

The Organization maintains a retirement plan for employees in the form of a tax sheltered
annuity 403(b) plan.. Entry dates for the plan are January 1st and Ju1y 1st.. The Plan is open
to employees who average 20 or more hours of work per week (1,000 hours annually).. An
employee can contribute, under a salary reduction agreement, up to 20% of annual earnings
not to exceed an annual cap set by IRS regu1ations, or $20 minimum per month

Prior to January 1, 2004, the employer had agreed to match the lesser of employee contribu­
tions according to the policy schedule or up to 6% of annual gross wages on the following
policy schedu1e:

Years ofService

othrough 2 years
3 through 4 year·s
5 through 9 years
10 or more year·s

Employer Match

None
5 to 1
1 to 1
2 to 1

At January 1, 2004, the Organization temporarily suspended the employer match portion of
the pension plan until fiuther notice ..

Employer contributions are 100% vested when paid. Employee contributions approximated
$21,042 at June 30, 2009 There were no employer contributions for June 30, 2009

Employee benefits, shown in the statement of functional expenses, total $669,137 including
retirement contributions of $-0-, medical insurance benefits of$611,825, and child car·e
benefits of$41,358 and other benefits of$15,954 at June 30, 2009

13



YOUTH SERVICES SYSTEM, INC
NOTES TO THE FINANCIAL STATEMENTS

JUNE 30, 2009

Cafeteria plan:

The Organization offers to employees a flexible benefits plan Illlder Section 125 of the
Internal Revenue Code.. The plan provides all full-time employees (1,872 horns per year)
the ability to receive disability, dental and vision benefits Newly eligible employees are
emolled in the plan on the fust day of the fomth month of employment Each participant
receives an amollllt of flexible pay equal to the employer contribution, which is withheld to
cover the cost of the selected benefits .. Any flexible pay, not expended for the pmchase of
benefits Illlder the plan, is considered a cash benefit Illlder the plan

Compensated absences:

The Organization offers compensated annual leave, ranging from 15 to 265 days per year if
hired before Tilly 1, 1998, and ranging from 12 to 21 days per year· ifhired after Jilly 1,
1998, to employees who have continuous employment ofmore than three months The
Organization also offers compensated days for actual illness of up to 12 days per year ..
Unused sick days can be accmnillated up to sixty days.. In addition, according to the
executive director's contract, this position's compensated annual leave and sick pay accrue
without limit. An estimated liability for compensated annual leave of$136,081 is reflected
in the financial statements at Jlllle 30, 2009..

11. SPECIAL EVENT FUNDRAISERS:

Various special event fundraisers were held dming the year.. Gross revenues and direct
expenses related to those events are as follows at Jlllle 30, 2009:

Steak Child Care Other

---fu. Candle Sale Events Total
Special event revenue $ 6,315 $ 4,302 $ 3,375 $ 13,992

Less: Direct benefit
to donors -----i2,405) _13,024) -----i1,375) -----.16,804)

$ 3,910 $ 1,278 $ 2,000 $ 7,188

14. RELATED PARTY TRANSACTIONS:

In January 2003, the Organization pmchased a $1,000,000 universal life insmance policy on
the former executive director.. Quarterly premimns ar·e paid by the Organization - the sole
beneficiary ofthe policy. A cash smrender value ofthis policy was $115,646 at Jlllle 30,
2009.. The former executive director, who derived no financial benefit from this policy, died
on December 14, 2009.
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YOUTH SERVICES SYSTEM, INC
NOTES TO THE FINANCIAL STATEMENTS

TUNE 30, 2009

Included in accounts receivable are amounts due from a former employee totaling $4,927 at
June 30, 2009.

Included in accounts payable are amounts due to employees totaling $9,563 at June 30,
2009, for mileage reimbursements, travel expense and other expenses

15. COMMITMENTS;

The Organization has several contracts with individual, psychological, psychiatric and
medical care providers to service the Organization's clients based on identified medical
needs.. These fee for service contracts are mostly open ended. One contract requires $1,200
monthly payment for services rendered for clients in the juvenile detention facility

15



YOUIH SERVICES SYSIEM, INC
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR IHE YEAR ENDED JUNE 30, 2009

Pass,- Ihrough
Federal Entity
CFDA Identifying Federal

Federal GrantOJ/Pass-Ihrough GrantorlProgram or Cluster I itle Number Number Expenditures
U,S Department of Health and Human Services:

Direct programs:
Runaway and Homeless Youth - Basic Center Program 93,623 $ 127,742
Runaway and Homeless Youth - Ilansitional Living Program 93550 171,761

Iotal direct programs 299,503
Pass-through programs from:

WV Department ofHealth and Human ResOlU'ces:
Block Grant for Prevention and T\'eatment ofSuhstance Abuse 93,959 G090322 98,185
Block Grant fOJ Community Mental Health Services 93958 0305217 23,273
Chafee Foster Care Independence Program 93674 G090133 38,075

Iotal WV Department ofHealth and Human Resources 159,533
WV Division ofCriminal Justice Services, Dept, ofMilitary Affairs

and Public Safety:
Substance Abuse and Mental Health Services - Projects of

Regional and National Significance 93243 08-308 37,109
Substance Abuse and Mental Health Services- Projects of

Regional and National Significance 93243 09-401 74207
Iotal WV Division ofCriIU'inal Justice Services, Dept of

Military Affairs and Public Safety 111,316

Iotal pass-tlnuugh programs 270,849

Iotal U.s, Department ofHealth and Human Services 570.352

U.s" Department ofTustice:
Dir'ect programs:

Part E - Developing, I esting and DemoU'Strating Promising New
Programs 16,541 13,620

Pass·tlnuugh programs fium WV Division ofCriminal Justice Services:
Juvenile Justice and Delinquency Prevention - Allocation to States 16540 09-5018 11,956

Iotal U S, Department of Justice 25,576

US. Department ofHousing and Urban Development:
m'ect programs:

Community Development Block GrantslEntitlement Grants 14218 4,000

U.s. Department ofLabor:
Pass-through programs fium WV Department of Labor - Northern

Panhandle Workforce Investment Board:
WOJkforce Investment Act - Youth Activities 17259 157,062

US, Department ofAgricultme:
Pass-tlnuugh programs fium WV Department ofEducation:

Child Nutrition Cluster Cash Assistance:
School Breakfast Prugram 10553 23,053
National School Lunch Prugram 10555 C-300618 1,500
National School I unch Prugram 10555 38,074
Child and Adult Care Food Prugtam 10558 18,633

IOlal U.s Department of Agricultm'e 81,260

Iotal expenditm'es of federal awards $ 838,250

See accompanying notes to schedule ofexpenditure of federal awards
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YOUTH SERVICES SYSTEM, INC
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2009

NOTE A BASIS OF PRESENTATION:

The accompanying schedule of expenditures offederal awards includes the federal
grant activity of Youth Services System, Inc, and is presented on the accrual basis of
accounting, The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits ofStates, Local Govemments and
Non-Profit Organizations" Therefore, some amounts presented in this schedule may
differ from amounts presented in, or used in the preparation of; the basic financial
statements,
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YOUTH SERVICES SYSTEM, INC.
SCHEDULE OF WEST VIRGINIA STATE GRANT RECEIPTS AND EXPENDITURES

FOR THE YEAR ENDED JUNE 30, 2009

Awarding Agency:
Grant Name

GrantID
Number

Period of
Award

Total
Grant

Total Total Unexpended Receivable
Receipts Expenditures Balance Balance

WV Department of Health and
Human Resources:
Casework Grant G090128 7/01/08-6/30/09 $ 544,822 $ 478,616 $ 483,948 $ 60,874 $ 11,099

Intensive Outpatient Program ­
Drug and Violent Cnme
Control G090322 7/01/08-6/30/09 141,000 129,250 141,000 11,750

School Based Mental Health

Jobs Skills Development

G090322 7/01/08-6/30/09

G090133 7/01/08-6/30/09

44,000

11,200

35.248

9,519

39,257

9,519

4,743

1,681

4,009

WV Department of Criminal
Justice Services:
WV Purdue Pharma Asset

Forfeiture Funds - Underage
Drinking Project 09-11-003 1/01/09-12/31/09 8,000 1,217 2,161 5,839 944

WV Attorney General Office:
Intensive Outpatient Program ­

Hope's Promise N/A 3/20/2008 10,000 10,000 10,000

$ 759,022 $ 663,850 $ 685,885 $ 73,137 $ 27,802
======= ====== ======= ======== ========

The accompanying notes are an integral part
of the financial statements.
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Certified Public:: ,L\ccountants
1341 National Road

P.O Box 2050
Wheeling, WV 26003-0251

Voice: 304-242-4400

Fa" 304-242-1989
E-mail: Icostanzo@costanzocpas .. com

Web Site: www.costanzocpas.com

REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENTAUDITING STANDARDS

To the Board ofDirectors of Youth Services System, Inc

We have audited the fmancial statements of Youth Services System, Inc. as ofand for the year
ended June 30, 2009, and have issued our report thereon dated February 9, 2010 We conducted
our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Youth Services System, Inc's internal
control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of Youth Services System's internal control over fmancial reporting
Accordingly, we do not express an opinion on the effectiveness of Youth Services System's
internal control over financial repOlting.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course ofperforming their assigned functions, to prevent 01 detect
misstatements on a timely basis .. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity's ability to initiate, authOlize, record,
process or repOlt financial data reliably in accOldance with generally accepted accounting princi­
ples, such that there is more than a remote likelihood that a misstatement of the OIganization's
financial statements that is mOle than inconsequential will not be prevented or detected by the
OIganization's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the fmancial statements
will not be prevented or detected by the OIganization's internal control.
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Youth Services System, Inc.
Page Iwo
February 9, 2010

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph ofthis section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses We did not
identify any deficiencies in internal control over financial reporting that we consider to be mate­
rial weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Youth Services System, Inc.. ' s fmancial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions oflaws, 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
ofnoncompliance or other matters that are required to be reported under Government Auditing
Standards..

We noted certain matters that we reported to management of Youth Services System in a sepa­
rate letter dated February 9, 2010..

rnis report is intended soieiy for tire information and use of the board of directors, management,
and federal and state awarding agencies and is not intended to be and should not be used by any­
one other than these specified parties.

~o) ~ ~eJuJ PU.C
Costanzo & Associates, PLLC
Wheeling, WV
February 9, 2010

DHHR - Finance

FEB 18 2010

Date Received
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Certified Public J\ccountants
1341 National Road

RO Box 2050
Wheeling, VW 26003-0251

Voice: 304-242-4400

Fax: 304-242-1989
E-mail: Icostanzo@costanzocpas com

Web Site: wwwcostanzocpascom

REPORT ON COMPLIANCE WITH REOUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN

ACCORDANCE WITH OMB CIRCULAR A-l33

To the Board of Directors ofYouth Services System, Inc.

Compliance

We have audited the compliance of Youth Services System, Inc.. with the types of compliance
requirements described in the US. Office of Management and Budget (OMB) Circular A-iJ3
Compliance Supplement that are applicable to each ofits major federal programs for the year
ended June 30, 2009. Youth Services System, Inc.'s major federal programs are identified in the
sununary of auditor's results section of the accompanying schedule of findings and questioned
costs.. Compliance with the requirements oflaws, regulations, contracts and grants applicable to
each of its major federal programs is the responsibility of Youth Services System, Inc.. ' s manage­
ment. Our responsibility is to express an opinion on Youth Services System, Inc.. ' s compliance
based on our audit

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States ofAurerica; the standards applicable to financial audits contained in Govern­
ment Auditing Standards, issued by the Comptroller General of the United States; and OMB
Circular A-l33, Audits ofStates, Local Governments and Non-Profit Organizations.. Those
standards and OMB Circular A-l33 require that we plan and perform the audit to obtain reason­
able 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 Youth Services System, Inc.'s compli­
ance with those requirements and performing such other procedures as we considered necessary
in the circUUIstances.. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination of Youth Services System, Inc.' s compliance with
those requirements

As described in Item 2009-1 in the accompanying schedule of findings and questioned costs,
Youth Services System, Inc .. did not comply with requirements regarding cash management,
period of availability of federal funds and reporting that are applicable to its Runaway and
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Youth Services System, Iuc..
Page Two
February 9, 2010

Homeless Youth - Trarrsitional Living Prograru Compliarrce with such requirements is neces··
sary, in oUI opinion, fOI Youth Services System, Inc, to comply with the requirements applicable
to that prograru

In oUI opinion, except for the noncompliarrce described in the preceding paragraph, Youth
Services System, Inc complied, in all material respects, with the requirements referred to above
that are applicable to each of its major federal prograrus for the year ended June 30, 2009,

Internal Control Over Compliarrce

The marragement of Youth Services System, Inc,. is responsible for establishing arrd maintaining
effective internal control over compliarrce with the requirements of laws, regulations, contracts
arrd grarrts applicable to federal prograrus In planning arrd perfOIming our audit, we considered
Youth Services System, Inc,' s internal control over compliarrce with requirements that could
have a direct arrd material effect on a major federal prograru in order to determine our auditing
procedur'es for the purpose of expressing our opinion on compliarrce, but not for the purpose of
expressing arr opinion on the effectiveness of internal control over compliarrce, Accordingly, we
do not express arr opinion on the effectiveness of Youth Services System, Inc,' s internal control
over compliarrce

Om consideration of internal control over compliarrce was for the limited purpose described in
the preceding paragraph arrd would not necessarily identify all deficiencies in the entity's
internal control that might be sigrrificarrt deficiencies or material weaknesses as defmed below,
However, as discussed below, we identified certain deficiencies in internal control over compli­
arrce that we consider to be sigrrificarrt deficiencies arrd others that we consider to be material
weaknesses"

A control deficiency in arr entity's internal control over compliarrce exists when the desigrr or
operation ofa control does not allow marragement or employees, in the nOImal course ofper­
fOIming their assigrred functions, to prevent or detect noncompliarrce with a type of compliarrce
requirement of a federal prograru on a timely basis" A significant deficiency is a control defi,·
ciency, or combination of control deficiencies, that adversely affects the entity's ability to
administer a federal prograru such that there is more tharr a remote likelihood that noncompliarrce
with a type of compliarrce requirement of a federal prograru that is more tharr inconsequential
will not be prevented or detected by the entity's internal controL We consider the deficiencies in
internal control over compliarrce described in the accomparrying schedule of fmdings arrd ques­
tioned costs as Item 2009-1 to be sigrrificarrt deficiencies,

A material weakness is a sigrrificarrt deficiency, or combination of sigrrificarrt deficiencies, that
result'S in more tharr a remote likelihood that material noncompliarrce with a type of compliarrce
requirement of a federal prograru will not be prevented or detected by the entity's internal con­
troL Ofthe sigrrificarrt deficiencies in internal control over compliarrce described in the accom­
parrying schedule of findings arrd questioned costs, we consider Item 2009-1 to be a material
weakness,
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Youth Services System, Inc
Page Three
Febmary 9, 2010

Youth Services System Inc,' s response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs, We did not audit Youth Services
System, Inc,'s response and, accordingly, we express no opinion on it

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

~v t ~iJuJ PLtC-
Costanzo & Associates, PLLC
Wheeling, WV
Febmary 9, 2010

DHHR - Finance

FEB 18 2010

Date Received
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YOUTH SERVICES SYSTEM, lNC
SCHEDULE OF FlNDlNGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2009

SUMMARY OF AUDITOR'S RSULTS

1. The auditor's report expresses au unqualified opinion on the financial statements of Youth
Services System, Inc

2. No siguificaut deficiencies relating to the audit of the fmaucial statements are reported in the
Report on Intemal Control Over Finaucial Reporting aud on Compliauce aud on Other
Matters Based on au Audit ofFinaucial Statements Performed in Accordauce with Govern-·
ment Auditing Standards

1. No instances ofnoncompliauce material to the financial statements of Youth Services
System, Inc. were disclosed during the audit.

4.. One siguificaut deficiency relating to the audit of the major federal award program is
reported in the Report on Compliauce with Requirements Applicable to Each Major Pro­
gram aud on Internal Control Over Compliauce in Accordauce with OMB Circular A-131.

5.. The auditor's report on compliauce for Runaway aud Homeless Youth - Trausitional Living
Program expresses a qualified opinion; the report on the remaining programs is unqualified.

6 Audit findings that are required to be reported in accordauce with Section 510(a) ofOMB
Circular A-133 are reported in this schedule..

7.. The programs tested as major progr·ams include: 17259 - Workforce Investment Act­
Youth Activities, 91550 - Runaway aud Homeless Youth - Trausitional Living Program
aud 93623 -. Runaway aud Homeless Youth - Basic Center Program..

8.. The threshold used for distinguishing between Type A aud B programs was $300,000.

9 . Youth Services System, Inc.. did not qualify as a low-risk auditee.

FINDINGS - FINANCIAL STATEMENTS AUDIT

None
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YOUTH SERVICES SYSTEM, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2009

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAMS
AUDIT

DEPARTMENT OF HEALTH AND HUMAN SERVICES

Runaway and Homeless Youth - Transitional Living Program CFDA No, 93.550
2009-1 Grant No" 03CX0419 Six months periods ended August 31, 2008 and
February 28, 2009

Criteria:

The U ,S , Department of Health and Human Services reimburses Youth Services
System, Inc" to operate the Runaway and Homeless Youth - Transitional Living
Program grant using monthly electronic "Request for Payment"" Every six
months a financial status report (SF-269) is submitted to reconcile these
"Requests for Payment" to Youth Services System, Inc,,' s general ledger
expenditure to operate the program,

Condition:

While performing our audit procedures to ensure compliance with the
Runaway and Homeless Youth - Transitional Living Program grant contract,
we noted that the SF-269 reports were not being properly reconciled to Youth
Service System, Inc,,' s general ledger.

Effect:

$35,180 and $23,986 in unsubstantiated grant reimbursements for the six
months ending August 31, 2008 and February 28,2009 ar'e subject to being
disallowed

Cause:

Ibis occurred because no procedur'es were in place to ensure that the monthly
requests for payment could be substantiated by expenditm'es of the program
Youth Services System, Inc, did flag specific grant related expenses in the
general ledger; however, these flagged expenditures were never compar'ed or
reconciled to the gr'ant firnding, The result is a significant amount of gr'ant
firnds unexpended for the progr'am,
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YOUTH SERVICES SYSTEM, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2009

Recommendation:

We recommend that reconciliations between the SF-269 financial status repOlt
and Youth Services System, Inc.'s general ledger of flagged program expenses
be performed on a regular basis and be reviewed for accuracy. A procedure
should be put into place and executed to track the program expenditures in
relation to the reimbursement requests being made.. Therefore, ifbudget
revisions need to be made to SUppOlt the program, these can be timely
addressed.. Are-appropriation ofthe under··expended funds should be
requested .. Ifnot obtained, the $59,166 should not be charged against the
grant.

Management Response:

Youth Services System, Inc. agrees with the finding and is in the process of
implementing procedures to reconcile these grant reports on a regular basis.
Management will contact the grantOl agency to remedy this questioned cost
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YOUTH
SERVICES SYSTEM, INC.

87 Fifteenth Street POBox 6041, Wheeling, WV 26003
Phone (304) 233-9627 • Fax (304) 233-0056

ww,,,,youthservicessystem,,org

35
YEARS OF
EXCELLeNCE

February 9, 2010

Department of Health and Human Services
•

Youth Service System, Inc.. would like to submit this corrective action plan to an
identified finding 2009-1 Runaway and Homeless Youth - Transitional Living Program
CFDA No 93.550 Grant No. 03XC0419 for the six month periods ended August 31,
2008 and February 28, 2009, respectively, reported on in our June 30, 2009 audit
reporting package We concur with the recommendation .. All grant reconciliations must
be in accordance with OMB Circular A-133. Reconciliations will be performed on a
regular basis and be reviewed for accuracy. This includes tracking the program
expenditures in relation to the reimbursement requests being made.. Effective
immediately an addendum to our policy and procedures for grant management include:

Grant Planning
A Committee comprising Executive Director, CFO, Director of Development, Manager
of Cost Centers targeted to be recipient of funding will meet prior to grant application
to identify:

a) writer
b) consultants to grant
c) implementation strategy
d) responsible parties to implement
e) program report responsible person
f) financial report responsible person

B.. Upon award of any grant same team will meet to strategize implementation
(responsible parties, required documentation, reporting due dates and responsible
parties)
C. Person responsible for financial reporting will meet monthly to identify applicable
expenses and draw down process.
D. Reconciliation - Subsequent to monthly or otherwise identified draw down
reconciliation shall be completed and signed off by CFO.

We would like to request re-appropriation of the under-expended funds

Tanya DelCotto, CFO
Youth Services System, Inc
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Certified Public Accountants

FeblUmy 9, 2010

Io the SeniOl Management and
Bomd of DirectOls of Youth Service System, Inc.:

1341 National Road

PO Box 2050
Wheeling \fN 26003-0251

Voice: 304~242~4400

Fax: 304-242-1989
E-mail: Jcostanzo@costanzocpascom

Web Site: www.costanzocpas.com

In planning and performing OUi audit of the financial statements of Youth Services System, Inc (the
"Organization") as of and for the yem ended June 30, 2009, in accordance with auditing standmds
generally accepted in the United States of America, we considered the Organization's internal contIOI
over financial reporting (internal contIOl) as a basis for designing our auditing procedures for the
purpose of expressing an opinion the financial statements, but not for the pUipose of expressing an
opinion on the effectiveness of the Organization's internal contIOl Accordingly, we do not express an
opinion on the effectiveness ofthe Organization's internal contIOI

OUi consideration of internal contIOI was fOl the limited purpose described in the preceding pmagraph
and was not designed to identify all deficiencies in internal contIOl 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, dUling our audit, we identified
certain matters involving the internal contIOl and other operational matters that me presented for your
consideration.. Ihis letter does not affect OUi repOlt dated FeblUmy 9, 2010 on the financial statements of
Youth Services Systc:Ln, Inc, Vie ~willreview the status of these conuncnts during om: next audit
engagement OUi comments and recommendations, all of which have been discussed with appIOpriate
members of management, me intended to impIOve the internal control or result in other operating
efficiencies We will be pleased to discuss these comments in further detail at yOUi convenience,
perform any additional study of these matters, or assist you in implementing the recommendations

Ihis communication is intended solely for the information and use of the Bomd of Directors,
management, others within the organization, and is not intended to be and should not be used by anyone
other than these specified pmties

We would like to take this oppOltunity to thank the staff and management of Youth Services System,
Inc. for their cooperation and courtesies extended to OUi representatives during this audit

Sincerely,

c~~ ~ ~~,~/ flLt-
Costanzo & Associates, PLLC

DHHR - Finance

FEB 18 2010

Date Received
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CURRENT YEAR COMMENTS

09-01 CASH: BANK RECONCILIAnON APPROVAL

Currently, employees who are responsible for other cash functions also review bank reconciliations.
This provides an ineffective system of cash control, because it permits the possibility of fraudulent
activities due to the lack of adequate segregation of duties .. An employee independent of cash receipt
and disbursement activities should review the bank reconciliations for any unusual items and
document their approval by initialing the form

Independent reconciliation of the Organization's accounts will decrease the threat of
misappropr iation of assets After the bank reconciliation approval policy is adopted by the
Organization, misappropriation of assets would involve collusion of employees which is less likely
to occur.

Bank reconciliation procedures have not been fully implemented in fiscal year 2009. We noted
signed reviews on some of the Payroll and Operating account reconciliations; however, we
recommend this process be fully implemented to improve the checks and balances necessary for
strong cash control

09-02 PROPER BOOKING OF ACCOUNTS TO THE GENERAL LEDGER

During or fieldwork, we noted the Organization did not create an account on the general ledger for
Progressive Bank account 5025200 for the tracking of donations on the Youth Services System, Inc
website. All bank accounts of the Organization should have its respective account on the general
ledger for activity to be posted and proper reconciliation activities be completed monthly

Without proper creation of a general ledger account for a new bank account, the Organization is not
aware of funds located within the account, and also creates a high risk area fOl misappropriation of
assets within the Organization

We recommend the Organization adopt a policy implementing procedures creating general ledger
accounts for new accounts opened by the Organization Proper reconciliation procedures to the
general ledger should be completed monthly and all suspicious reconciling items be promptly
investigated and adjusted with adequate explanations.

09-03 STALEPAYABLES NEED TO BE ADDRESSED

As a result of our payables testing, we noted payables due to WV DHHR and OVMC from previous
audit periods that have not been addressed The payable to WV DHHR was caused by the Tuel
Center receiving a higher reimbursement rate from WV DHHR than was owed to the Organization
The payable due to OVMC is a disputed issue prior to the fiscal year 2009 audit

We recommend these amounts be researched with the respective vendors to determine the validity of
these payables for future classification purposes-payable or forgiveness of debt If the items are to be
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considered a forgiveness of debt, Youth Services System, Inc. will need proper written
documentation of the forgiveness by the respective institution

09-04 PROPER ALLOCATION PERCENTAGES

Our expense testing noted the use of outdated expense allocation percentages to the Organization's
cost centers The use ofoutdated allocation percentages causes inaccurate expense recognition for
the appropriate cost center s

Allocation percentages are essential to proper recognition of expenses to the cost centers Accurate
cost center accounting for expenditures is necessary for financially monitoring program costs

We recommend that new allocation percentages be put into place when a new cost center is adopted
so items can be charged accurately to these centers Particularly with regard to the workers
compensation allocation percentages used for Youth Services System, Inc, we recommend
percentages be updated annually when the annual policy invoice is received

09-05 CAPITALIZATION OF FIXED ASSETS

In our testing of urn ecorded capital assets, we noted there was a substantial amount of fixed asset
expenditures that were improperly coded to maintenance expense accounts for the fiscal year.
Expense testing yielded a 70% exception rate (caused mainly by testing selections of Hazel Atlas
and Indiana Ave remodeling expenses that should have been capitalized). According to the
Organization capitalization policy, these items should never have been expensed

Improperly coding fixed asset expenditures to expense accounts will reflect an inaccurate increase in
expenses of the Organization The amount recorded for property shall include all costs directly
related to its acquisition, including expenditures incurred to place the property in usable condition
for the purchaser In the case of real estate, costs shall include amounts necessary to clear existing
liens, initial remodeling costs, legal and other fees paid

We suggest careful consideration and more accurate expenditure allocation between maintenance
expenditures and remodeling expenditures If the remodeling expenditures, in the aggregate, meet
the criteria threshold of the Organization's capitalization policy, these expenditures should be
capitalized

09-06 SUTA REPORTSUNDERS TATED

During testing of the WV State Unemployment reports filed by the Organization for FY 2009, we
noted two quarters that understated wages (third quarter of2008 and second quarter of2009)

We recommend using the earnings report to complete the SUTA report printed after all paychecks
have been printed and distributed for the quarter, therefore Youth Services System, Inc will be
reporting the proper total wages
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09-07 ACCRUED VACATION CALCULATION

The Organization began using accounting software to calculate accrued vacation for the months of
April, May, and June of 2009 offull-time employees According to the Finance Office, the
accounting software was incorrectly calculating paid time off based upon the sum of regular and
overtime hours worked. According to the Organization's Employee Benefit Handbook, accrued
vacation is calculated upon regular hours worked only Personnel manually re-calculated accrued
vacation and during our testing, we noted many instances of inaccuracies

Incorrect liability calculations could lead to an overpayment or underpayment of employees;
therefore, causing inaccuracies in the company's cash amounts available for operations.

We recommend that the accrued vacation reports be traced to the payroll reports to ensure proper
calculation based upon pay rates Accrued vacation reports should be compared to employee records
to verify if employees have been terminated. Verification of formulas should be used to ensure
accurate calculations We also recommend the employee's start date be verified with the Paid Time
Off - Accrual Table adopted by the Organization that can be found in the Employee Benefit
Handbook This verification is to ensure employees are located in the appropriate classification
based on months worked for the Organization Each classification accrues paid time off at different
rates; therefore verification would improve paid time off calculations.

09-08 WV DHHR BILLINGS

The Wheeling Community Child Care Center will bill WV DHHR for payment of child care
services. During the fiscal year 2009 audit, we noted WV DHHR reports do not calculate the amount
to be received as OH DHHR indicates

The Organization should be able to calculate payments received from WV DHHR to know if the
payments received are conect for services rendered Youth Services System, Inc does not calculate
amounts to be received to verify accuracy This could adversely affect the Organization's cash flow
due to a possible underpayment of fees owed to the Organization

We recommend the Organization calculate the reimbursement amount based upon client information
submitted to WVDHHR provided by Wheeling Community Child Care Center staffwhen sending
the billing for collection This amount should be recorded on the general ledger as a receivable and
the receivable should be removed when payment is received. The payment should also be verified
for accuracy based on the Organization's calculation of the amount to be received. Any
discrepancies should be handled timely and resolved with WV DHHR by appropriate personnel
within the Organization See comment 07-02 for related child care fee recommendations

09-09 CLASSIFICATION OF EXPENSES

During our audit procedures, it was noted that there were inconsistencies in how various expenses
were classified These inconsistencies involved the incorrect coding of expenses, and also coding to
the incorrect cost center within the proper account We were informed by the Finance Office during
our testing that some vendors are programmed into the accounting system to automatically be coded
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to a certain account and cost center It is possible to override this feature; however, we noted some
instances where the feature was not ovenidden and resulted in inconect coding

Inconect coding will cause accounts to reflect misstated financiaIs of the various cost centers due to
employee error.. Accounts should be monitored for increases and decreases in monetary values to
alert management ofpotential problems that could adversely affect the Organization

We recommend expenses be coded into the accounting system without programmed controls based
on vendors We also recommend that management establish a standard policy on how to classify
expenses and consistently follow it to ensure accuracy of expense coding

09-10 INACCURATE LABOR COSTS CHARGED TO GRANTS

Labor costs (salaries) are usually the most significant costs charged to a government contract/grant,
and they usually comprise the base used for the allocation of related indirect costs .. The accuracy of
the labor cost allocation is directly dependent on the accuracy of the company's employee labor
hours charged Also, hours recorded on an employee's time sheet must be adequately supported and
documented if they are to be accepted as the basis for reimbursable labor costs on government
contracts During our testing of employee wages allocation per grant, we noted double billing of one
employee's salary

We recommend improvement in internal control on monitoring the personnel charged to grants to
ensure that double billing does not occur. Grant terms, conditions and reporting requirements,
whether it be financial or outcomes, should be clearly established and responsibilities made clear
when a grant is awarded to the Organization

09-11 IMPROPER BILLING OF INSURANCE COST TO GRANT

During the fiscal year 2009 audit, we noted insurance billings to the Casework grant for terminated
employees that should not have been billed to the grant Per inquiry of the Finance Office, the
insurance company does not adjust their billings immediately to reflect the removal ofthe employee
from the invoice

Due to the lack of communication between the Organization and tire insurance company about
terminated employees, the Organization billed the Casework grant for health insurance expenses tlrat
should not exist The Organization knows these expenses should not exist This causes the grant to
be overbilled

We recommend personnel to be more cognizant of communicating employee terminations with the
insurance company, verifying that the employee is removed fiom the following bill, and not
charging the refundable insurance payment to a grant

09-12 INACCURACIES IN BILLING FOR GRANT

During the fiscal year 2009 audit, we noted inaccuracies in billings for the In Home-Block Grants
Community Mental Health Services grant We noted understated billings for travel, inconsistencies
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in rates charged to the grant, and math errors causing both overbillings and underbillings to occur.
We also noted inconsistencies with regard to the lOP grant We noted inaccurate percentage of
wages billed to the grant, items that have been either double billed or not billed at all, and
inconsistencies on the detail behind the line items for the monthly billings

We recommend verification of both the calculations for travel reimbursements and calculations for
billings of hours multiplied by the appropriate rate by the program manager before submission for
billings to the grant Rates should be verified with payroll records/contracts stating the agreed-upon
amount for services rendered to ensure accuracy of billings. We recommend the lOP grant to be
reconciled by responsible personnel At fiscal year end, the lOP grant should be reconciled in total
with the flagged expenses and employee wages

09·.n ACCOUNT RECEIVABLE COMMUNICATION

In our analysis of accounts receivable for Socially Necessary services and CAPS, we have found
limited commnnication between the billing and the finance department This limited communication
should be improved to address the collection of receivables

Strong and effective controls over accounts receivable can be extremely critical to the survival of a
business Poor practice allows for situations in which accounts receivable balances are allowed to
build up as accounts age This has a direct negative impact on the business because this affects cash
flow, which is essential to business operations

We recommend the client review the receivable balance monthly for timely collection Proper
review for collection should involve communication with the billing department as that department
could have further detail as to when the fimds will be paid or any changes that have been made to the
amount owed to the Organization that need to be adjusted to reflect the proper balance on the general
ledger

09-14 TRACKING OF COLLATERAL AND OTHER DEBT COVENANTS

During our fieldwork, we inquired personnel about the tracking of collateral and any other debt
covenants that might apply to the Organization Youth Services System, Inc has not fully
established a method to monitor compliance with identified covenants and restrictions and collateral
has not been tracked

Tracking of the collateral and other debt covenants is essential to the Organization's borrowing
practices. When the Organization has cash flow problems, or needs funding to support growth, the
banking institutions will request collateral The Organization also should monitor compliance with
identified loan covenants and restrictions due to the risk oflosing funding fiom noncompliance with
these covenants and restrictions

We recommend a procedure put into place for the monitoring of the covenants and restrictions to be
reviewed quarterly A spreadsheet should be utilized to show the Organization's loan, collateral and
covenants of the loan. After discussing with the Finance Office, the Organization is to put into place
policies/procedures after fiscal year end 2009 to monitor the covenants/collateral for loans
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SUMMARY OF PRIOR YEAR COMMENTS

There were corrective actions taken on some of the priOl year audit recommendations and the
Organization continues to work on appropriate corrective measures We have made the following
observations relating these prior year comments to the current fiscal year

08-01 EMPLOYEE BENEFITS LACKING PROPER PLAN DOCUMENTS

During fiscal year 2008, the Organization added vision insurance as a Section 125 Cafeteria Plan benefit
item, which required the Organization to have an agreement documenting the plan and abiding by any
applicable filing requirements .. The lack of a plan document would create an issue if any payroll taxing
agency (such as the IRS) would audit the Organization's filings and request the Section 125 Plan
documentation Also, ifnot monitored, potential Form 5500 filing requirements could be overlooked

This matter was discussed with the human resource department and we provided a sample plan
agreement In the current fiscal year, the Organization has adopted a Section 125 Cafeteria Plan. We
continue to recommend the Organization continue to work with their benefits cOOldinatOls for potential
welfare benefit plan filing requirements

08-02 CHARITABLE CONTRIBUTION RECORDING / ACKNOWLEDGEMENTS

The Organization receives cash and in-kind contributions throughout the year and normally thank you
acknowledgements are written In reviewing the Organization's donor acknowledgement letters, we
became aware that some acknowledgements lacked the proper wording. The Internal Revenue Service
requires certain criteria to be retained in order for the donor to be able to deduct the cash contribution
regardless of the amount In Older to meet these criteria the WIitten communication hom the qualified
organization must include the name of the organization, the date of the contribution, and the amount of
the contribution (for non-cash contributions a description of the contrition but not the value). Also a
statement that no goods Ol services wer e provided by the organization in return fOl the contr ibutions, if
that was the case. Further guidance can be obtained in Publication 526 (http://www.irs.gov/pub/irs­
pdf/p526 pdf http://www.irs.gov/pub/irs-pdf/p526.pdf)

The Organization has an established process upon receipt of a contribution However we continue to
recommend adopting a written policy communicating the acknowledgement letter requirements and
maintaining copies ofthese letters to substantiate they have been issued with the proper wOlding .. We
also recommend that all donations (cash and non-cash) and acknowledgement letters be maintained at
one location for tracking purposes and consistency

The Organization also currently has no formal policy fOlrecOlding in-kind contributions of goods To
better define this area and establish consistency, we suggest that the Olganization incOlporate in their
written policy procedures for recognizing in-kind contribution of goods The policy should specify that
transactions meeting the criteria, in excess of a minimum dollar amount, be recorded and should provide
possible methods to be used to determine the fair market value of donated goods or assets, including
adequate supporting documentation This policy will allow for more consistent accounting treatment of
contributed goods in all cost centers.
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08-03 lIME CARD VALIDAlION

Previously, a supervisor falsified time cards for an employee who was part of her immediate family
This comment should be read in conjunction with comment number 05-06 In response to this situation,
the Organization has put together a "Payroll and Time Cards" policy; however, it has not been fully
implemented Dwing FY 09, we noted instances of missing supervisor signatwe on time cards and
missing employee signatwes of the time card. Payroll checks should not be processed unless time cards
are properly approved. Fully adopting and implementing the policy should address this problem.

We continue to endorse the idea of an electronic time tracking system andlor finger-printing clock in
system where applicable An added benefit of automating the payroll process would be a reduction in
administrative time in processing the payroll cards in addition to the added safeguards that could be built
into such a system

08-04 REVISIONS TO FORM 990 FOR FISCAL YEAR 2009

The revised Form 990 includes additional information questions. Specifically it asks if a record
retention and employee conflict of interest policy are in place Therefore, we recommended the
Organization be formally established such policies in Wliting

In the CWlent fiscal year an employee conflict of interest policy has been documented. We recommend
the Organization adopt a record retention policy

08-05 GRANT AMENDMENTS NOT FOLLOWED THROUGH

The Organization requested a reallocation of grant fund expenditwes for the Jobs grant to allow an
amount to be reclassified flom salaries & wages to fixed assets A gr eater amount was expended on
fixed assets than was officially approved The Organization should have received official documentation
from the grant awarding agency to show approval for the entire additional amount that was expended on
fixed assets Upon review of the grant section of the Financial Policies and Procedwes, there is no
mention of budget modifications and the requirement not to make changes until receiving Wlitten
approval. We therefore recommend this language be added to the grant section of the policy

08-06 REOUIREMENTS FOR GRANT REPORTING WERE NOT COMMUNICATED

In FY 08, the Organization obtained two grants whereby no reporting was completed as required by
terms of the grant and no tracking system was put into place These grants were a $10,000 lOP-State
Auditor from a pharmaceutical settlement and $1,500 WV DOE State Child Care Match Nutrition
Match Grant The Organization also obtained a grant of$127,742 for Runaway Homeless Youth of
which no one was aware ofwhat exactly will need to be reported and the expenditwes were not being
tracked specifically for this multi-year grant

We recommended improved communication between those staff who are in charge of obtaining gIant
funding and those who are ultimately responsible for the reporting of how those funds were spent
Compliance with the reporting requirements ofany grant is the responsibility of those who are in charge
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of the grant Grant terms, conditions and reporting requirements, whether it be financial or outcomes,
should be cleaIly established and responsibilities made clear when a grant is awarded to the
Organization. It is worth noting in FY 09, this comment developed into a significant material finding
regarding the federal RHY·TL grant The CFO is to implement operation manuals for every grant
including the forms, deadlines, persons in charge of which requirements, billing requests, and quarterly
meeting with each program manager to review the status of each grant Management also issued a
conective actions plan to be implemented Until this procedure is formally adopted AND put into
practice, the Organization will be jeopardizing future grant funding by not adequately controlling grant
administration

07-01 ANTIFRAUD PROGRAMS AND CONTROLS

Antifraud program and controls convey to employees the importance of acceptable behavior and
responsible reporting Antifraud program and controls should create a positive work environment, state
that all employees will be held accountable to act within the foundation's code of conduct, make it clear
that unethical or dishonest behavior will not be tolerated, and instill proactive hiring These are just a
few examples of what an antifiaud program and controls entail The purpose of implementing these
antifraud programs and controls would be to reduce the occurrence of fraud through a combination of
prevention, deterrence, and detective measures

An antifiaud policy has been established as a component of the code of ethics policy The Human
Resource department informed us that the code of ethics policy is reviewed during new employee
orientations and with employees during employee trainings. We recommend the Organization present
this code of ethics to all employees, not just at employee trainings and new hires.

07-02 CHILDCARE RECEIPTS ARE MAINTAINED ON CASH-BASIS

The Organization previously maintained all childcare revenues on a cash basis We recommended that
the accrual method of accounting be implemented for the recording of all childcare revenue transactions
into the general ledger

In FY 09, the Organization attempted to track childcare fees on an accrual basis. From July 2008-April
2009 childcare fees accounting remained on a cash basis. For the months of May and June, the
Organization began booking a receivable for childcare income from the Access database This account
needs to be reconciled more timely The posting ofthe payments onto the database should include the
check number and post date to make it easier to identify payment date detail. This comment will remain
until a complete accrual basis tracking system is put into place

06-04 ORGANIZATION SHOULD ADOPT FEDERAL POST-AWARD REQUIREMENTS IN
REGARDS TO FIXED ASSETS

During our fieldwork, we discovered that when fixed assets are disposed of~ an internal procedure is not
in place to identify whether that asset was purchased with federal funds or are restricted by a grant The
organization has no formal procedures for disposals The Office of Management and Budget COMB)
Circular No A-I 10 stipulates the Federal regulations regarding post-award requirements, unless

9



otherwise stated in the grant agreement The Organization needs to be able to ascertain whether fixed
assets were purchased with Federal funds/grants

The OMB or other regulatory standard (i e HUD, Dept of Education) governs the use offederally
funded equipment purchases, acquiring replacement equipment, property management standards,
equipment record maintenance, etc It also outlines the disposition instructions for equipment purchased
with Federal funding. These regulations can be found on the OMB website­
www.whitehouse.gov/omb/circulars/aIIO/allO.html

Mitigating this Federal requirement is a less than $5,000 tlneshold for disposing equipment "Items of
equipment with a current per-unit fair market value of less than $5,000 may be retained, sold or
otherwise disposed of with no further objection to the awarding agency." Most of the organization's
disposals consist ofnon-working or severely outdated equipment whose value would probably be less
than this specific tlneshold Therefore, we do not view this as a material noncompliance issue It is
worth noting that the Organization does have other "restricted" assets

We continue to recommend that internal procedures be put into place specifically regarding Federal
fixed asset purchases/disposals reflecting the federal guidelines. Having these procedures in place will
assure compliance with Federal regulations Management has indicated they plan to utilize a software
program to track fixed assets The Organization planed to track restrictions on fixed assets tlnough a
component of their fixed asset software module To date this module has not been instituted and this
deficiency in control will persist until the module is operational

06-06 CUMULATIVE GRANT EXPENDITURE REPORTS WERE NOT TIMELY SUBMITTED IN
ACCORDANCE WITH GRANT AGREEMENTS

In the prior years, the Casework and Job Skills grants required that final cumulative expenditure reports
be filed with the grantor by August 15. The Organization had not filed these reports in accordance with
the grant agreement due dates Management agreed that this was an oversight on their part and prepared
the appropriate documentation for filing resulting in overpayments on the Casework grant In addition to
the final cumulative expenditure reporting, during the current year fieldwork we noted that the
Organization also did not timely file the quarterly expenditure reports for the OJJDP grants The
GACFED and final expenditure report were filed late for the Casework grant The final expenditure
report was filed late for the lOP grant The GACFED and final expenditure report could not be located
for the JOBS grant None ofthe expenditure reports were filed timely for the Title V grant The
GACFED and July Expenditure report was filed late for the SBMH, lOP, and Bridges Grant

We continue to recommend that all grants be reviewed at the end of the grant period for final required
documentation submissions to the gr antor agency In addition, we suggest that a schedule containing all
grant reporting due dates be maintained and adher ed to To our knowledge a tr acking schedule is kept;
however, it is neither all inclusive nor timely adhered to Coordinating communication between when
the grant is accepted and required reporting of expenses would assist in accurately meeting grant
requirements See 08-06 comment above
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05-02 THE COMPUTERlZED SYSTEM USED TO BILL AND TRACK PAYMENT OF THE
MEDICAID RECEIVABLES SHOULD BE RECONCILED ON A MONTHLY BASIS TO THE
GENERAL LEDGER:

Using the CUlrent procedures in place for Medicaid receivables, it is difficult to anive at an accurate
receivables balance, at any given date, for financial statement reporting pUlposes because the general
ledger and billing system are not integrated. Since this is the case, we continue to recommend printing
all possible Medicaid billing reports (billings, paid, pending, etc.) after all June activity has been
billed each year to facilitate auditing Because adjustments can be made subsequent to the year-end on
balances existing prior to year-end, this distorts reports after the reporting date activity

It was noted that the Organization reconciled this account with the general ledger at fiscal year-end
shortly after oUl fieldwork commenced Communication between the employees responsible for billing
and recording activity in the general ledger continues to improve. However, we continue to recommend
that the organization remain vigilant in ,at a minimum, quarterly reconciliations and conecting all rate
adjustments as soon as possible and within the fiscal year they oCCUl to reduce the amount of year-end
adjustments and reconciliations that need to be performed.. A management comment will be issued in
this area until consistent reconciliation process is implemented

05-05 RECONCILIATIONS OF ACCOUNTS PAYABLE NEED TO BE TIMELY POSTED TO THE
GENERAL LEDGER

The payable ledger was previously not reconciled to the accounts payable trial balance account at
June 30, 2009, 2008, 2006 or 2009 The result ofthis was spending additional audit time making
accounting entries and a payable ledger that does not substantiating the trial balance Monthly
reconciliations should be compared to the general ledger balance so that any differences can be
accounted for and general ledger balances can be substantiated. For the CUlrent fiscal year, the payable
ledger and trial balance were not in agreement

05-06 CARE SHOULD BE TAKEN IN PREPARING AND KEEPING ACCURATE RI,CORDS
REGARDING PAYROLL AND RELATED COMPLIANCE REPORTING FUNCTIONS

FOlFY 2009, in oUl limited payroll testing, we experienced a 57% exception rate (62%, 20%, 17% and
20 % for FY 2008, 2007, 2006, and 2005) As in prior year testing, several time cards lacked the proper
supervisor's approval, and some lacked the employee's signature Although these errors are notjudged
to be material overalL greater care should be exhibited to eliminate these exceptions, especially when
the largest expenditure and federal/state grant reimbUlsement is for payroll and benefits .. A management
comment will be issued in this area until the enor rate improves or until the organization changes the
way the cunent time-card system is used

DUling testing in fiscal year 2009 audit, the Organization has put together a "Payroll and Time Cards"
policy; however, it has not been fully implemented See 08-03 comment above
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05-07 AREAS OF IMPROVEMENT fOR INTERNAL CONTROL INCLUDE CASH, PAYABLES
AND EXPENDITURES

We recommended strengthening internal control and documentation in these areas In the prior fiscal
year, we noted stale checks outstanding older than six months in the general operating account
reconciliation However there were no stale dated checks in the CUllent fiscal year-end. It was
previously recommended that the checking and accounts payable reconciliations be reviewed and
documented as such by the CFO In current year, we noted review of some ofthe bank reconciliations
Reconciliations were not completed in a timely manner The Health Reimbursement account balances
in the general ledger wer e not reconciled to the bank statements because the client did not under stand
the activity in this account Rather than trying to actively pursue and account for it, Youth Services
System, Inc has chosen to not reconcile at fiscal year end We continue to recommend that these
reconciliations be appropriately reviewed, timely executed, and that written procedures be put into place
for the Finance Office so that appropriate corrective actions are adhered to

Management has also not implemented a pUlchase order system We would continue to recommend
they do so It is also recommended that a breakdown of expense allocations be shown on either the
invoice or check stub accompanying the invoice and that all expenditures should also be documented as
being properly approved
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