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Independent Auditors’ Report

To the Boards of Directors
Hibiscus Children’s Center, Inc. and Affiliate,
Hibiscus Children’s Center Foundation, Inc.

Report on the Financial Statements

We have audited the accompanying combined financial statements of Hibiscus Children’s Center, Inc.
and Affiliate, Hibiscus Children’s Center Foundation, Inc. (a nonprofit organization), which comprise the
combined statement of financial position as of June 30, 2019, and the related combined statements of
activities, functional expenses, and cash flows for the year then ended, and the related notes to the

financial statements.

Management’s __:sponsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or

CITor.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from

material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk ass ments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedv . that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.



To the Boards of Directors
Hibiscus Children’s Center, Inc. and Affiliate,
Hibiscus Children’s Center Foundation, Inc.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the combined financial statements referred to above present fairly, in all material respects,
the financial position of Hibiscus Children’s Center, Inc. and Affiliate, Hibiscus Children’s Center
Foundation, Inc. as of June 30, 2019, and the changes in their net assets and their cash flows for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters

Report on Supplementary and Additional Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The accompanying Supplementary information including the combining schedule of financial position
and the combining schedule of activities and changes in net assets, are presented for purposes of
additional analysis and are not a required part of the financial statements. The Supplementary
information are the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated, in all material respects, in
relation to the financial statements as a whole.

Omission of Federal Single Audit Reporting

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
Hibiscus Children’s Center, Inc. is subject to reporting under the Federal Single Audit Act under the
Uniform Guidance therein. Management has omitted the Federal Single Audit Act reporting and
dis sures that are required therein. Such missing information, although not a part of the basic financial
statements, is required by the Uniform Guidance and is considered to be an essential part of financial
reporting. Our opinion on the basic financial statements is not affected by this missing information.

...he1 __:porting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 15,
2019, on our consideration of Hibiscus Children’s Center, Inc. and Affiliate, Hibiscus Children’s Center
Foundation, Inc.’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is solely 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 effectiveness of Hibiscus



To the B: fDir  ors
Hibiscus en’s Center, Inc. and Affiliate,
Hibiscus Children’s Center Foundation, Inc.

Children’s Center, Inc. and Affiliate, Hibiscus Children’s Center Foundation, Inc.’s internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering Hibiscus Children’s Center, Inc. and Affiliate,
Hibiscus Children’s Center Foundation, Inc.’s internal control over financial reporting and compliance.

Report on Summarized Comparative Information

The Organization’s 2018 financial statements were audited by other auditors who ex; sed an
unmodified audit opinion on those audited financial statements in their report dated February 22, 2019.
In our opinion, the summarized comparative information presented herein as of and for the year ended
June 30, 2018, is consistent, in all material respects, with those audited financial statements from which
it has been derived.

Cedb St & Anseaky cPA s

Scott Nuttall & Associates, P.A.
Certified Public Accountants
December 15, 2019















Hibiscus Children’s Center, Inc. and Affiliate
Notes to Combined Financial Statements
For the Year ended June 30, 2019

Note 1 — Nature of Organ” ‘ion and Purpose

Organization and Purpose

Hibiscus Children’s Center, Inc. (“Hibiscus™) is a Florida not-for-profit corporation organized
and licensed by the Florida Department of Children and Families to operate a number of well-
defined programs to meet the critical needs of Florida’s abused or neglected children and their
families. These programs are varied in scope to focus directly on the needs of these troubled
children and include high quality residential care, assistance to families in trouble, therapeutic
services and support for foster families. Serving principally the Martin, Okeechobee, St. Lucie
and Indian River counties of Florida, Hibiscus was incorporated on September 11, 1985 and
opened the first shelter in October 1989. Hibiscus provides the following social, health and
welfare services to the community.

Hibiscus Residential Programs provide a safe environment for newborns to 17- year olds with
24-hour supervision, medical and dental care, plus psychological counseling through facilities at
its Jensen Beach Shelter, Vero Beach Children’s Village and St. Lucie Sanctuary4Kids
Emergency Shelter. At these facilities, children live in a home-like environment where they can
more naturally prepare for successful transition into foster or adoptive homes. Hibiscus is the
only licensed residential child caring shelter on the Treasure Coast of Florida. The facilities care
for children removed from their families by court order.

Hibiscus Clinical Programs provide a wide range of mental health services to residential and
outpatient clients. These services include individual, family and group therapy, psychiatric
evaluation, medication management and many more critical services that support children and
their families in our community.

Hibiscus Support For Families in Crisis is a nationally recognized abuse prevention program
for families who seek help voluntarily offering respite care, counseling, housing and mental
health services.

*""iscus Safe Care Program provides home-based prevention services with  individual or
family focus that include assessment, case planning, case management, education, and/or skill
building that have been shown to be effective in preventing child abuse.

Affiliated Corporation

The Hibiscus Children’s Center Foundation, Inc. (“Foundation) was established for the purpose
of conducting fundraising activities and for generating and maintaining endowment funds
exclusively for Hibiscus. Both Hibiscus and the Foundation are related organizations with a
majority of the same Board of Directors. The accompanying financial statements include the
accounts of both entities. Inter-company transactions and balances have been eliminated.

Income Tax Status
Hibiscus and its affiliate are not-for-profit corporations as described in Section 501(c)(3) of the
Internal Revenue Code and is exempt from federal and state income taxes on related income
pursuant to Section 501(a) of the code. Hibiscus and its affiliate are not classified as private
foundations. Accordingly, no provision for income taxes is recorded in the accompanying
financial statements.



Hibiscus Children’s Center, Inc. and Affiliate
Notes to Financial Statements (continued)

Note 2 — Summary of Significant Accounting Policies

Basis of Accounting

The accompanying financial statements have been pre; :d in accordance with generally
accepted accounting principles, using the accrual basis of accounting. Assets and related
revenues are recorded when earned, and liabilities and related expenses are recognized as
incurred. In applying generally accepted accounting principles to program service revenues, the
legal and contractual requirements of the individual programs are used as guidance.

Basis of Presentation

The financial statements are presented in accordance with Fii  ial Accounting Standards B d
(FASB) Accounting Standards Codification (ASC) 958 dated August 2016, and the provisions of
the American Institute of Certified Public Accountants (AICPA) “Audit and Accounti  Guide
for Not-for-Profit Organizations” (the Guide). ASC 958-205 was effective January 1, 2013.

Under the provisions of the Guide, net assets and revenues, and gains and losses are classified
based on the existence or absence of donor-imposed restrictions. Accordingly, the net assets and
changes therein are classified as follows:

Net Assets without Donor Restrictions

Net assets that are not subject to donor-imposed restrictions and may be expended for any
purpose in performing the primary objectives of Hibiscus. Hibiscus’ Board of Directors may
designate assets without restrictions for specific operational purposes from time to time.

Net Assets with Donor Restrictions

Net assets subject to stipulations imposed by donors and grantors. Some donor restrictions
are temporary in nature; those restrictions will be met by actions of Hibiscus or by the
passage of time. Other donor restrictions are perpetual in nature, whereby the donor has
stipulated the funds be maintained in perpetuity.

All contributions are considered available for unrestricted use unless specifically restricted by
the donor. When a restriction expires, that is, when a stipulated time restriction ends, or a
purpose restriction is accomplished, net assets with donor restrictions are reclassified to net
assets without donor restrictions and reported in the combined statement of activities as net
assets released from restrictions.

Cash and Cash Equivalents
Cash and cash equivalents include cash and investments that are readily convertible into cash and
have original maturities of three months or less.

Investments

Debt and equity securities with readily determinable fair values purchased for investme are
recorded at fair value based on quoted market prices. Net appreciation (depreciation) in the fair
value of investments, which includes realized gains and losses and unrealized appreciation
(depreciation) on those investments, is reported in the statement of activities in accordance with

-10-



Hibiscus Children’s Center, Inc. and Affiliate
Notes to Financial Statements (continued)

Note 2 — Summary of Significant Accounting Policies (continued)

Investments(continued)

donor restrictions as investment return. Investment return is presented net of investment f
Cost basis is determined on the date of purchase. Hibiscus, on occasion, receives short-term
investments, generally consisting of stocks or bonds, from donors in satisfaction of pledges
made. The organization sells the contributed investments as soon as is practical after receipt.

Unconditional Promises to Give

Unconditional promises to give (contributions receivable) are recognized when pledged and
recorded as net assets without donor restrictions or net assets with donor restrictions, depending
on the existence and/or nature of any donor-imposed restrictions. Unconditional promises to
give that are scheduled to be collected in the succeeding twelve months are reflected as current
pr  ses to give and are recorded at their net realizable value. Unconditional promises to give
that are scheduled to be collected beyond the succeeding twelve months are reflected as long-
term promises to give and are recorded at the present value of their net realizable value.
Management considers the unconditional promises receivable at year-end to be fully collectible,
therefore, an allowance for uncollectible promises has not been recorded. Conditional promises
to give are recognized when the condition on which they depend are substantially met. Gifts of
cash and other assets are reported with donor restricted support if they are received with donor
stipulations that limit the use of the donated assets.

Allowance for Doubtful Accounts

Accounts receivable considered uncollectible are charged against the allowance account in the
year they are deemed uncollectible. The allowance account is adjusted at year end to reflect the
percentage of accounts receivable considered uncollectible.

Property and Equipment

Property and equipment acquisitions greater than $1,000 are capitalized and are stated at cost.
Donated property and equipment is recorded at the fair market value at the date of the gift.
Depreciation is provided on a straight-line basis over the estimated useful life of the asset, which
ranges from 3 - 40 years.

In-kind Contributions

Hibiscus records in-kind contributions of services requiring special skills that create or enhance
the value of non-financial assets at their fair market values consistent with those amounts which
would be paid for similar products and services.

Contributed Services

While Hibiscus receives a significant amount of donated services from unpaid volunteers that
enhance the effectiveness of the pri  ams or assist in fund-raising and administration, these
services do not create or enhance non-tinancial assets, nor do they require specialized skills that
if not provided by a volunteer would be purchased. Accordingly, while these services contribute
to the success of the programs, they do not meet the criteria for recognition under ASC 958-605-
25-16 and have not been reflected in the accompanying financial statements.

-11-



Hibiscus Children’s Center, Inc. and Affiliate
Notes to Financial Statements (continued)

Note 2 — Summary of S*ificant Accounting Policies (continued)

Measure of Operations

The statement of activities reports all changes in net assets, including changes in net assets from
operating and non-operating activities. Operating activities consist of those items attributable to
Hibiscus’ ongoing activities. Non-operating activities are limited to resources that generate
return from investments, endowment contributions, financing costs, and other activities
considered to be of a more unusual or nonrecurring nature.

Functional Allocation of Expenses

T ¢ of providing the various programs and other activities has been summa *~ d on a
functional basis in the statement of functional expenses. Accordingly, certain costs have been
allocated among the programs and supporting services benefited. Such allocations are
determined by management by location are allocated based on Full Time Equivalent (L . .,. ..1e
percentage is calculated using total number of department FTE employees over total FTE
employees at the facility.

Accounting Estimates

The preparation of financial statements in conformity with accounti  principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contii :nt
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Prior Period Information

The financial statements include certain prior year corresponding totals intended to be read only
in relation to the current period presentation. The corresponding information was derived from
Hibiscus’s audited financial statements for the year ended June, 30, 2018, but does not include
sufficient detail to constitute a presentation in conformity with accounting principles  nerally
accepted in the United States of America. The prior year corresponding totals may aiso reflect
certain reclassifications of amounts to conform to the current year presentations.

New Accounting Pronouncement

On August 18, 2016, FASB issued ASU 2016-14, Not-for-Profit Entities (Topic 958) —
Presentation of Financial Statements of Not-for-Profit Entities. The update addresses the
complexity and understandability of net asset classification, deficiencies in information about
liquidity and availability of resources, and the lack of consistency in the type of information
provided about expenses and investment return. Hibiscus has adjusted the presentation of these
statements accordingly.

Note 3 — Cash Balances
Amounts held in individual financial institutions may exceed FDIC insured limits. Uninsured
cash equivalent balances were $485,747 at June 30, 2019. Hibiscus has not experienced any
losses in such accounts and believes it is not exposed to any significant credit risk related to cash.

-12-















Hibiscus Children nter, Inc. and Affiliate
Notes to Financial Statements (continued)

Note 13 — Board Designated Net Assets

The board designated net assets for the year ended June 30, 2019, are comprised of t
following:
Without donor restrictions:
Designated by the Board for:
Quasi-endowment $2,487,891

Note 14 —-Endowment

Hibiscus has classified a substantial portion of its financial resources as endowment, which is
invested to generate income to be used to support operating and strategic initiatives. The
endowment includes both donor-restricted endowment funds which are classified and reported
based on tl existence or absence of donor-imposed restrictions and funds designated by the
Board of Directors to function as an endowment. Funds are invested for long-term appreciation
and current income.

Interpretation of Relevant Law

Hibiscus is subject to the Florida Uniform Prudent Management of Institutional Funds Act
(FUPMIFA) and, thus classifies amounts in its donor-restricted endowment fund as net assets
with donor restrictions because those net assets are time restricted until the Board of Directors
appropriates such amounts for expenditure. Those net assets are also subject to purpose
restrictions that must be met before reclassifying those net assets to net assets without donor
restrictions. The Board of Directors has interpreted the FUPMIFA as requiring the preservation
of the fair value of the original gift as of the gift date of the donor-restricted endowment funds
absent explicit donor stipulations to the contrary. As a result of this interpretation, when
reviewing its donor-restricted endowment funds, the organization considers a fund to be
underwater if the fair value of the fund is less than the sum of (a) the original value of initial and
subsequent gift amounts donated to the fund, and (b) any accumulations to the fund that are
required to be maintained in perpetuity in accordance with the direction of the applicable donor
gift instrument, when applicable.

In accordance with FUPMIFA, Hibiscus considers the following factors in making a
determination to appropriate or accumulate donor-restricted endowment funds:

The duration and preservation of the fund

T  purpose of Hibiscus and the donor-restricted endowment fund
General economic conditions

The possible effect of inflation and deflation

The expected total return from income and the appreciation of investments
Other resources of Hibiscus

The investment policies of Hibiscus

-17-



1 1ildren’s Center, Inc. and Affiliate
Notes to Financial Statements (continued)

Note 14 -Endowment (continued)

Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor restricted endowment
funds may fall below the level that the donor, FUPT “""A, or Hibiscus policies requires to retain
as a fund of perpetual duration. If this were to occur, Hibiscus would not expend any monies
from the fund until the fair market value of the fund returns to a level above the principal.
Hibiscus does not have any deficiencies as of June 30, 2019.

Return Objectives and Risk Parameters

Hibiscus has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding for operations supported by its endowment while seeking
to maintain the purchasing power of the endowment assets. Under this policy, as approved by
H scus, the endowment asse are invested in a manner that is intended to produce results that
meet or exceed certain relevant market benchmark indexes while assuming a moderate level of
investment risk.

Strategies Employed for Achieving Objectives

Hibiscus relies on a total return strategy in which returns are achieved through capital
appreciation and current yield (interest and dividends). Hibiscus targets a diversified asset
allocation that emphasizes a balance between equities and fixed income securities to achieve its
long-term objectives within prudent risk constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy

Hibiscus’s spending policy, as authorized by the Board of Directors, is to consider expected rates
of return on investments, restrictions on principal, requirements to support operations and special
projects, maintenance of prudent reserves, tax code requirements, and allowances for market and
economic uncertainties, as applicable. Transfers to operating accounts from the endowment
funds earnings require appropriation by the Board of Directors or Executive Committee.

The net assets with donor restrictions at June 30, 2019, consist of contributed assets restricted by
the donors as endowments to provide an ongoing source of revenue for Hibiscus.

-18-
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COl+x. LIANCE AND OT...... MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the . vards of Directors of
Hibiscus Children 1t , Inc. and Affiliate,
Hibiscus Children’s Center Foundation, Inc.

We have audited, in accordance with the 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, the financial statements of Hibiscus Children’s
Center, Inc. and Affiliate, Hibiscus Children’s Center Foundation, Inc., which comprise the combined
statement of financial position as of June 30, 2019, and the related combined statements of activities,
functional expenses d cash flows for the year then ended, and the related notes to the financial
statements, and have issued our report thereon dated December 15, 2019.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Hibiscus Children’s
Center, Inc. and Affiliate, Hibiscus Children’s Center Foundation, Inc.’s internal control over financial
reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of Hibiscus Children’s Center, Inc. and Affiliate, Hibiscus Children’s
Center Foundation, Inc.’s internal control. Accordingly, we do not express an opinion on the
effectiveness of Hibiscus Children’s Center, Inc. and Affiliate, Hibiscus Children’s Center Foundation,

Inc.’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or de ted and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit ai ition by those charged

with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficie es1 -
exist that have not been identified. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, we did identify
certain deficiencies in internal controls, described in the accompanying schedule of findings and
questioned costs as items 2019-01, 2019-02 and 2019-03 that we consider to be significant deficienc

-



Compliance and . .her Matters

As  t of obtaining reasonable assurance about whether Hibiscus Children’s Center, Inc. and Affiliate,
Hibiscus Children’s Center Foundation, Inc.’s financial statements are free from material misstatement,
we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was
not an objective of our audit, and accordingly, we do not express such an opinion. The results of our test
disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

Hibiscus Children’s Center, Inc. and Affiliate, Hibiscus Children’s Center Foundation, Inc.’s
Response to Findings

Hibiscus Children’s Center, Inc. and Affiliate, Hibiscus Children’s Center Foundation, Inc.’s response to
the findings identified in our audit is described in the accompanying schedule of findings and questioned
costs. Hibiscus Children’s Center, Inc. and Affiliate, Hibiscus Children’s Center Foundation, Inc.’s
response was not subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the organization’s
internal control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the organization’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

Selbb Stk & Atsoiatey 098

Scott Nuttall & Associates, P.A.
Certified Public Accountants

December 15, 2019



Findings - . .nancial Statements Audit:

2019-01 Financial Close and Reconciliation of Subsidiary Ledgers

Criteria: The financial close of the monthly and annual financial statements require a process to
be in place in which the assets, liability equity accounts, and other related accounts are
reconciled to their detailed subsidiary ledgers to ensure the information is properly recorded, cut-
off has been appropriately applied, and that all balances are fairly presented in accordance with
generally accepted accounting principles in the United States of America (“GAAP”).

Condition: During fiscal year 2019, there were accounts, including accounts payable and
accounts receivable, which were not reconciled. As a result, a time-consuming effort was
necessary to reconcile these accounts subsequent to year-end.

Effect: Subsidiary ledgers may not be properly reflected on the general or subsidiary ledgers.
This condition could lead to a potential misstatement of the financial statements.

Cause: Lack of oversight, review, and proper year-end financial closing procedures do to the
staffing constraints in the finance department.

Recommendation: We recommend that reconciliation of the general ledger and the subsidiary
ledgers be performed monthly to ensure that the general ledger is fairly presented at any point in
time. And differences should be investigated and explained, and the reconciliation reviewed and
approved by an independent person.

Management Response:

Management agrees with the auditor’s recommendation that the subsidiary ledgers should be
reconciled to the general ledger control accounts on a monthly basis.

The Blackbaud (“FE”) Financial Edge accounting system’s General Ledger (“GL”) and
subsidiary ledgers Accounts Payable (“AP”) and Accounts Receivable (“AR”) and Ten Eleven
(“10e11”) clinical billing systems are utilized by the finance department to produce internal
financial reports.

AP - A miscoded general ledger (“GL”) journal entry resulted in an incorrect posting to the
Accounts Payable control account. Reclassification of the journal entry resolved the issue.

AR — There are several GL accounts involved in the AR subsidiary ledger systems, FE and
10e11. The FE AR subsidiary system is primarily used for residential billing, thrift store and a
few grants. The AR subsidiary systems and related general ledger accounts are reviewed and
reconciled monthly

2019-02 Credit Card Purchase Authorization and Review

All pr no n method of it, v be docuw o |
coded for input.

Condition: During our review of November 2018 and May 2019 credit card bills there =
multiple statements that have incomplete documentation and/or supervisory authorization.
—Jarrent purchasing authorization, documentation, and review procedures pertain to check
disbursements but credit cards and petty cash purchases do not follow the same protocol. The
organization maintains $60,000 worth of purchasing limits across 18 cards.

Effect: Potentially exposes the organization to unauthorized use of funds and inability to support
certain expenses for benefit of residents.

27-



Cause: Lack of oversight and review.

Recommendation: All credit card and petty cash purchases should be substantiated by receipt
and coded for purpose. The summary spreadsheet currently used for coding should be
consistently prepared and fully completed to include preparer and supervisor initials and date.

Management Response:

Management disagrees with the auditor’s findings on missing credit card purchases approvals
and process. Management has provided additional documentation to the auditors. Management
acknowledges that due to high turnover in the Finance Department that some supporting
documentation may have been misplaced, however the process was and has been in place to
review and approve credit card purchases. In addition, management closed one of the agency’s
credit card accounts prior to the beginning of the 18-19 audit to reduce the credit exposure.

2019-03 Segregation of Duties in the Accounting Department

Criteria: Internal controls are designed to safeguard assets and help prevent or detect losses
from employee dishonesty or error. A fundamental concept in a good system of internal control
is the segregation of duties.

Condition: During our walk through of the banking process and accounts payable processes, we
noted that any individual who has been given “admin rights” in the online banking accounts also
have access to the accounts payable within financial edge, blank checks, ability to add new
vendors to both financial edge and online banking, make ACH payments without being required
to have an additional approval, and in some cases they also are the individuals reconciling the
banking accounts.

Effect: Potentially exposes the organization to unauthorized use of funds and inability to support
certain expenses for benefit of residents.

Cause: Lack of well-defined segregation of duties.

Recommendation: We recommend the organization safeguard financial assets by developing
and implementing internal controls related to the accounts payable and banking that will provide
adequate segregation of duties for disbursements of assets.

Management Response:

Management agrees with the auditor’s recommendation to review and enhance the agency’s
finance department’s segregation of duties. During fiscal year 18-19 the Finance department
experienced high turnover. New staff were hired post fiscal year-end 18-19 and the new staff
have segregated duties. There are some limitations on how roles can be setup in the online bank
portal and management is working with the bank to make changes to the roles with complete
separation of duties on the online portal.

8-



"""biscus Children’s Center, Inc. and A" ite
Summary Schedule of Prior Audit Findings
Year ended June 30, 2019

Prior Audit Findings - Financial Statements Audit:

2018-01 Identification of Donor Restricted Funds

Status: Corrected

2018-02 Debit and Credit Card Purchase Authorization and Review

Status: Partially corrected. Debit cards are no longer being utilized.
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To the Board of Directors and Management
Hibiscus Children’s Center, Inc. and Affiliate
Hibiscus Children’s Center Foundation, Inc.

In planning and performing our audit of the financial statements of Hibiscus Children’s Center, Inc. and
Affiliate, Hibiscus Children’s Center Foundation, Inc. as of and for the year ended June 30, 2019, in
accordance with auditing standards generally accepted in the United States of America, we considered
Hibiscus Children’s Center, Inc. and Affiliate, Hibiscus Children’s Center Foundation, Inc.’s internal
control over financial reporting (internal control) as a basis for designing audit procedures that are
appropriate in the circumstances 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. Accordingly, we do not express an opinion on the effectiveness of the O nization’s internal
control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and, therefore, material weaknesses or significant deficiencies may exist that
were not identified. However, as discussed below, we identified certain deficiencies in internal control
that we consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies in internal control, such that there is a reasonable possibility that a material
misstatement of the Organization’s financial statements will not be prevented, or detected and corrected,
on a timely basis. We did not identify any deficiencies in internal control that we consider to be material

weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the following deficiencies in Hibiscus Children’s Center, Inc. and Affiliate,
Hibiscus Children’s Center Foundation, Inc.’s internal control to be significant deficiencies:
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2019-01 Financial Close and Reconciliation of Subsidiary Ledgers

Criteria: The financial close of the monthly and annual financial statements require a process to
be in place in which the assets, liability equity accounts, and other related accounts are
reconciled to their detailed subsidiary ledgers to ensure the information is properly recorded, cut-
off has been appropriately applied, and that all balances are fairly presented in accordance with
generally accepted accounting principles in the United States of America (“GAAP”).

Condition: During fiscal year 2019, there were accounts, including accounts payable and
accounts receivable, which were not reconciled. As a result, a time-consuming effort was
necessary to reconcile these accounts subsequent to year-end.

Effect: Subsidiary ledgers may not be properly reflected on the general or subsidiary ledgers.
This condition could lead to a potential misstatement of the financial statements.

Cause: Lack of oversight, review, and proper year-end financial closing procedures do to the
staffing constraints in the finance department.

Recommendation: We recommend that reconciliation of the general Iger and the subsidiary
ledgers be performed monthly to ensure that the general ledger is fairly presented at any point in
time. And differences should be investigated and explained, and the reconciliation reviewed and
approved by an independent person.

Manag nt Response:

Management agrees with the auditor’s recommendation that the subsidiary ledgers should be
reconciled to the general ledger control accounts on a monthly basis.

The Blackbaud (“FE”) Financial Edge accounting system’s General Ledger (“GL”) and
subsidiary ledgers Accounts Payable (“AP”) and Accounts Receivable (“AR™) and ..n Eleven
(“10e11™) clinical billing systems are utilized by the finance department to produce internal
financial reports.

AP - A miscoded general ledger (“GL”) journal entry resulted in an incorrect posting to the
Accounts Payable control account. Reclassification of the journal entry resolved the issue.

AR — There are several GL accounts involved in the AR subsidiary ledger systems, FE and
10el1. The FE AR subsidiary system is primarily used for residential billing, thrift store and a
few grants. The AR subsidiary systems and related general ledger accounts are reviewed and
reconciled monthly

2019-02 Credit Card Purchase Authorization and Review

Criteria: All purchases, no matter method of payment, should be documented, approved and
coded for input.

Condition: During our review of November 2018 and May 2019 credit card bills there are
multiple statements that have incomplete documentation and/or supervisory authorization.
Current purchasing authorization, documentation, and review procedures pertain to check

ier cr Tt Is 1 1 ¢ not low tl P il Tl
organization maintains $60,000 worth ot purchasing limits across 18 cards.

Effect: Potentially exposes the organization to unauthorized use of funds and inability to support
certain expenses for benefit of residents.

Cause: Lack of oversight and review.

Recommendation: All credit card and petty cash purchases should be substantiated by receipt
and coded for purpose. The summary spreadsheet currently used for coding should be
consistently prepared and fully completed to include preparer and supervisor initials and date.
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Manag nt...sponse:

Management disagrees with the auditor’s findings on missing credit card purchases approvals
and process. Management has provided additional documentation to the auditors. Management
acknowledges that due to high turnover in the Finance Department that some supporting
documentation may have been misplaced, however the process was and has been in place to
review and approve credit card purchases. In addition, management closed one of the agency’s
credit card accounts prior to the beginning of the 18-19 audit to reduce the credit exposure.

2019-03 Segregation of Duties in the Accounting Department

Criteria: Internal controls are designed to safeguard assets and help prevent or detect losses
from employee dishonesty or error. A fundamental concept in a good system of internal control
is the segregation of duties.

Condition: _ uring out walk through of the banking process and accounts payable processes, we
noted that any individual who has been given “admin rights” in the online banking accounts also
have access to the accounts payable within financial edge, blank checks, ability to add new
vendors to both financial edge and online banking, make ACH payments without being required
to have an additional approval, and in some cases they also are the individuals reconciling the
banking accounts.

Effect: Potentially exposes the organization to unauthorized use of funds and inability to support
certain expenses for benefit of residents.

Cause: Lack of well-defined segregation of duties.

Recommendation: We recommend the organization safeguard financial assets by developing
and implementing internal controls related to the accounts payable and banking that will provide
adequate segregation of duties for disbursements of assets.

Management Response:

Management agrees with the auditor’s recommendation to review and enhance the agency’s
finance department’s segregation of duties. During fiscal year 18-19 the Finance department
experienced high turnover. New staff were hired post fiscal year-end 18-19 and the new staff
have segregated duties. There are some limitations on how roles can be setup in the online bank
portal d management is working with the bank to make chai ~ s to the roles with complete
separation of duties on the online portal.

We have already discussed many of these and other comments and suggestions with various Organization
personnel. We will be pleased to discuss any of these comments in further detail at your convenience, to
perform any additional study of these matters, or to assist you in implementing the recommendations.

This communication is intended solely for the information and use of management, the Board of
Moo e d saboes lilie ls Nemesigation and s not intended to be, and should not be, used by

Oedh Tk & Mook CPA s

Scott Nuttall & Associates, P.A.
Certified Public Accountants

December 15, 2019
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