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To the Board of Directors Judith A. Pappe
Western Youth Services, Inc. (1946 - 2005)
Laguna Hills, California

*Professional Corporation

Report on the Financial Statements

We have audited the accompanying Vfinancial statements of Western Youth Services, Inc. (a 501(c)(3) nonprofit
organization), which comprise the statements of financial position as of June 30, 2016 and 2015 and the related

statements of activities, functional expenses, and cash flows for the years then ended, and the related notes to
the financial statements.

Management’s Responsibility 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 and
implementation, and maintenance of internal control relevant to the preparation and fair representation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of 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 risk of material misstatements of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of an Organization’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 estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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 financial statements referred to above present fairly, in all material respects, the financial

position of Western Youth Services, Inc. as of June 30, 2016 and 2015 and the changes in its net assets and its

cash flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.

2601 Saturn Streer, Suite 210+ Brea, California 92821-6702 = Telephones 714-871-2422 =« 800-214-2727 =  FAX 714-871-2676



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report November 23, 2016 on our
consideration of Western Youth Services' internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal controls 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 in considering Western Youth Services' internal control over financial reporting and
compliance.

Dl s A

Brea, California
November 23, 2016



WESTERN YOUTH SERVICES
STATEMENTS OF FINANCIAL POSITION
As of June 30, 2016 and 2015

ASSETS
2016
CURRENT ASSETS
Cash 3 502,041
Accounts receivable 1,892,503
Prepaid expenses 1,270
Total current assets 2,395,814
FIXED ASSETS, at cost, less accumulated
depreciation of $826,062 Pending and $749,483 225,609
OTHER ASSETS
Cash - reserved -
Deposits 135,137
Total assets $ 2,756,560
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable $ 178,375
Accrued payroll and payroll taxes 501,862
Accrued vacation and benefits 455,332
Other liabilities and accruals 669
Total current liabilities 1,136,238
OTHER LIABILITIES & COMMITMENTS
Insurance claims reserve -
Total liabilities 1,136,238
NET ASSETS
Unrestricted 1,620,322
Temporarily restricted -
Total net assets 1,620,322
Total liabilities and net assets $ 2,756,560

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

3

2015

1,304,436
1,298,624

2,335
2,605,395

185,207

2,832

131,137

$

$

2,924 571

60,857
426,431
433,750

168,632

1,089,670

2,832

1,092,502

1,632,069

200,000
1,832,069

$

2,924,571



WESTERN YOUTH SERVICES
STATEMENTS OF ACTIVITIES
For the Years Ended June 30, 2016 and 2015

UNRESTRICTED REVENUES AND SUPPORT:
Service contracts - County Agencies

Service contracts - City & Community Organizations

Counseling fees
Contributions and Fundraising
Other income

Assets released from temporarily restricted:
Satisfaction of current use requirement
Total revenues and support

FUNCTIONAL EXPENSES
Program services
Management and general

Total expenses
Net Change in Unrestricted Assets

TEMPORARILY RESTRICTED ASSETS:
Contract advance - program services
Released to unrestricted assets

Net Change in Temporarily Restricted Assets

Total Change in Net Assets
Net Assets, Beginning of Year

Net Assets, End of Year

The accompanying notes are an integral part of the financial statements.
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2016

12,072,421
2,698,966

51,981
470

14,823,838

200,000

15,023,838

13,132,867
1,902,718

15,035,585

(11,747)

{200,000)

(200,000)

(211,747)

1,832,069

$

1,620,322

2015

10,090,082
2,371,909
20

50,400
13,684

12,526,095

175,000

12,701,095

11,067,932
1,617,231

12,685,163

115,932

200,000
(175,000)

25,000

140,932

1,691,137

$

1,832,069
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WESTERN YOUTH SERVICES

STATEMENTS OF CASH FLOWS
For the Years Ended June 30, 2016 and 2015
Increase (Decrease) in Cash and Cash Equivalents

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets

Adjustments to reconcile change in net assets
to net cash provided by operating activities:
Depreciation expense
Miscellaneous loss on retirement of fixed assets
Changes in operating assets and liabilities:
(Increase) decrease in accounts receivable
(Increase) decrease in prepaid expenses
(Increase) decrease in deposits
Increase (decrease) in other receivable
Increase (decrease) in accounts payable
Increase (decrease) in accrued payroll and payroll taxes
Increase (decrease) in accrued vacation and benefits
Increase (decrease) in other liabilities and accruals
Increase (decrease) in insurance claims reserve
Total adjustments

Net cash (used) or provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures

Net cash (used) by investing activities

Net (Decrease) or Increase in Cash and Cash Equivalents

Cash with reserved, and Cash Equivalents at Beginning of Year

Cash with reserved, and Cash Equivalents at End of Year

The accompanying notes are an integral part of the financial statements.
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2016

$ 211,747

76,579

(593,879)
1,064
(4,000)

117,518
75,431
21,582

(167,962)

(2,832)
(476,499)
(688,246)

(116,981)
(116,981)

(805,227)

1,307,268

$ 502,041

2015

$ 140,032

88,542
757

(25,842)

2,792
27,713
(6,394)
25,389
13,031
105,705

(189,457)
42,236

183,168

(6,808)
(6,808)

176,360
1,130,908

$ 1,307,268



WESTERN YOUTH SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 1 - NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Western Youth Services, Inc., “the Organization” was incorporated September 21, 1979 pursuant to the
General Nonprofit Corporation Law of the State of California and is exempt from income taxes under
Section 501(c)(3) of the Internal Revenue Code and is considered a publicly supported organization. Its
purpose is to provide youth and family counseling services under various programs.

Significant Accounting Policies

Financial Statement Presentation:
The financial statements of the Organization have been prepared on the accrual basis of accounting.

The Organization implements Statement of Financial Accounting Standards FASB ASC 958-225
(formerly referenced as (SFAS) No. 117, “Financial Statements of Not-for-Profit Organizations"). In
accordance with FASB ASC 958-225, the Organization is required to report information regarding its
financial position and activities according to three classes of net assets: unrestricted net assets,
temporarily restricted net assets, and permanently restricted net assets. Net assets of the two restricted
classes are created only by donor-imposed restrictions on their use. All other net assets, including
board-designated or appropriated amounts, are reported as part of the unrestricted class.

Statement of Cash Flows:

The statement of cash flows is prepared on the cash and cash equivalent basis using the indirect
method. For purposes of the statement of cash flows, the Organization considers all highly liquid debt
instruments purchased with a maturity of three months or less to be cash equivalents.

Statement of Functional Expenses:

Salaries, wages and direct cost are allocated to functional categories based upon actual expenditures.

Indirect expenses are generally apportioned based upon the salaries and wages to each functional
category.

Contributions:

The Organization implements FASB ASC 958-205 (formerly referenced as SFAS No. 116, “Accounting
for Contributions Received and Contributions Made"). In accordance with FASB ASC 9858-205,
contributions are recognized when they are received or when a donor makes a promise to give to the
Organization that is, in substance, unconditional.

Absent any donor restriction, contributions received or recognized are recorded as unrestricted along

with contributions that are restricted by the donor but which restrictions expire in the fiscal year in which
the donation is received.

All other donor-restricted contributions are reported as increases in temporarily or permanently
restricted net assets depending on the nature of the restrictions. When a restriction expires, temporarily
restricted net assets are reclassified to unrestricted net assets.

Advertising:

The Organization expenses advertising production costs as they are incurred and advertising
communication cost the first time the advertising takes place.

See independent auditors’ report.
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WESTERN YOUTH SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 1 - NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES (cont’d)

Property and Equipment:

The Organization currently capitalizes property and equipment that has a per item purchase price in
excess of $500. Donated property placed into service is also capitalized if the estimated fair market
value is in excess of $500. Depreciation is computed using the straight-line method over the estimated
useful lives of the assets ranging from three to seven years. Betterments and improvements are
capitalized, while repairs and maintenance costs are expensed in the period incurred.

Estimates:

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

Fair Value Measurements:

The fair value of financial instruments including cash and cash equivalents, accounts receivable,
accounts payable, credit card payables, accrued expenses and bank line of credit approximates their
carrying value, principally because of the short maturity of those items.

Uncertain Tax Positions:

The Organization has adopted FASB ASC 740, Income Taxes (formerly referenced as SFAS Financial
Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an interpretation of FASB
Statement No. 109), which changes the framework for accounting for uncertainty in income taxes.
Management has considered its tax positions and believes that the positions taken by the Organization
are more likely than not to be sustained upon examination. Management does not believe that any
material uncertain tax positions exist.

The Organization’s tax returns are subject to examination by Federal taxing authorities for a period of
three years from the date they are actually filed and a period of four years for California taxing
authorities. As of the June 30, 2016 the following filed tax returns remain open for the years ended June
30: 2015, 2014, 2013 and the additional year 2012 for California.

The Federal and California tax returns for the year ended June 30, 2016 have respective extended filing
due dates of February 15, 2017. '

Subsequent Events:

The Organization’s management has evaluated subsequent events through November 23, 2016 the
date that the financial statements were available to be issued.

See independent auditors’ report.
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WESTERN YOUTH SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 2 — CASH & CASH RESERVED

The following is a schedule of the cash accounts as of June 30, 2016 and 2015:

2016 2015
General and Payroll Checking $ 495438 $ 1,202,335
Benefits Admin. Checking 6,353 11,851
Petty Cash 250 250
Cash and Cash Equivalents Available $ 502,041 3 1,304,436
Cash Reserved - Insurance Claims Reserve $ - 3 2,832
NOTE 3 - ACCOUNTS RECEIVABLE
2016 2015
Accounts Receivable $ 1,884,276 $ 1,291,268
Pledge Receivable 200 -
Other Receivables 8,027 7,356
Total $ 1,892,503 $ 1,298,624

All accounts receivable are reported at their net realizable value. When applicable the Organization
provides for probable uncollectible amounts for accounts receivable through a charge to bad debt
expense and a credit to the allowance for doubtful accounts. The amount is based on management's
assessment of the current status of individual accounts. In the event that an account remained
outstanding management would pursue reasonable collection efforts before the amount is written off
against any prior balance of the allowance for doubtful accounts. Based on historical experience, and
management's evaluation of accounts receivable as being fully collectable, no provision for uncollectible
accounts was considered necessary for the years ended June 30, 2016 and 2015.

See independent auditors’ report.
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WESTERN YOUTH SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 4 — FIXED ASSETS

Computer &
Office Furniture & Leasehold
Equipment Fixtures Improvements Total

Year 2015

Cost at beginning of year $ 670,812 $ 242577 $ 28,001 $ 941390

Additions 5,745 1,063 - 6,808
Retirements (13,508) - - (13,508)
Cost at June 30, 2015 663,049 243,640 28,001 934,690
Accumulated Depreciation (491,661) (240,301) (17,521) (749.483)
Net Book Value at

June 30, 2015 $ 171,388 $ 3,339 $ 10480 $ 185207
Year 2016

Cost at beginning of year $ 663,049 $ 243640 $ 28,001 $ 934,690

Additions 104,534 12,447 - 116,981
Retirements - - - -
Cost at June 30, 2016 767,583 256,087 28,001 1,051,671
Accumulated Depreciation (564,813) (241,552) (19,697) (826,062)
Net Book Value at

June 30, 2016 3 202,770 $ 14,535 3 8,304 $ 225609

The aggregate depreciation expense was as follows for the year ended June 30: 2016 - $76,579 and
2015 - $88,542.

Substantially all of the fixed assets have been purchased with funds provided under county agency

contracts and are subject to provisions requiring the return of such assets in the event of contract
termination.

See independent auditors’ report.
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WESTERN YOUTH SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 5 — OTHER LIABILITIES AND ACCRUALS

The following is a schedule of the other liability accounts as of June 30, 2016 and 2015:

2016 2015

Payables to Contract Agencies $ - $ 161,266
Miscellaneous - other 669 7,366
s 669 $__ 168632

NOTE 6 — LINE OF CREDIT

During the fiscal year 2016 the Organization had available a line of credit agreement with California
United Bank for $800,000 that was collateralized by the Organization’s assets. Interest was payable
monthly at a variable rate of 4.75% with principal payable periodically or in full at the December 10,
2017 maturity date. As of June 30, 2016, the outstanding loan balance was $-0-.

In the previous fiscal year 2015, the Organization had a $800,000 line of credit agreement with
California United Bank. At June 30, 2015, the outstanding loan balance was $-0-.

The Organization has credit cards with American Express, Capital One, and First Bank with an
aggregate credit limit of $288,000. Credit Card use is limited to certain management personnel.
Balances are generally paid in full every month during the credit card's grace period to avoid interest
charges. As of June 30, 2016 and 2015 there were outstanding aggregate balances of $52,976 and
$3,508, respectively, which were recorded in accounts payables.

NOTE 7 — INSURANCE CLAIMS RESERVE

Effective January 1, 2014 the Organization terminated their participation in the Unemployment Services
Trust (UST), which is an alternative unemployment insurance system for nonprofit 501(c)(3)
organization, and transitioned into the State of California Employee Development Department (EDD)
system for unemployment insurance.

Upon the termination of the UST plan the Organization received a trust fund reimbursement of
$197,695. Management reserved the cash for potential unemployment benefit claims and for the
reimbursement of program costs to certain Orange County Agencies.

By the end of the year ended June 30, 2015 the Organization had paid out EDD insurance claims
totaling $32,813, reimbursed Agency program costs of $123,964 and recognized $38,086 as a credit
against current year unemployment insurance expense.

During the year ended June 30, 2016 the remaining $2,832 reserve for the liability was eliminated and
the corresponding miscellaneous balance of the reserved cash account was closed.

See independent auditors’ report.
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WESTERN YOUTH SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 8 — COMMITMENTS

The Organization has several operating leases for office space that expire at various dates. Several
leases contain one-year extension options. There are also several noncancellable operating leases for
office equipment. During the year ended June 30, 2016 the Organization extended various leases.

The following schedule indicates future minimum lease

leases for office space and equipment:

Year ending June 30,
2016
2017
2018
2019
2020
2021 with thereafter

2016
Operating Leases

$ -
936,749
370,817
295,584
108,137
45,762

payments under the non-cancellable operating

2015
Operating Leases

$ 1,757,049

$ 695,889
683,322

503,023

257,105

64,120

$ 2,203,459

As of June 30, 2016 and 2015, the Organization had various deposits totaling $135,137 and $131,137,
respectively, of which are security deposits that are refundable as each lease agreement ends.

NOTE 9 — NET ASSETS

Unrestricted - general

Temporarily restricted - contract advance
for program services

Total net assets

2016

$

1,620,322

1,620,322

See independent auditors’ report.
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2015

3 1,632,085

200,000

1,832,065




WESTERN YOUTH SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 10 — OTHER INCOME

As of June 30, 2016 and 2015 other income consists of the following:

2016 2015

Miscellaneous income $ 470 $ 13,684

NOTE 11 — CONTRACT CONTINGENCIES

Periodic audits may be performed by the various governmental agencies and certain costs may be
questioned as not being reimbursable expenditures under the terms of the service contract. Such
audits could lead to reimbursement to those agencies. Management believes disallowance, if any,
would be immaterial for the years ended June 30, 2016 and June 30, 2015.

In certain situations governmental agencies may issue provisional payments in excess of actual billings
and the Organization records the over funding as an accounts payable.

NOTE 12 - RETIREMENT PLAN

The Organization has a Section 403(b) deferred tax annuity plan covering all eligible employees electing
to participate. The Organization’s contribution to the Plan for the years ended June 30, 2016 and 2015
was $95,747 and $63,773 respectively. An employee's maximum contribution for any year is limited by
applicable Internal Revenue Code provisions.

For the year ended June 30, 2016 the filing of the Organization’s Form 5500 and the related limited-

scope audit for their 403(b) deferred tax annuity plan is due by January 31, 2017 unless an extension is
filed. ;

NOTE 13 — STATEMENT OF CASH FLOWS

A. Supplemental disclosure of cash flow information:

2016 2015

Interest $ 3,274 $ -

B. Supplemental disclosure of noncash investing and financing activities: none.

See independent auditors' report.
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WESTERN YOUTH SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

NOTE 14 ~ MAJOR CUSTOMERS AND CONCENTRATIONS OF CREDIT RISK

For the years ended June 30, 2016 and 2015, the Organization received an aggregate of $11,581,800
and $9,760,696 respectively, in program revenue from their largest service contract with the County of
Orange Health Care Agency (HCA). A significant reduction in this government service contract, if it
were to occur, would have an adverse effect on the Organization’s programs and activities. For fiscal
year 2016 and 2015 the Organization also has an outreach service contract with HCA.

The Organization also has several service contracts from the County of Orange Social Services Agency
(SSA) which includes revenues that pass-through other entities for the Family Resource Center (FRC)
programs. For the years ended June 30, 2016 and 2015, the Organization had aggregate FRC program
revenues of $490,621 and $394,384, respectively.

The Organization also has various contracts with City Schools and other nonprofit Organizations. Other
revenue and support is derived from counseling fees and community contributions.

During the year the Organization three checking accounts with California United Bank. The current
standard Federal Deposit Insurance Corporation (FDIC) insured amount is $250,000 per insured bank.
As of June 30, 2016 the aggregate total of three checking accounts with California United Bank
exceeded the FDIC limit by $609,260 before outstanding items and as of June 2015 the uninsured
amount was $597,989.

NOTE 15 - RELATED PARTY TRANSACTIONS

During the year ended June 30, 2016 the Organization paid $81,840 for technical consulting services
provided by a former Board Member that had resigned in the prior year, in accordance with the
Organization’s policy, to avoid a conflict of interest.

Effective November 1, 2011 the Organization and, a similar named, affiliate supporting organization
Western Family Services entered into a start-up management and administrative service agreement.
Western Family Services is a nonprofit entity that was established in February 2011. The purpose of the
agreement is for the Organization to assist Western Family Services until it matriculates to self-
sufficiency. The agreement can be cancelled by either party upon a thirty (30) day written notice to the
other party. Both Organizations have a common purpose of engaging in efforts for the improvement and
betterment of conditions for the underserved community located primarily in the Orange County
California area.

For the years ended June 30, 2016 and June 30, 2015 the Organization did not have billable services to
or from Western Family Services.

See independent auditors’ report.
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Western Youth Services, Inc.
Laguna Hills, California

*Professional Corporation

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 Western Youth Services, Inc., (a 501(c) (3)
nonprofit organization), which comprise the statement of financial position as of the year ended June 30, 20186,
and the related statements of activities, functional expenses, and cash flows for the year then ended, and the
related notes to the financial statements, and have issued our report thereon dated November 23, 2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Western Youth Services'
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 the Western Youth Services’ internal control.
Accordingly, we do not express an opinion on the effectiveness of the Organization'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 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 detected and corrected on a timely basis. A significant deficiency is a deficiency, or a combination
of deficiencies, in internal control that is less severe that a material weakness, yet important enough to merit the
attention by those in charge 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. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Western Youth Services' 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 tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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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 consideration the Organization's internal control and compliance. Accordingly, this
communicaticn is not suitable for any other purpose.

I AC AN

Brea, California
November 23, 2016
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