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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Centerstone Community Mental Health Centers, inc

We have audited the accompanying combined statement of financial position of Centerstone
Community Mental Health Centers, Inc. (a non-profit organization) as of June 30, 2007, and the related
combined statements of activities, funclional expenses and cash flows for the year then ended These
financial statements are the responsibility of the Organization's management Qur responsibility is to
express an opinion on these financial statements based on our audit

We conducted our audit in accordance with audiling standards generally accepted in the United Stales
of America and the standards applicable to financial audits conlained in Government Auditing
Standards, issued by the Comptroller General of the United Stales Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of materiat misstatement. An audit inciudes 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 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 Centerstone Community Mental Health Centers, Inc as of June 30, 2007, and the
changes in its net assets and ils cash flows for the year then ended in conformily with accounting

principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have aiso issued our report dated November
15, 2007 on our consideration of Centerstone Community Mental Health Centers, Inc’s internat controi
over financial reporting and our lests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and olher 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 integral part of an audit performed in accordance with Government Auditing Standards and
should be read in conjunction with this report in considering the resuits of our audit

324 Franklin Strent - Clasville, Tannessen 370460 (631) 552-7474
17 West Ninth Sireol - Hopiinsvidle, Kenlucky 42240 {270) 885-B4B1
560 Wosl Maln Blreed - Princelon. Kentucky 42445 {270} 365-9733



Our audit was performed for the purpose of forming an opinion on the hasic financial stalements of
Centerstone Community Mental Health Centers, Inc. taken as & whole. The combining statements of
financial position and the combining statements of activities on pages 13 and 14 are presented for
purposes of additional analysis and are not a required part of the basic financial information. The
schedules of expenditures of federal awards and state grant activity on pages 15 and 16 are presented for
the purposes of additional analysis as required by the U S. Office of Management and Budget Circular A-
133, Audits of Stales, Local Governments, and Non-Profit Organizations and the State of Tennessee.
Department of Audit, Audit Manual, and are not a required part of the basic financial statements Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
stalements and, in our opinion. is fairly stated. in all material respects, in relation to the basic financial

statements taken as a whole

JAM? 11871, /A e el s &y PFIs

November 15, 2007



CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC
COMBINED STATEMENT OF FINANCIAL POSITION
June 30. 2007

ASSETS
Current assets:
Cash $ 2911377
Investments 6,585,788
Accounts receivable, (net allowance of $ 1,707.364 ) 10,373,657
Unconditional promises to give
Resliricted to funding for next fiscal year 825,238
Other receivables 185,917
tnventory 95,231
Prepaid expenses 785,653
Total current assels 21,762,761
Long-term unconditional promises {o give
Restricted to funding for fiscal years 2008 to 2014 2,962,806
Property, plant and equipment 39,501,188
t ess accumuliated depreciation { 16,763,802 )
22,737,386
Other assels:
Cash limited as to use by Board 5,806,663
Peposits 95,294
6,901,957
Restricted cash:
Debt service 103,153
Cash 32,991
136,144

TOTAL ASSETS & 54,501,054

LIABILITIES AND NET ASSETS

Current liabilities:
Current maturities of leng-term debt & 1,088,406

Accounts payable 2,045.363
Accrued expenses 6,050,373
Total current liabilities 9,184.142
3,585,626

Long-term debt less current maturities

TOTAL LIABILITIES 12,779,668

NET ASSETS

Unrestricted 31,147,715

Temporarily restricted 10,573,671
TOTAL NET ASSETS 41,721,386

TOTAL LIABILITIES AND NET ASSETS  § 54,501,054

The accompanying notes are an integral part of these financial staterments Page 3



CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC

COMBINED STATEMENT OF ACTIVITIES
Year ended June 30, 2007

CHANGES IN UNRESTRICTED NET ASSETS

Public Support.
Contributions
Revenue:
Government contracts
Program service fees
Investment retumn
Other

TOTAL UNRESTRICTED SUPPORT AND REVENUE

Net assets released from restrictions
Reslrictions satisfied by contractigrant compliance

TOTAL UNRESTRICTED SUFPORT.
REVENUE AND RECLASSIFICATIONS

Expenses and Losses.
Program services
Supporting services

Development
TOTAL EXPENSES

DECREASE IN UNRESTRICTED NET ASSETS
CHANGES IN TEMPORARILY RESTRICTED NET ASSETS

Government contractsigrants
Contributions
Net Investment return
Net assets raleased from restrictions.
Restrictions satisfied by contractigrant compliance

INCREASE IN TEMPORARILY RESTRICTED NET ASSETS

INCREASE IN NET ASSETS

NET ASSETS BEGINNING OF YEAR
NET ASSETS END OF YEAR

b 1.10¢,297
1,842,253
46,666,819
470,632
587,959

50,677,960
14,005,385

64,683,345

50,536,404
14,798,211

365,786
65,700,401

{1,017,056)

14,005,385
3,988,044
850,664

(14.005,385)
4,838,708
3,821,652

37,898,734

§ 41,721,386

The accompanying notes are an integral part of these financlal statements.
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CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS. INC

COMBINED STATEMENT OF CASH FLOWS
Year Ended June 30. 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Increase (decrease) in net asseis
Adjustments to reconcile operating income (ioss) 1o net
cash provided by (used in) operating activities:
Depreciation
Unrealized {gain} or loss on sale of assels
{Increase) decrease in accounts receivable
(Increase) decrease i prepaid items
{Increase) decrease in other assets
Increase {decrease) in accounts payable
Increase (decrease) in accrued expenses

Net Cash Provided by {Used in} Operating Activities
CASH FLOWS FROM INVESTING ACTIVITIES

Net proceeds from the purchase or sale of investments
Acquisition of property & equipment

Net Cash Provided by {Used in} Investing Activities
CASH FLOWS FROM FINANGCING ACTMMITIES

Net proceeds of borrowings for capital purposes

Net Cash Provided by (Used In} Capital and Related

Financing Activities

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS AT END OF PERIOD

Supplemental Disclosures

NONGASH INVESTING, CAPITAL. AND FINANCING ACTIVITIES

Interest

$ 3.821.652

1,632,130
(175,269)
(7.583.657)
{185.155)
(573)
550,015
843,064

{1,097,792)

1,873,816

(6,816,648)

(4,842,832)

3,103,685
3,103,655
{2,836,969)

12,555,008

_$ 9,718,040

$ 141,928

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

Page 6



CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC
NOTES TO THE COMBINED FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization - Centerstone Community Mental Health Centers, Inc and ils affiliates (the Cenler) are
private, non-profit corporations, that provide multi-funded, focally directed community mental health services
for treatment and prevention of emotional, mental and social problems of everyday living The Center
maintains clinics in multiple Tennessee counties, with the main administrative offices located in Nashville,
Tennessee The Center and its affiliates share a common management team and Board of Directors

Basis of Presentation - Financial stalement presentation follows the recommendations of the Financial
Accounting Standards Board in its Statement of Financial Accounting Standards (SFAS) No 117, Einancial
Statements of Not-for-Profit Organizations and Statement of Financial Accounting Standards (SFAS) No
116, Accounting for Contributions Received and Contribulions Made, Under SFAS No. 117, the
Organization is required to report information regarding its financial position and aclivities according to three
classes of net assels; unrestricted net assets, temporarily restricted net assets, and permanently restricted
net assets. SFAS No. 116 requires the Qrganization to distinguish between contributions that increase
permanently restricted net assets, temporarily restricted net assels, and unrestricted net assets

Principles of Combination - The combined financial statements inciude the accounts of Centerstone
Community Mental Health Cenlers, Inc. Cumberland Holding Corporation, Advantage Behavioral Health
and Centerstone Foundation All material intercompany accounts and transactions have been eliminated.

Revenue Recogniticn - Support received is recorded as unreslricted, temporarily restricted, or
permanently resiricted support, depending on the existence and/or nature of any donor restriclion

Promises to Give -~ Contributions are recognized when the donor makes a promise to give lo the
Organization that is, in substance, unconditional. Contributions that are restricted by the donor are reported
as increases in unrestricied nel assets if the restrictions expire in the fiscal year in which the contributions
are recognized. All other donor-restricted contributions are reported as increases in temporarily or
permanently restricted net assels depending on the nature of the restrictions. When a restriction expires,
temporarily restricted net assels are reclassified to unrestricted net assels

The Organization uses the allowance method to determine uncoliectible promises receivable. The
allowance is based on priof years' experience and management's analysis of specific promises made (See

Note 3)

Donated Services - The Organization receives donated services from a variety of unpaid volunteers. No
amounts have been recognized in the accompanying statement of activities because the crileria for
recognition of such volunteer efiort under SFAS No 116 have not been satisfied

Investments — The organization has adopted SFAS No 124, “Accounting for Certain investments Held by
Not-for-Profit Organizations " Under SFAS No 124, investments in marketable securities with readily
determinabie fair values and all investments in debt securities are reported at their fair values in the
statement of financial position Unrealized gains and losses are included in the change in net assets
investment income and gains restricted by a donor are reported as increases in unrestricted net assets if
the restrictions are met (either by passage of time or by use} in the reporling period in which the income
and gains are recognized

Cash and cash equivalents - For purposes of the statement of cash flows, the Center considers all highly
liquid instruments with maturities of three months or less to be cash equivalents

Income taxes - The organizations combined herein are exempt from federal income taxes under Section
501 (¢} {3) of the Internal Revenue Code.

Page 7
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CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC.
NOTES TO THE COMBINED FINANCIAL STATEMENTS
(Continued)

Property, plant, and equipment — The organization capitalizes all expenditures for property and
equipment in excess of $5,000 Properly and eguipment are carried at cost Depreciation is computed
using the straight-line method over the estimated useful lives of the respective assets.

Retirement - The Center maintains a 403(b} Retirement Savings Plan for all eligible employees (See Note
7}

Advertising ~ Advertising costs are expensed as incurred and are included in advertising and promotion
expense

Temporarily Restricted Net Assets —~ The Center's lemporarily restricted net assets consist of gifts to the
Center and to the Centerstone Endowment Trust where the use of the funds is restricted by the terms of the

gift (See Notes 3 and 14).

Restricted Cash - The Center's restricted cash includes debt service withheld by the Tennessee Local
Development Authority pooled loan program representing one year of debt service, cash restricted by HUD
regulations and a debt service reserve required by an agreement with The Health and Educational Facililies
Board of the Metropolitan Government of Nashville and Davidson County

Bond Issue Costs - Bond issue costs related lo the Issue of Tennessee Local Development Authority's
pooled loan program and The Health & Educational Facilities Board of the Metropolitan Government of
Nashville and Davidson Counly. Tennessee revenue bonds are being amortized over the life of the bonds

using the straight-line methad

Use of Accounting Estimates - The preparalion of financial statements in conformity with generally
accepted accounting principles requires management o make estimates and assumptions that affect the
reported amounts of assels and liabilities 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
Actual resulls could differ from those estimates.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of the following (includes cash limited as to use by board):

Cash on hand 3 13,055
Cash in checking accounts 2,488,996
Money market accounts 7,775,657

$ 10,277,708

PROMISES TO GIVE

Unconditional promises to give consist of the following:

Restricted to use in future years % 4,398,738
Less: unamortized discount (610,694)
Net unconditienal promises to give $ 3,788,044

Page 8



CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC

NOTES TO THE COMBINED FINANCIAL STATEMENTS

{Continued)

PROMISES TO GIVE {Continued)

Amounts due in:
Less than one year
One to five years
More than five years

Uncollectible amounts for unconditional promises to give are expected {o be insignificant.

INVESTMENTS

$ 825,238
2,822,765
140,041

$ 3,788,044

The Centerstone Endowment Trust carries its investments at fair market vaiue Investmenis at June 30

2007 consist of the following:

Cost Fair Value
Maney markets $ 520059 $ 520,059
Common stocks 3,412,806 4,321,563
Bonds 1,503,609 1,737,544
55,436,474 $ 6,579,166
PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of the following:
Accumulaled Estimated
Cost Depreciation Useful Lives
tand $ 2,793,056 5 -
Buildings and improvements 23,582,180 {8,584,755)  10-40 years
Equipment and vehicles 13,125,952 {8,179,047) 5-20 years

536,501,188 $(16,763,802)

Total depreciation expense for 2007 was $1,632,130

NOTES PAYABLE

0% - 6 25% financed insurance 3 487,568

Variable rate bonds payable 700,000
8.375% note payable 182,903
Variable rate note payable 2,100,000
4 58% note payable 1,013,804
8 20% nole payable 198,657
4,683,932

Less current malurities 1,088,406

$ 3595526

Page 9



CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC
NOTES TC THE COMBINED FINANCIAL STATEMENTS
(Continued)

NOTES PAYABLE (Continued)

Insurance has been financed with two notes with interest rates ranging from 0 00 percent to 6 .25 percent in
the amount of $487.,568. The noles are unsecured The notes require monthly principal and interest

payments of $76,007 through February 2008

Per an agreement dated March 1, 1998, The Health and Educational Facilities Board of the Metropolitan
Government of Nashville and Davidson County, Tennessee, {the “Melropolitan Board™) issued Revenue
Bonds in the principle amount of $4,000,000. The Metropalitan Board agreed {o lend to Dede Wallace
Cenler, from the sale proceeds. $4,000,000 fo pay the costs of renovating and equipping certain facilities
Under the terms of the promissory note, principal payments are deposited into a reserve account monthly at
various amounts, beginning with $30.000 and declining over the term to $8,333 through March 2011
Interest on the outstanding balance is due meonthly at variable rates. Principal is paid from the reserve
annually The promissory note is secured by a negative pledge on certain land, buiidings, and
improvements of the organization and a $711,667 bank letier of credit guaranteed by the Centerslone
Community Mental Health Centers Endowment Trust The agreements related to the bonds contain various
requirements and financial covenants, Management is of the opinion that the Organization is in compliance
with all requirements and covenants The balance was $700,000 at June 30, 2007.

The B 375 percent note in the amount of $182 803 is secured by real estate iocated in Clarksville.
Tennessee. The note requires monthly principal and interest payments of $1,468 through March 2031

The 5 77{v} percent note in the amount of $2,100,000 is secured by a building located in Shelbyville,
Tennessee The note requires monthly principal and interest payments averaging $16,739 with a balloon

payoff of $1.636,250 in May 2012

The 4 58 percent note in the amount of $1,013,904 is secured by equipment located throughout Middle
Tennessee. The note requires monthily principal and inlerest payments of $20,138 through February 2012

The 820 percent note in the amount of $199,557 is secured by equipment located throughout Middle
Tennessee. The note requires monthly principal and Interest payments of $4,430 through December 2011

Maturities of long-term debt in each of the next five years are as follows:

2008 3 1,088,406
2009 657,704
2010 471,562
2011 386,241
2012 1,916,569

RETIREMENT PLAN

On May 1, 1998 the Center implemented a 403(b) Retirement Savings Plan for all eligible employees The
plan allows employee contributions limited to the lesser of 20% of compensation or the maximum allowed
by law The plan aiso allows for employer matching at the discretion of the Center Retirement expense for

the year ended June 30, 2007 was $958,648

CONTRACTS

The Center enters into program administrative contracts and grants with the local, state and federal
government agencies These contracts are for the purpose of providing mental heath and drug and alcohol
services in accordance with applicable federal and stale laws, regulations, program guidelines, service
definitions and stated goals. Total revenue under these grants and contracts for 2007 was $1,842,253

Page 10
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CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC.
NOTES TO THE COMBINED FINANCIAL STATEMENTS
{Continued)

LEASES

The Center leases property in several Tennessee counties. Total lease expense was $863,055 for the year
ended June 30, 2007

Present values of future minimum lease payments are as follows:

2008 8 684,963

2009 521,992
2010 390,947
2011 238,306
2012 41.030
COMPENSATED ABSENCES

Employees of the Center are entitled to paid lime off depending on the length of service The eslimated
value of accumulated paid time off was 32,869,453 as of June 30, 2007

CONTINGENCIES

The Center has pending lawsuits for damages in which it is named as the defendant The Center, after
consuitation with counsel. believes that these claims will not materially affect the Center's financial position

Funding for the majority of the Cenler's programs is provided by federal, state, and local government
agencies These funds are to be used for designated purposes only If, based on the grantor'sfcontractor's
review, the funds are considered not to have been used for the intended purpose or the terms of the
grant/contract, the grantar/contractor may request a refund of monies advanced or refuse to reimburse the
Center for its disbursements The amount of such future refunds and unreimbursed disbursements, if any,
is not expected lo be significant. Continuation of the Center's programs is predicated upon the compliance
of the Center with the grant/contract terms and the grantor’s/contractor’s intent lo continue their programs

The Center reimburses its health insurance trustee under its group heatth insurance plan on a claims made
basis The estimated liability for unpaid claims was 3$610,485 as of June 30, 2007

FINANCIAL INSTRUMENTS

The Center maintains cash balances at various local financial institutions Balances, at times, may be
uninsured or may exceed federally insured limits The Center has not experienced any losses in such
accounts. Management believes it is not exposed to any significant concentration risk on cash.

CONCENTRATION OF CREDIT RISK

The organization serves mental health clients that reside in middle Tennessee Charges for services not
covered by insurance or other third party agreements are billed and credit is granted according to the
individual client's ability to pay

Page 11



CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC
NOTES TO THE COMBINED FINANCIAL STATEMENTS
{Continuved)

14 CENTERSTONE ENDOWMENT TRUST

On October 2B. 2000 Centerstone Community Mental Health Centers, Inc established Centerslone
Endowment Trust for the purpose of serving as a permanent charitable endowment fund for the support of
Centerstone Centerstone Community Mental Health Centers, Inc. is the sole rustee of the Trust. Currently.
the terms of the Trust require annual distributions to Centerstone of an amount equal to 4.5% of the
average of the net fair market values of the Trust assets as determined at the end of the three most
recently completed calendar years The fair value of the Trust assels as of June 30. 2007 was $6.579.166

{See Note 4)

The Trust was initially funded by a gilt from the Dede Wallace Foundation The terms of the gift included
restrictions on the use of funds distributed by the Trust to Centerstone

Page 12
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CENTERSTONE COMMUNITY MENTAL HEALTH CENTERS, INC.
NOTES TO SCHEDULES OF EXPENDITURES OF FEDERAL AWARDS
AND STATE GRANT ACTIVITY

NOTE A BASIS OF PRESENTATION

The accompanying schedule of expenditures of federat awards and state grant activily includes the federa!
and state grant aclivity of Centersione Gommunity Mental Health Centers, Inc. and is presented on the accrual
basis of accounting. The information in this schedule is presented in accordance with the requirements of OMB-
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations and the State of Tennessee.
Department of Audit, Audit Manual Therefore, some amounts presented in this schedule may differ from
amounts presented in, or uses In the preparation of, the basie financlal statements.

Page 17



Mumburs

American Instilule of

T H U R M A N ’ C A M FD B E L.. L_, & C O R Costfind Public Accountants
CERTIFIED PUBLIC ACCOUNTANTS Private Companies
APROFESSIONAL SERVICE CORPORATION Practics Seclion
Keanzcky Sociaty of

Cenified Public Accountants

Tennesseo Socivty of
Certifiod Public Accountants

£. English Lacy
Robort B Yales, 1
REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING  Gheslopho: G Jobins
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AUDIT OF FINANCIAL STATEMENTS PERFORMED IN Rick L Davis

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS [ o carti

Lawrence F. Campbell
Siey Aoone

To the Board of Directors
Centerslone Community Mental Heafth Centers, inc.

We have audited the financial statements of Centerstone Community Mental Health Centers, Inc (Organization)
as of and for the year ended June 30, 2007, and issued our report thereon dated November 15, 2007 We
conducted our audd 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 Stales

Internal Control Qver Financial Reporting
In planning and performing our audit, we considered the Organization's internal control over financial reporting as

a basis for designing our audiling 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 Organization’s internal
control over financial reporting  Accordingly, we do not express an opinion on the effectiveness of the

Organization's internal control over financial reporting

Our consideration of the internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial reporting
that might be significant deficiencies or material weaknesses However, as discussed below, we identified
cerlain deficiencies in internal control over financial reporting that we consider lo be significant deficiencies.

A conlrol 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 misstatements on a timely
basis A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely
affects the organization’s ability to initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles. such that there is more than a remote likelihood that a
misstatement of the organization's financial statements that is more than inconsequential will not be prevented or
detected by the organization's internal control. We consider the deficiency described in the accompanying
schedule of findings and questioned costs to be a significant deficlency in internal controf over financial reporting.

See finding 07-1

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a malerial misstatement of the financial statements will not be prevented or
detected by the organization’s internal control

Our consideration of the internal contro! over financial reporting was for the fimited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in the internal control that might be
significant deficiencies and accordingly, would not necessarily disclose all significant deficiencies that are also
considered 1o be material weaknesses However, we believe that none of the significant deficiencies described

above is a material weakness
Page 18
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Compiiance
As part of obiaining reasonable assurance about whether the Organization’s firancial statements are free of

material misstatement, we performed lests of is compliance with certain provisions of laws. regulations,
conlracts and grant agreements, noncompiiance with which could have a direct and material effect on the
determination of financial statement amounts However, providing an opinion on compliance with those
pravisions 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 1o be reported under Government Auditing
Standards. issued by the Comptroller General of the United States.

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

specified parties

\9/?1/&1/‘}’1&/' ) G,’E.I)L/J/‘fl—(f/ 4 (I ] C PAs

November 15, 2007
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